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Taxable Value of Residential Property
The proposed amendment to the Colorado Constitution:

. I ncreases the taxable portionof resdentid property from the current level of 7.96 percent
to 8 percent beginning with 2005 property taxes; and

. Reped s the process for reducing the rate in the future.

Background

Taxable value of property. Property taxes are paid on a portion of a property's value. For
residentia property, suchas homes, condominiums, apartments, and mobile homes, taxesarecurrently paid
on7.96 percent of the property'svaue. This percentage is known asthe residential assessment rate. For
most other property, such as business and retail property, taxes are paid on 29 percent of the vdue. A
property’s vaue is multiplied by the assessment rate to determine the taxable value. Property taxes are
cdculated by multiplying a property's taxable value by atax rate, cdled amill levy.

The state congtitution sets the procedure for determining the resdentid assessment rate. Thedate
legidature must change the residentia assessment rate when property is revalued so that the amount of
taxable residentid property remans a approximately 47 percent of the total and dl other taxable property
makes up about 53 percent. When the vaue of dl residentia property statewide rises compared to the
vaue of dl other property, the resdentia assessment rate decreases. Because thishas generdly been the
case since 1986, the resdentid assessment rate has falen from 21 percent that year to 7.96 percent
currently. If thetrend continues, theratewill continueto decline. Ontheother hand, if thevaueof al other
property risesfaster, the condtitutiona procedure increasesthe portionof resdentia property that istaxed.
However, a separate conditutiond provision requires voter gpprova for such an increase. This proposal
permanently setsthe residential assessment rate at 8 percent. The assessment ratesfor dl other property
are not affected by the proposal.

Property taxes. In 2002, Colorado homeowners and businesses paid roughly $4.4 billion in
property taxes to local governments, suchas counties, cities, school digtricts, and specid digtricts. Sightly
over hdf of this amount went to schools, while gpproximately one-quarter went to county governments.
The remainder was split among other loca governments.



Table 1 illustrates how the different residentia assessment rate would impact 2005 property taxes
paid on the average Colorado home, currently worth $208,000. Because the residentia assessment rate
is expected to declinein future years, the difference between taxes paid under current law and under the
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proposal will grow.

Tablel
2005 Average Property Taxes on a $208,000 Home
Home Value Assessment Rate Taxable Value Taxes
Current Law $208,000 7.96% $16,557 $1,198
Proposal $208,000 8.00% $16,640 $1,204
Difference $0 0.04% $83 $6
Arguments For
1) Current law hampersthe state's ahility to fund servicesto al taxpayers, especidly in

2)

3)

difficult budget times. Witheachdedine inthe resdentia assessment rate, the Sate
pays a larger share of school funding. By permanently setting the residentia
assessment rate at 8 percent, the proposal provides more property tax revenue for
schools. If the increase in the gtate's share of school funding dows, the tete will
have more flexibility in funding other servicesfor its citizens.

By gdabilizing property tax revenues, the proposal may hep mantan services that
residents receive from local governments. When the tax base of acounty, city, fire
digtrict, library digtrict, or other specid didtrict declines, conditutiond limits force
down property tax revenue used to fund the services these governments provide.
Over hdf of Colorado's counties, many of themin rurd Colorado, will have alower
property tax base this year than last year. The most recent declinein the resdentia
assessment rate will contribute sgnificantly to these lower tax bases.

The proposal could encourage companies to move to or expand operations in
Colorado. Sincethecurrent system was adopted, businesses have gonefrom paying
amost one-and-a-hdf timeswhat anidentically vaued home paid in property taxes
to over three-and-a-hdf times as much. Without the proposd, this disparity will
increase. New businessesincrease the property tax baseinthe areas in which they
locate, which could result in lower taxes for other taxpayers.

Arguments Against

1)

This proposal increases property taxes pad by Colorado homeowners and rental
property owners. Furthermore, the amount of additiona property taxes will likey
grow each time property is revalued. Thecurrent system has saved homeownersan
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2)

3)

School funding. The proposal does not change tota funding for public schools. However, the
gate portion of school funding will decrease. Increasing the taxable vaue of resdentia property will
increase property taxesfor schools. When school property taxesincrease, the need for state aid to schools
decreases. Asareault, thisproposd will reduce state spending for public schoolsby $3.4 millionin budget
year 2004-05 and $23.4 millionin budget year 2005-06. This shift from gate to loca funding would
increase as the gap betweenthe 8 percent rate set by this proposal and current law widens. Table 2 shows
the estimated decrease in state spending and the estimated increase in property taxesfor schools over the
next four years.

estimated $6.8 hillion in property taxes snce 1987. The proposd is unnecessary
because residents of counties, cities, and specid didtrictscandecidelocdly, through
elections, to increase taxes to pay for desired services.

Without the protection in current law, a larger share of property taxes could be
shifted to homeownersin the future. Because their share of property values days
relatively constant, homeownersareprotected fromproperty taxincreasesif busness
property taxes decline. Business property taxes can dedline from downturns in the
economy or from changesin the law. Under the proposal, lower business property
taxes will increase the share of taxes paid by homeowners,

Businesses do not usudly make location or expanson decisons soldy on the
potential tax burden of a given location. In fact, many studies have shown that
severd other factors, induding an educated work force and overal qudity of life, are
higher priorities when making these decisions. In 1983, when the current system
began, the property tax burden for businesses was reduced by taxing gpartmentsas
resdentid property and exempting business inventory and agricultura equipment.

Estimate of Fiscal Impact

Table2
Impact of Proposal on Revenue Sourcesfor Public Schools
State Local Property
Budget Year Expenditures Taxes for Schools
2004-05 -$3.4 million $3.4 million
2005-06 -$23.4 million $23.4 million
2006-07 -$24.1 million $24.1 million
2007-08 -$26.7 million $26.7 million
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Local government revenue. The increase in overdl taxable values would lead to increased
property tax collections for most counties, cities, and specid didricts that have not reached their spending
or property tax revenue limits. For loca governmentsthat have already reached ther property tax revenue
limit, it would increase the proportion of taxes paid by resdentia property owners while maintaining the
same property tax revenue leve for thelocal government.

Other impacts. There are two other potentia state impacts resulting from the change in taxable
vaues. State income tax revenues would be dightly lower in budget year 2004-05, and each year
thereafter, as a result of increased itemized deductions claimed by those paying higher property taxes.
Also, for years in which the senior citizen homestead exemption is in effect, the state's obligation to
reimburse loca governments would increase.

Impact on taxpayer. Using the statewide average home value of $208,000 and adding
projections for value growth, mill levies, and the resdentia assessment rate over the next severd years,
property taxes on the average home would be an additiona $6in2005, growingto $119in2009. Table
3 shows the increase in taxes compared to current law.

Table3
Additional Property Tax on Average Home Under Proposal

Year Additional Tax

2005 $6
2006 $58
2007 $58
2008 $119
2009 $119




