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set  

You asked us to summarize this act and determine if Connecticut could take a similar approach with respect to its property tax.

SUMMARY


Vermont’s Act 60 changed the way that state funds elementary and secondary education, but not the way cities and towns fund municipal services.  Unlike Connecticut, Vermont has independent schools districts, which levied their own property taxes before Act 60’s passage.  Act 60 zeroed in on property wealth differences between districts, which critics claimed undermined the goal of equal educational opportunities.  The Vermont Supreme Court agreed, and the legislature passed Act 60, The Equal Educational Opportunity Act.


The act tries to even out the property wealth differences between districts in a way that lightens the overall tax burden on low-and moderate-income households.  It does this by substituting an income-adjusted statewide school tax for the locally determined district property tax and setting a statewide minimum per pupil spending requirement.  The act specifically:

1. replaced the district tax with a statewide income or property tax, depending on the type of property and a  household’s annual income;

2. required school districts that want to spend above the state per pupil spending requirement to levy a local property tax at the same formula-determined rate and remit the revenue to the state for redistribution back to the districts;

3. provided rebates to low-income households paying more than 5% of their incomes for state and local school taxes and municipal property taxes;

4. increased certain state taxes and established new ones;

5. allowed towns to impose certain sale taxes; and 

6. extended state payments in lieu of taxes (PILOT) to more types of state-owned properties.  


Connecticut’s Education Cost Sharing grants already address similar issues.  They insure that each town meets a statewide minimum educational expenditure requirement, and the grant amounts depend on each town’s property wealth.  Towns can spend above the state minimum, but unlike Vermont, Connecticut does not address the property wealth differences between towns, which make it hard for some to raise the revenue needed to exceed the state minimum.  Adopting Vermont’s formula for evening out these differences could be difficult, since Connecticut’s single town property tax pays for both schools and other municipal services.


Act 60’s redistributive approach could be applied to property taxation in general, but this requires establishing a minimum per capita municipal spending level and a statewide mill rate.  It also requires allowing towns to exceed the minimum, but in a way that frees them from their respective property tax bases.

BACKGROUND

Vermont’s Property Tax Structure


Municipalities and school districts are separate jurisdictions in Vermont, and each levies its own property taxes.  (Connecticut has no independent school districts, and municipalities here levy one property tax, which pays for all municipal services, including education.)  Prior to Act 60, school district taxes covered 70% of their costs while state grants covered the rest.  Act 60 imposes a state property tax to fund schools, but still allows school districts to levy their own taxes according to a statutory formula.

Funding Disparities


Before Act 60, each school district generated most of its funds by taxing property within its jurisdiction.  Critics claimed that this method undermined the state’s goal of providing equal educational opportunity to all children, regardless of where they lived.  They contended that a district’s ability to generate revenue depended on property wealth, which determined how hard it must tax property owners in order to generate the revenue it needs. Property-poor districts must tax at higher rates than property-wealthy districts if they want to maintain comparable spending levels.


The Vermont School Boards Association (VSBA) cited data contrasting school districts’ taxing capacity.

The per pupil taxing capacity of Vermont school districts varies from one district to another by a factor of about 100 to one.  One district…has $1,182 of tax base per pupil.  Another district has $116,805 of tax base per pupil.  The differences between tax-poor towns and tax-wealthy towns are increasing…(Act 60 Handbook: Implementing Vermont’s Equal Educational Opportunity Act, VSBA and the Vermont Superintendents Association, 1997).  

Supreme Court Decision


The Vermont Supreme Court responded to these and other issues in its 1997 Brigham v. State of Vermont decision. A group of students, taxpayers, and school officials brought the suit, alleging that property wealth differences deprived children of equal educational opportunity.  The court agreed, ruling that citizens had a constitutional right to education, which the state had to provide.  The state could delegate but not “abdicate the basic responsibility for education by passing it on to local governments, which are themselves creations of the state.”  


The court also addressed property wealth differences.  While equal educational opportunity does not require districts to spend identical amounts, it does not “allow a system in which educational opportunity is necessarily a function of district wealth.”  The court added:  

Equal educational opportunity cannot be achieved when property-rich school districts may tax low and property-poor districts must tax high to achieve even minimum standards.  Children who live in property-poor districts and children who live in property-rich districts should be afforded substantially equal opportunity to have access to similar educational revenues (emphasis added). 

Legislature’s Response


 Education funding and property tax reform dominated Vermont’s 1997 legislative session.  But these were not new issues.  The legislature tried for years to change the way the state funds education while reducing the property tax burden for poor and middle class homeowners. In 1996, new data from the Tax Department showed how property and income taxes affected people in different incomes groups.  This information and the Brigham decision may have pushed the legislature to make changes.


The data showed that people in same income group but living in different towns paid roughly the same amount of taxes, but were not getting the same amount of education for their tax dollars.  “The children in Stowe were getting an $8,800-education while Waterbury was spending about $6,500 on each of its students” (Jack Hoffman, A Field Guide to Education Funding Reform, 1997).


The data also showed that the state’s income and property taxes combined imposed a heavier burden on low- and moderate-income people and that property taxes canceled out the income tax’s progressive effects.  “When measured as a percentage of income, the income and property tax burden for Vermonters earning between $20,000 and $30,000 was the same as those with incomes between $100,000 or more” (Hoffman).


The legislature responded to both issues.  It adopted a statewide property tax adjusted for income to fund a minimum $5,000 per pupil spending target. 

TWO-TIER SCHOOL TAX

State Tax

Property Tax.  Act 60 substitutes a state school tax for local district taxes.  The state tax is based on property value or household income, depending on the type of property or the income level of residential property owners. The act sets a statewide mill rate at $1.10 for each $100 of assessed value and applies it to all nonresidential property and residential property owned by households with incomes over $75,000 a year.  Households with incomes below this amount pay the property tax on second homes and land they own above two acres.  They also pay a tax based on their incomes, as described below.   


Income Tax.  Act 60 tries to ease the tax burden on poor and middle income families by basing their school taxes on their incomes instead of the value of their primary homes and up to two acres of land (i.e. the homestead).  Under the act, homeowners pay 2% of their incomes if that amount is less than what they would pay on the adjusted value of their homesteads at the statewide $1.10 rate.  The adjusted value is the fair market value of the homestead minus $15,000.


The Vermont Tax Department estimated that at least two-thirds of homeowners would pay an income tax instead of a property tax. It also estimated that their school taxes would have dropped by a third, from $242 million to $147 million, in FY 1996-97 if Act 60 had been in effect. But Act 60 could still impose a burden on low- and middle-income households who own more than two acres of land in districts that historically enjoyed relatively low property tax rates.  In these districts, the statewide rate could run two to four times higher than the previous local rates (Hoffman).


Renters pay the school tax based on their income, but they qualify for rebates if they earn less than $47,000.  The rebate program assumes that 21% of their rent goes toward property taxes, but renters can submit proof from their landlords showing that their tax payments exceeded 21% of the rental payments.  Renters qualify for rebates if the property tax payments exceed a specified portion of their incomes.

Local Property Tax

Introduction. Act 60 allows school districts to levy taxes if they want to spend more than the $5,000 per pupil grant they receive from the state.  But they must do this according to “an equalized yield formula” designed to even out differences in property wealth. The formula does this by treating these districts as a single district and yielding a single tax rate they must all use.  As discussed below, the formula requires some districts to raise more revenue than they need and others to raise less.  The state collects the revenue and redistributes it to the districts.  As a result, some districts get more than they contributed while others get less.


Budgeting Problems.  Districts that want to spend above the state grant must determine that amount before the state tells them the equalized yield.  As a result, they must ask their voters to approve a budget before they know what their tax bills will be.  The state’s education commissioner will estimate the equalized yield based on the number of districts that will receive fewer funds from the state than they previously generated from their local tax bases. 


Calculating the Equalized Yield.  As stated above, the formula generates an equalized yield, which evens out the property wealth differences between those districts that want to spend above the state per pupil grant.  “Equalized yield simply means that a 1-cent increase in the property tax in one Vermont town raises the same amount of money (per pupil) as in another town.  If the yield were not the same, towns with meager resources would be discouraged from providing opportunities that towns with broader resources may find easy to fund” (Act 60 Handbook).


The formula multiplies each district’s tax base by its per pupil spending and then multiplies the product by 1%. The tax base is the state school taxes collected from each district—the revenue raised from property owners paying the $1.10 rate on their properties and those paying 2% of their incomes. The state tallies the products for all of the districts and then divides it by the total amount the districts want to spend above the state grant. 


Hoffman calculated that the equalized yield for FY 1997-98 is about $42, which means that 1% of the state school tax would raise about $42 per student.  A district that wants to spend $1,000 above the state per pupil grant would have a local school tax equal to 23.8% of the state tax ($1,000 divided by $42).  All of the district’s residents, regardless of whether they pay the state tax based on their income or property would pay a local tax equal to 23.8% of their state tax school bill.  And this rate would be the same in all towns that want to spend $1,000 above the state per pupil grant.  


District Participation.  Act 60’s critics contend that the equalized yield formula will discourage wealthy districts from spending above the state per pupil grant.  The formula requires wealth districts to raise more revenue than they need only to share it with poorer districts.  On the other hand, it might encourage poorer districts to spend above their traditional amounts, since they will get more money back than they contribute. Their “decision on how much to spend will now be somewhat freed from concern over stressing an already thin local property tax base” (Act 60 Handbook).  

Tax Relief for Low-Income Homeowners

Homeowners with incomes below $47,000 qualify for tax rebates based on a sliding scale.  As Table 1 shows, the scale pegs income level to the proportion of income going toward state and local school and municipal taxes.  

Table 1: Act 60 Tax Rebate Eligibility Criteria

	If household income is:
	Then the taxpayer is entitled to credit for taxes paid in excess of this percent of that income:

	$0-$4,999
	3.5%

	$5,000-$9,999
	4.0%

	$10,000-$24,999
	4.5%

	$25,000-$47,000
	5.0%




Source: “Act 60-What You Should Know,” Vermont League of Cities and Towns, July 15, 1998

OTHER TAXES

Act 60 raises several taxes and imposes new ones to supplement the statewide school tax.  The VSBA estimates that these tax changes should raise about $58 million.  Table 2 lists the changes and the revenues they are excepted to raise.

Table 2: Act 60’s Tax Changes and Projected Revenue Increases

	Tax Change
	Projected Revenue

 

	Increase rooms and meals tax from 7% to 9%
	$14.0 million

	Increase purchase and use tax on new and used motor vehicles and motor homes from 5% to 6%
	   $9.1 million

	Increase gasoline tax by 4 cents a gallon 
	 $12.4 million

	Increase corporate income tax
	   $5.3 million

	Raise minimum corporate tax to $250 
	   $1.7 million

	Impose a 4.36% sales tax on telecommunications services
	$10.3 million

	Increase bank franchise tax
	  $4.0 million

	Increase brokerage license fees
	  $0.7 million

	Improve delinquent tax collection
	  $0.5 million


Source: Act 60: What You Should Know, Vermont League of Cities and Towns, July 15, 1998

LOCAL OPTION TAXES

Act 60 allows some municipalities to levy a 1% sales or room and meals tax or both, but requires them to share the revenues with the state for making PILOT payments. Municipalities can impose these taxes if:

 
1.
their school district property tax rates in FY 1996-97 were less than the act’s $1.10 state school tax rate,

2. business personal property comprises over 10% of their grand lists, or

3. their school district tax rates will climb by more than 20% in FY 99 or FY 00.  


Towns meeting these criteria can levy the taxes until December 2002.  They keep 80% of the revenue in calendar year 1999, 70% in calendar years 2000 and 2001, and 60% in calendar year 2002.  The state will “piggy-back” the local taxes on the state sales and room and meal taxes, but the towns must reimburse it for administrative costs.  

PILOT PAYMENTS

Act 60 dedicates the state’s share of the local option taxes to fund PILOT payments.  It also extends these payments to other state-owned property, including correctional facilities and land and buildings owned by the University of Vermont.

DOES ACT 60 MAKE SENSE FOR CONNECTICUT?
Differences and Similarities Between Vermont and Connecticut

The Brigham decision shows that Connecticut and Vermont faced similar issues regarding education funding.  But Vermont’s funding mechanism was significantly different than Connecticut’s, a fact that makes it difficult to apply Act 60 here.  Unlike Connecticut, Vermont’s independent school districts set their own property tax rates. Act 60 substituted a statewide school tax for the district taxes, but did not affect municipal property taxes. Connecticut, on the other hand, has no independent school districts, and its municipalities levy a single property tax for education and municipal services.


Connecticut’s education funding mechanism already has some of Act 60’s key elements.  The state’s education cost sharing grant formula heavily weighs local property wealth differences. Towns qualify for these grants if they satisfy a state determined minimum expenditure requirement (MER).  They can spend more if they want to and pay for it out of local property taxes. But Connecticut has no mechanism that accounts for differences in their ability to do so. 

Instituting an Equalized Yield Formula for Education Spending

Since Connecticut does not equalize the tax base on which towns raise money for their own education spending, some towns have an easier time raising extra revenue for schools than other towns.  This is true for towns with expensive properties and taxpayers with relatively high incomes or gross revenues. Other towns face the opposite situation.  These towns risk financial distress if they want to increase spending for schools or other services. An equalized yield formula similar to Vermont’s could ease the strain on poorer towns. 


A practical problem is designing the formula.  Vermont’s reflects the fact that school districts and municipalities levied separate property taxes. The formula’s numerator weighs each district’s tax base while the denominator represents the revenue the state collects from all of the districts.   Connecticut could develop a similar formula that breaks out that portion of a town’s tax base that could be attributed to supporting education.  The formula could follow Vermont’s:

SUM (Education Property Tax Base X Per Pupil Spending X 1%)

-------------------------------------------------------------------------------

SUM (Towns Education Property Tax Base)

Property Tax Reform

Act 60 deals mainly with education funding, but it could be modified to address differences in local taxing capacity. For example, the legislature could specify the amount of funds each town must spend per resident, as it did with respect to minimum educational expenditures. The legislature could then set a statewide mill rate to generate the revenue needed to achieve that spending level.  The statewide mill rate would replace the local ones. The legislature could also adopt an equalized yield formula that would apply to those towns that wanted to spend above the state minimum.
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