Office of Fiscal Analysis (OFA) MORE Municipal Tax Authority Memos # 1-3

MEMO #1- Grant Funding, Circuit Breaker, and Connecticut Income Data

You asked for: 1) the cost to fully fund the PILOT and ECS programs; 2) the revenue gain to the state by eliminating the property tax credit towards the income tax; 3) a model for expanding the Circuit Breaker program using revenue raised by the elimination of the property tax credit.

The cost to fully fund ECS and the College & Hospital and State Property PILOTs in FY 14 are shown in the table below. The cost of fully funding the PILOTs is based on preliminary, unaudited grand list data. The ECS figures do not include funding for charter schools.

	Grant
	FY 14 Fully Funded Amount $ (Rounded)
	FY 14 Appropriation

	ECS
	2,650,000,000
	1,991,000,000

	State-Owned Property PILOT
	158,000,000
	73,641,646

	College & Hospital PILOT
	267,500,000
	115,431,737


The cost to the State of the property tax credit towards the income tax for FY 14 to FY 18 is shown in the table below, in millions.

	
	FY 14
	FY 15
	FY 16
	FY 17
	FY 18

	Income Tax Credit for Property Taxes Paid
	213.1
	214.3
	215.5
	216.7
	217.9


Circuit Breaker Model

The Circuit Breaker property tax credit reduces the property tax bill of eligible homeowners by various percentages, based on the homeowner’s income. The program is currently open to elderly (65+) or disabled homeowners, or the spouse of such homeowners if the homeowner is deceased and the spouse is over age 50. In FY 13, $20.5 million was appropriated to reimburse municipalities for the tax loss due to this program; the cost to fully fund the program would have been $23.2 million.

Information concerning the number of homeowners at various income levels was unavailable; Census data was used concerning the number of owner-occupied housing units in Connecticut, and the number of families reporting a family income of various levels. Based on this analysis, it is estimated that there are 400,000 homeowners in the state earning less than $75,000. As an illustration, I estimated the cost of providing all of these homeowners with the same level of benefits available to current program participants, using the distribution of FY 13 property tax credits reported by OPM. Based on this analysis, it is estimated to cost approximately $194.4 million to expand the property tax credit to all homeowners earning less than $75,000 (the 40,000 homeowners currently participating in the program are excluded from this cost).  

This analysis shows that the revenue gain from elimination of the property tax credit could cover a significant expansion of the Circuit Breaker program. However, it is important to note that the Circuit Breaker program is intended for homeowners, while the property tax credit is used by anyone who owns taxable property, such as renters who own motor vehicles.

Connecticut Income Statistics (from 2011)

	Per Capita Income
	$ 37,627

	Median Household Income
	$ 69,243

	Median Family Income
	$ 86,395


MEMO #2- State and Local Spending and Revenue Data

You asked: 1) What percent of total state and local government spending is comprised of spending by, to, or on behalf of municipalities; and 2) What percent of total FY 11 state and local taxes was comprised of property tax revenue and how much tax revenue would have to shift from the municipalities to the state in order to insure that property tax comprised no more than 33% to 35% of the total number.

See the table below for a breakdown of State and Local Government spending in Connecticut in FY 11:

	
	FY 11

	Total Spending by the State of Connecticut and by Municipal Governments
	29.8

	State of Connecticut General Fund Spending
	17.8

	Municipal Government Spending
	12.0


Of the $17.8 billion in State of Connecticut General Fund spending, $3.4 billion was to, or on behalf of, municipalities (including teachers’ retirement payments). This means that $15.4 billion in total spending by the State of Connecticut and by municipal governments (52% of the $29.8 billion total), was related to municipalities. This means that $15.4 billion was either spent directly by municipal governments, or spent by the State of Connecticut on municipalities.

Please note that this analysis only includes spending by the State of Connecticut General Fund and by municipal government general funds. Because spending by other funds operated by municipal governments was unavailable, I did not include spending by other funds operated by State government. Most notably, this excludes Pequot grants from the analysis, as those grants are appropriated from the Mashantucket Pequot & Mohegan Fund. FY 11 Pequot grants totaled $61.8 million. Bond funds are also not included.

See the table below for a breakdown of net State and Local tax revenue in Connecticut in FY 11:

	
	FY 11

	Total Net Tax Revenue Collected by the State of Connecticut and by Municipal Governments
	21.0

	Net Taxes Collected by the State of Connecticut General Fund
	12.0

	Net Taxes Collected by municipal government general funds
	9.0


As the table above shows, property tax revenue comprised 43%of total tax revenue collected by State and local government general funds in FY 11 ($9 billion of the total $21 billion).  In order to reduce property tax revenue to 33% - 35% of total revenue, FY 11 property tax revenue would had to have been between $6.93 billion and $7.35 billion. This would represent a shift of between $1.65 billion and $2.07 billion in revenue from municipalities to the state.
Please note that this analysis only includes taxes collected by the State of Connecticut General Fund and by municipal government general funds, as revenue collected by other funds operated by municipal government was unavailable.

Information regarding State General Fund revenue and spending is from the FY 11 Annual Report of the State Comptroller. Information regarding spending and taxes collected by general funds operated by municipal governments is from the FY 11 Municipal Fiscal Indicators report compiled by the Office of Policy and Management.
MEMO #3 - Municipal Revenue Sharing Account
You asked about the cost of re-instating the Municipal Revenue Sharing Account, and also for some background on the account. Below is the information you requested. Let me know if you have any additional questions.

It is estimated that re-establishing the Municipal Revenue Sharing Account (in the same way it existed in FY 12 and FY 13) would result in a revenue loss to the state of $107.6 million in FY 15 and $116.6 million in FY 16. Correspondingly, state aid to municipalities would increase by the same amount in each fiscal year, as all the money deposited into MRSA was intended for distribution to municipalities. This assumes the account is re-established on July 1, 2014 (the first day of FY 15). Re-establishing the account prior to then would result in a revenue loss in FY 14 that would vary depending on the date it was re-established.

The Municipal Revenue Sharing Account (MRSA) was established in the FY 12-13 biennium. It was intended to replace the Manufacturing Machinery & Equipment PILOT, which was eliminated in the same biennium. MRSA was funded by: 1) 0.1% of sales tax revenue; 2) 0.1% of luxury tax revenue; and 3) 0.25% of real estate conveyance tax revenue. It provided grants to towns equal to their FY 11 MM&E PILOT payment (approximately $47.9 million was paid in MM&E PILOT grants in FY 11), with the remainder distributed on a per capita basis, and based on a property tax relief formula. 

In FY 12, $71.2 million in General Fund revenue was diverted to MRSA for distribution to towns; in FY 13, $97.1 million was diverted, for a total of $168.3 million in state aid to municipalities over the two fiscal years.

(Please note that, due to the timing of payments to municipalities, the fiscal year in which payments are made may differ from the fiscal year in which revenue is deposited. We are waiting to hear whether payments made from the account in August of 2013 should be accounted for in FY 13 or FY 14.)

