Proposition 5

Changes Requirements for Certain Property Owners to
Transfer Their Property Tax Base to Replacement Property.
Initiative Constitutional Amendment and Statute.

Yes/No Statement
A YES vote on this measure means: All homeowners who are over 55 (or who meet other

qualifications) would be eligible for property tax savings when they move to a different home.

A NO vote on this measure means: Certain homeowners who are over 55 (or who meet other
qualifications) would continue to be eligible for property tax savings when they move to a
different home.

Summary of Legislative Analyst’s Estimate of Net State and Local Government
Fiscal Impact

« Schools and other local governments each probably would lose over $100 million in
annual property tax revenue in the first few years, growing over time to about $1 billion
per year (in today’s dollars). Similar increase in state costs to backfill school property tax
losses.

Ballot Label
Fiscal Impact: Schools and local governments each would lose over $100 million in annual

property taxes early on, growing to about $1 billion per year. Similar increase in state costs to

backfill school property tax losses.

BACKGROUND
Local Governments Levy Taxes on Property Owners. California local governments—<cities,

counties, schools, and special districts—Ilevy property taxes on property owners based on the
value of their property. Property taxes are a major revenue source for local governments, raising

over $60 billion per year.



Calculating a Property Owner’s Tax Bill. Each property owner’s annual property tax bill is
equal to the taxable value of his or her property multiplied by the property tax rate. The typical
property owner’s property tax rate is 1.1 percent. In the year a property is purchased, its taxable
value is its purchase price. Each year after that the property’s taxable value is adjusted for
inflation by up to 2 percent. This continues until the property is sold and again is taxed at its

purchase price.

Movers Often Face Increased Property Tax Bills. The market value of most homes (what
they could be sold for) grows faster than 2 percent annually. This means the taxable value of
most homes is less than their market value. Because of this, when a homeowner buys a different
home, the purchase price of the new home often exceeds the taxable value of the buyer’s prior
home (even when the homes have similar market values). This leads to a higher property tax bill

for the home buyer.

Special Rules for Some Homeowners. In some cases, special rules allow existing
homeowners to move to a different home without paying higher property taxes. These special
rules apply to homeowners who are over 55 or severely disabled or whose property has been
impacted by a natural disaster or contamination. (We refer to these homeowners as “eligible
homeowners.””) When moving within the same county, an eligible homeowner can transfer the
taxable value of his or her existing home to a different home if the market value of the new home
is the same or less than the existing home. Also, a county government may allow eligible
homeowners to transfer their taxable values to homes in the county from homes in different
counties. Ten counties allow these transfers. Except in limited cases, homeowners who are over
55 or severely disabled can transfer their taxable value once in their lifetime. The nearby box

(“What Happens Under Current Law?”) has an example of how these rules work.



What Happens Under Current Law?

A 55 year old couple purchased their home 30 years ago for $110,000. Their home’s taxable
value is now $200,000 ($110,000 increased by 2 percent each year for 30 years). Their yearly
property tax bill is $2,200 (1.1 percent of the taxable value). Their home now could be sold for
$600,000. The couple is considering moving to one of two different homes.

* More Expensive Home. The first option is to move to a home that costs $700,000. This move
is not eligible for the special rules because the new home is more expensive than the existing
home. If the couple made this move, the taxable value of their new home would be $700,000
(the home’s purchase price). Their yearly property tax bill would increase to $7,700.

* Less Expensive Home. The second option is to move to a home that costs $450,000. In
this case, the special rules would apply. Their new home’s taxable value would be $200,000
(the same as their old home). Their yearly property tax bill would remain $2,200.

Other Taxes on Home Purchases. Cities and counties collect taxes on the transfer of homes

and other real estate. Statewide, transfer taxes raise around $1 billion for cities and counties.

Counties Administer the Property Tax. County assessors determine the taxable value of

property. Statewide, county spending for assessors’ offices totals around $600 million each year.

California Taxes Personal Income. The state collects a personal income tax on income
earned within the state. Taxable income can include profits from selling a home. The personal

income tax raises over $80 billion each year.

PROPOSAL
Expands Special Rules for Eligible Homeowners. The measure amends the State

Constitution to expand the special rules that give property tax savings to eligible homeowners

when they buy a different home. Beginning January 1, 2019, the measure:

e Allows Moves Anywhere in the State. Eligible homeowners could transfer the taxable

value of their existing home to another home anywhere in the state.

e Allows the Purchase of a More Expensive Home. Eligible homeowners could
transfer the taxable value of their existing home (with some adjustment) to a more

expensive home. The taxable value transferred from the existing home to the new



home is adjusted upward. The new home’s taxable value is greater than the prior
home’s taxable value but less than the new home’s market value. An example is

shown in the nearby box (“What Happens Under Proposition 5?7).

Reduces Taxes for Newly-Purchased Homes That Are Less Expensive. When an
eligible homeowner moves to a less expensive home, the taxable value transferred
from the existing home to the new home is adjusted downward. An example is shown

in the nearby box (“What Happens Under Proposition 5?7).

Removes Limits on How Many Times a Homeowner Can Use the Special Rules.
There is no limit on the number of times an eligible homeowner can transfer their

taxable value.

What Happens Under Proposition 5?

Using the same couple from the earlier example, their current home has a taxable value of
$200,000 and a market value of $800,000. If they move, the taxable value of their new
home would be:

® More Expensive Home. If the couple buys the home for $700,000, the new home’s
taxable value would be $300,000 (as shown below). Their yearly property tax bill would
be $3,300. This is more than they paid at their prior home ($2,200) but much less than
they would pay under current law ($7,700).

$300,000 = $200,000 + $100,000
New home's Prior home's $700,000 $600,000
taxable value taxable value New home's = Prior home's
market value market value

® [ess Expensive Home. If the couple buys the home for $450,000, the new home's
taxable value would be $150,000 (as shown below). Their yearly property tax bill would
be $1,650. This is less than what they paid at their prior home and what they would
pay under current law ($2,200).

$150,000 = $200,000 4 75%
New home's Prior home's $450,000 $600,000
taxable value taxable value New home's < Prior home's
market value market value




FISCAL EFFECTS
Reduced Property Tax Revenues to Local Governments. The measure could have multiple

effects on property tax revenue:

e Reduced Taxes From People Who Would Have Moved Anyway. Right now, about
85,000 homeowners who are over 55 move to different houses each year without
receiving a property tax break. Most of these movers end up paying higher property
taxes. Under the measure, their property taxes would be much lower. This would

reduce property tax revenue.

o Potentially Higher Taxes From Higher Home Prices and More Home Building.
The measure would cause more people to sell their homes and buy different homes
because it gives them a tax break to do so. The number of movers could increase by a
few tens of thousands. More people being interested in buying and selling homes
would have some effect on home prices and home building. Increases in home prices

and home building would lead to more property tax revenue.

The revenue losses from people who would have moved anyway would be bigger than the
gains from higher home prices and home building. This means the measure would reduce
property taxes for local governments. In the first few years, schools and other local governments
each probably would lose over $100 million per year. Over time, these losses would grow,
resulting in schools and other local governments each losing about $1 billion per year (in today’s

dollars).

More State Spending for Schools. Current law requires the state to provide more funding to
most schools to cover their property tax losses. As a result, state costs for schools would increase

by over $100 million per year in the first few years. Over time, these increased state costs for



schools would grow to about $1 billion per year in today’s dollars. (This is less than 1 percent of

the state budget.)

Increase in Property Transfer Tax Revenues. As the measure would increase home sales, it
also would increase property transfer taxes collected by cities and counties. This revenue

increase likely would be in the tens of millions of dollars per year.

Increase in Income Tax Revenues. Because the measure would increase the number of
homes sold each year, it likely would increase the number of taxpayers required to pay income
taxes on the profits from the sale of their homes. This probably would increase state income tax

revenues by tens of millions of dollars per year.

Higher Administrative Costs for Counties. County assessors would need to create a process
to calculate the taxable value of homes covered by this measure. This would result in one-time
costs for county assessors in the tens of millions of dollars or more, with somewhat smaller

ongoing cost increases.
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