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Property Tax Reform for Education
	Purpose
	To describe the basics and the policy impacts of property tax reform for education.

	Proposals
	Elements of proposals reducing school district reliance on M&O levies are likely to: 
1. Reduce school M&O levy authority;
2. Reduce school M&O levy rates;
3. Eliminate school M&O levy authority;
4. Increase state funding; and
5. Possibly create additional state school levies.
What local school funding is not impacted?
· Transportation, capital, and bond levies
Reform could impact an estimated 3 million property owners.

	Property Tax Basics
	Property Tax
Property tax is levied (imposed) upon the value of real and personal property. 
· Real property: Land; improvements to land such as those needed for water, sewer, electricity; and structures such as a house, or barn.
· Personal property: Equipment, supplies, furnishings, fixtures, tools, and other items used in a business that are movable.
· Motor vehicles and most personal property owned by individuals such as household goods and personal effects are exempt from property tax.
Property tax assessments are automatic liens against the property, not against the owner.
Uniformity
The Constitution requires that all property taxes be uniform on the same class of property and specifies that all real estate is one class. A taxing district must levy the same amount of tax on different properties of equal value and of the same class (e.g., real estate).
Valuing Property
· Property is valued annually as of January 1 (the assessment year), and then taxes based on that value are paid the next year (the tax year). However, new construction is valued as of July 31 instead of January 1.
· Property taxes apply to the assessed value of all taxable property. County assessors determine the assessed value for real and personal property. While assessed value does not always reflect a property’s current market value, real and personal property are required to be assessed at 100 percent of market value. 
· Assessed values adjusted to reflect market value determine the state school levy rate.
State School Levy & Equalization of the State Levy
The state school levy is a regular property tax levy that:
· Has maximum rate of $3.60 per $1,000 of market value (equalized assessed value);
· Does not need voter approval
· Is subject to the 1% or “$10 constitutional limit”
· Is subject to the 1 percent growth limitation or “101% limit.”
· To ensure the state levy applies uniformly across the state and conforms to the Constitution’s “uniformity” provision, county property values are equalized before determining a statewide tax rate.
· The Department of Revenue calculates the state levy limits and determines the total levy amount. The Department certifies to each county assessor the state levy that must be collected in that county. 
· County assessors equalize the rate which is then applied to assessed values.
School M&O levies
· School district M&O levies are excess levies that must be approved by a majority of voters for a period of 1 to 4 years. OSPI calculates levy limits.

	Limits
	1 Percent Growth Limit (“101 percent levy limit”)
The maximum amount a taxing district can levy and collect in a year (a levy lid) is the levy’s base amount, plus an amount the base is allowed to grow (the growth limit).
The annual growth allowed for most regular property taxes is limited to:
	
District population
	Maximum annual growth

	Below 10,000
	1% plus “allowable additions”

	10,000 or more
	Lesser of 1% or rate of inflation, plus “allowable additions”


· This limitation is known as the “1% growth limit” or “101% levy limit.”
· The state school levy growth limit is the lesser of 1 percent or the rate of inflation applied to the highest of the three most recent years in which such taxes were levied, plus allowable additions (See Allowable Additions below).
· Local school M&O levies are not subject to the growth limit but have other limitations built into the M&O levy formula, such as Local Effort Assistance.
· Regular property tax rates, including the state levy, decline over time as a result of the 1 percent growth limit if property values rise in excess of 1 percent.
Local Effort Assistance (LEA) or Levy Equalization
Local Effort Assistance or, as legislators frequently call it, “Levy Equalization,” is state matching money paid to eligible school districts. It is meant to offset high M&O tax rates resulting from low property values and increasing M&O levy needs. 
LEA reduces a M&O levy lid. Not all school districts have the same LEA rate.
“Allowable Additions”
This is an additional dollar amount added to the levy base amount calculated by multiplying the previous year’s tax rate by the increase in assessed value for:
· New construction;
· Improvements to property;
· The change in state-assessed property; and
· Construction of wind turbine, solar, biomass, and geothermal facilities, if such facilities generate electricity. 

Maximum Tax Rates
· Each taxing district’s regular levy has a maximum levy rate set in statute.
· The state levy rate maximum is $3.60 per $1,000 market value. This maximum rate applies to the “equalized” state levy based on market value. (Refer to the State School Levy & Equalization of the State Levy above.)
· If a property owner sees a state levy rate on their tax bill higher than $3.60, it is to compensate for a county’s assessed values that are less than market value.
· Each school district’s M&O levy lid is calculated by OSPI annually.
$5.90 Aggregate Rate Limit - Prorationing
[bookmark: IMNewBlockSelectedText]This limit requires the sum of most regular levy rates applied to an individual parcel to be $5.90 per $1,000 assessed value or less. When exceeded, the levy rate(s) subject to the limit must be reduced or eliminated based on an order provided in law until the limit is no longer exceeded. This is referred to as “prorationing.” 
· The $5.90 limit does not apply to either the state school levy or local school district levies. 
1% Constitutional Limit or $10 Constitutional Limit - Prorationing
The Constitution limits all regular levies, except port and public utility district levies, to an aggregate levy rate of 1% of current market value ($10 per $1,000 market value).
Like the $5.90 limitation, when the 1% constitutional levy limit is exceeded, levies are reduced or eliminated according to an order specified in law.
· While school district M&O levies and other voter approved special levies are not, the state school levy is subject to the 1% constitutional limitation.
Please note: When shifting reliance on local school district M&O levies to the state school levy(s), the 1% Constitutional Limit is an important factor. It can inflict unintended consequences and limit tax revenue–maybe not for schools, but for other taxing districts that impose a regular levy.
· Currently, several district levy rates are either completely or somewhat protected from being reduced under the $5.90 rate limit but are listed as some of the first levy rates to be reduced or eliminated under the 1 percent ($10) constitutional limit if protected under the $5.90 limit.
· The protected rate from the $5.90 limitation for Metropolitan park district and flood control zone levies are the first to be reduced or eliminated. 
· Prorationing under the $5.90 limit occurred for taxes due in 2014 in Adams, Ferry, Grant, Grays Harbor, King, Mason, Okanogan, and Pierce counties. These counties will likely see prorationing if the 1% constitutional limit is exceeded.

	Modifying the Existing State Levy
	Changing the levy growth rate limitation, and impacts
The state’s maximum levy amount and statewide market value determines the state levy tax rate. 
Reform proposals that seek to increase state property tax revenue by changing the existing state levy’s growth limitation may:
· Permanently exempt the existing state levy from the 1% growth limit (“101 percent levy limit”) so the statewide levy rate will be fixed at the statutory maximum rate (or some other rate as specified in a proposal). 
· Temporarily exempt the existing state levy from the levy growth rate limitation for a desired number of years, so the state levy rate can increase to the maximum rate for that time period.
· Temporarily increase the levy growth limitation to a growth factor greater than the estimated annual growth in property values to allow the state tax rate to increase to a desired rate.
· See Appendix A: Reform Revenue Growth Potential & Corresponding Exemption Impacts for a chart discussing different policy options and their impacts on revenue growth potential and adequacy and impacts from exemptions.
Legislators intending to increase the existing state levy tax rate should:
· Check with the Department of Revenue to determine whether a change in statutory rate maximum or the Constitutional 1% limit is necessary to raise the needed revenue.
· Check with the Department of Revenue to determine whether a modification to the existing levy growth rate limitation (101% limit) is necessary to raise the needed revenue.
Creating one or more additional state levies
Like the existing state school levy, an additional state levy must be based on market value so it is levied uniformly throughout the entire state. Any additional state levy is also subject to the 1% constitutional limitation unless the state constitution is amended. 
The administration of a new state levy (the collection, adjustment, refund processes, etc.) should mirror, as closely as possible, the existing state levy’s administration. 

	Policy Impact Considerations
	Senior Citizens & Disabled Persons  
· Senior citizens and disabled persons who qualify for a property tax exemption are exempt from all excess levies, such as school M&O levies, but many pay some or the entire portion of the state school levy.
· By increasing the state property tax levy and reducing or eliminating school M&O levies, some senior citizens and disabled persons would pay a higher state levy amount without a corresponding decrease in the local levy burden absent any specific provisions to mitigate this result.
Farm Machinery & Equipment
· Certain farm machinery and equipment are exempt from the state levy but not local levies.
· Farmers that own exempt farm machinery and equipment would benefit under these proposals because they would be subject to reduced school M&O levies absent any specific provisions to prevent the expansion of the current exemption to the increased portion of the state property tax levy.  
Commercial Vessels
· Certain commercial vessels are exempt from all levies except the state school levy.
· Affected commercial vessel owners will pay more tax under these proposals if they are not exempted from the increased state school levy.

	Reducing School M&O Levy Authority
	· 284 out of 295 school districts imposed M&O levies for collection in 2014.
· The lowest was $.30 and highest was $7.69 per $1,000 assessed value.
· See Appendix B, Reducing School M&O Levy Authority vs Levy Rates for impacts.

	
Impacts on School Districts
	
Possible impacts on future school district levies:
· With an increase in the state levy rate and the emphasis on replacing local funding, voters might believe a local levy is not needed because the school district is receiving increased state funding. 
· In school districts where the school property tax rate will be reduced, districts may find it will be easier to pass additional M&O levies.
Distribution of funding 
· The state levy provides a broader tax base for funding all school districts rather than each school district’s funding depending on its assessed value.
Local funding impacts
· Some taxpayers may view the increase in state tax and decrease in local M&O levy as a way to send their local tax dollars, previously paid to their local school districts, to other school districts across the state.
Districts with typically low or no M&O levy rates
· Districts with highly valued property or districts imposing little or no M&O levies can see a higher combined state school and local M&O levy rate than typically exists. This is due to increasing the state levy rate and reducing or eliminating the local M&O levy rate that is already typically very low or at zero.
Districts with typically very high M&O levy rates
· If the state levy rate is less than the M&O levy rate, then property owners in very high M&O levy rate school districts are likely to see a lower combined state school and local M&O rate.
Impacts in areas with highly-valued property.
· The impact on school districts would depend on how the distribution of the increased state levy is structured.
· If the increased state levy is distributed to school districts in the same amount the district would have received through its M&O levy, there would be no impact to the school district with respect to property tax.
· Distribution of other funding, such as local effort assistance and timber excise tax, could be impacted and may need to be addressed.
Impacts on Timber Tax Distributions
· If a school district has bond, M&O, transportation, and/or capital project levies, the district is eligible for timber tax distributions based on each levy and each levy’s rates.
· If the levy rate is reduced or eliminated, the district receives less timber tax.

	Other Impacts
	Impacts on property owners with highly-valued property.
· Property owners would not pay more property tax as long as the local school district’s M&O levy is decreased by the same amount as the state levy rate is increased, and the tax base for the increased state levy is adjusted to mirror exactly the same tax base of the M&O levy (e.g., senior citizens exempt from M&O levies would be exempt from the increased state levy).  True for areas with highly-valued and low-valued property.

· Property owners in school districts not imposing an M&O levy would pay more tax as there would be no reduction in a local levy to offset the increase in the state levy.  Similarly, if the increased state levy rate is greater than the total M&O levy rate of a local district, property owners would also pay higher taxes.





APPENDIX A: Reform Revenue Growth Potential & Corresponding Exemption Impacts
	Existing Growth limit = Lesser of 1% or inflation*
*Subject to RCW 84.55.010, the levy receives an additional amount for “allowable additions”

	Revenue growth potential and adequacy:
	Impact from exemptions:

	
	· Revenues increase by 1% (or the rate of inflation if it is less than 1%) each year, plus an additional amount is added based on allowable additions*. 
· Levy rate will decline over time if market value increases at a rate greater than 1%. 
· Severe decline in market value is mitigated because the tax rate increases to make up the difference, but only so the revenues grow no more than allowed. 
· Severe increases in market value are mitigated by the cap in levy growth and results in a lower tax rate. 

*Please note: If a school district does not adopt a resolution/ordinance authorizing an increase by the 1% limitation over the prior year’s levy, their revenue increase is only for “allowable additions.”

	· Exempt property is more likely to result in tax shifts, unless a levy rate is at its statutory maximum rate.

	No growth limit**

**Without any other cap on the levy, it functions like a rate-based property tax.

	Revenue growth potential and adequacy:
	Impact from exemptions:

	
	· Without a levy growth limit, the existing state levy would have a fixed state levy rate.
· Severe increases and declines in market value are not mitigated. So with a fixed state levy rate, revenue will rise and fall with property values. 
	· Exempt property will result in tax revenue losses if the state levy rate is at the maximum allowable rate because a reduction in total property value will directly impact tax revenues.


	Other- Growth limit greater than 1%

	Revenue growth potential and adequacy:
	Impact from exemptions:

	
	· Revenues increase at whatever growth rate is chosen.
· Depending on its relationship to increases in market value, if the tax rate declined, it would be at a slower rate than under the 1% growth limit.
	· Depending on the growth rate, the impact could be similar to the impact from “no limit.”
· If the tax rate isn’t fixed and has room to increase to adjust for the reduction in property value, then exempt property will result in a tax shift.



APPENDIX B: Reducing School M&O Levy Authority vs Reducing School M&O Levy Rates

	Proposal type & examples
	Results/Explanation

	Reduce School M&O levy authority

Example: Reduce M&O levy authority percentage by half. 
Note: This levy authority percentage is sometimes still referred to as the M&O “levy lid” which dates back to the 1975 Levy Lid Act.
	Existing M&O levy authority: The M&O levy authority percentage is a factor in the overall levy authority formula. For most districts the percentage included in the formula is 28% although some districts have grandfathered percentages as high as 38%.
· This proposal would reduce the above percentages in half in order to reduce the overall M&O levy authority.



	Reduce School M&O levy rates

Example: Reduce the School M&O levy rate by $1.00 per $1,000 AV. 

	Existing levy rate calculations: School M&O levy rates are calculated after determining the M&O levy amount divided by total assessed value in the school district. 
· The tax rate would be calculated as normal and then simply reduced by $1.00.
· For example, if the initial M&O levy rate is $2.60, then the actual levy rate used would be $1.60 per $1,000 AV. If the initial M&O levy rate is $0.70, it would be reduced to zero.






APPENDIX C: Visualizing Multiple Levies With Various Limitations

The following chart provides an example of how several levies are impacted or not impacted by the various limitations; statutory maximum rate, $5.90 aggregate rate, and 1% Constitutional limit ($10).

	
	
	Statutory Max.
Levy Rates
Per $1,000 Assessed Value
	

	 (
Constitutional 1% limit ($10)
)State Levy with max rate
$3.60
	
	State Levy
	$3.60
	

	
	
	
	
	

	
	
	Cities & Towns
	$3.3751
	

	
	
	County General 
	$1.80
	

	
	
	County Road
	$2.25
	

	Local Levies
$5.90*
	
	Fire Districts
	$1.502 & 3
	

	
	
	Library Districts
	$0.50
	

	
	
	Hospital Districts
	$0.50
	

	
	
	Metropolitan Park
	$0.753
	

	
	
	Cemetery Districts
	$0.1125
	

	
	
	Flood Control Zone
	$0.503
	

	
	
	EMS Levies
	$0.50
	

	
	
	Conservation Futures
	$0.0625
	

	Other Levies
$0.50**
	
	Affordable Housing
	$0.50
	

	
	
	County Ferry
	$0.755
	

	
	
	Criminal Justice
	$0.50
	

	
	
	County Transit
	$0.75
	

	Levies
Outside Constitutional 1% Limit***
	
	Port Districts
	$0.454
	

	
	
	Public Utility Districts
	$0.45
	

	
	
	
	
	

	
	
	Excess Levies
	n/a
	

	
	

	1
	May be more if annexed to a fire or library district, or if they have a firemen’s pension fund.

	2
	$1.00 if no full-time paid employees or no contract for services of a full-time paid employee.

	3
	May protect up to $0.25 of rate from the $5.90 limit.

	45
	Ports may have up to 3 separate $0.45 levies
Tax rate is $0.075 in King County.



* This list is a sample of common districts subject to the $5.90 limitation. They are also subject to the 1% Constitutional limit ($10).
**These are a sample of common levies that are not subject to the $5.90 limitation but are subject the 1% Constitutional limit.
***These levies are not subject to the 1% Constitutional limit.
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