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Revisiting Property Taxes in Nevada: A Comparative Analysis

I. Introduction

In Nevada, property taxes supply budgetary support for local governments, such as school districts.
Amongst all jurisdictions in Nevada, schools receive the largest share of property tax dollars.
Historically, Nevada’s plan for funding K-12 education was called the Nevada Plan. Under the Nevada
Plan, two-thirds of property tax collections remained in the county that levied those taxes, and one-
third of those revenues was returned to the county through the state’s Distributive School Account.
During the 80™ (2019) Legislative Session, the enactment of Senate Bill (SB) 543 replaced the 53-
year old Nevada Plan with the Pupil-Centered Funding Plan.

As part of SB 543, the Legislature created the Commission on School Funding, which has been tasked
with monitoring the implementation of the new Pupil-Centered Funding Plan and providing
recommendations to the governor and the Legislature. As part of its mandate, the Commission shall
“recommend any revisions [determined] to be appropriate to create an optimal level of funding for
the public schools in this State.” However, if the optimal level of funding is greater than the funding
available, the Commission must “identify a method to fully fund the recommendation.”? During the
August 2020 meeting of the Commission on School Funding, several members raised the possibility
of examining property taxes to increase education revenues.?

As legislators and members of the Commission consider and evaluate proposals that seek to raise
revenues for schools (e.g., property tax), legal and constitutional parameters may ultimately
constrain their policy choices. These include, amongst others, caps on the property tax rate, the
manner in which the school tax operating rate functions as part of the Pupil-Centered Funding Plan,
and potential inequities that could arise out of adjustments to the system.

This policy brief is intended for legislators, members of the Commission on School Funding, and
other relevant stakeholders, should the question of changes to revenue limitations that feature in
Nevada’s property tax system be taken under advisement.

It begins with a brief overview of the relationship between property taxes and K-12 Education
Funding (see Section l1l). Section Ill examines structural characteristics of Nevada’s property tax
system that limit revenues. Section IV examines whether property taxes are a comparatively limited
revenue source for Nevada, with a particular emphasis on states that, like Nevada, do not collect
individual income taxes: Alaska, Florida, South Dakota, Texas, Washington, and Wyoming. Section V
analyzes the composition of revenue sources in the focus states’ General Funds to determine whether
property taxes help strengthen their budgets and the extent to which these states exhibit a reliance
on particular revenue sources. Section VI discusses recent efforts to effect legislative change in
Nevada, summarizes recent property tax legislation and proposals in other states, and compiles the
statutory and constitutional authorities pertaining to Nevada’s property tax revenue limits in an
accessible table.
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Il. What Is the Relationship Between Property Taxes and K-12 Education Funding?*

Property tax revenues provide budgetary support for local governments, such as school districts, in
the Silver State. While local jurisdictions have some discretion in setting property tax rates, provided
that they conform to certain statutory and constitutional requirements, there are legal constraints
on rate setting for school districts. Nevada law requires that 75 cents per $100 of assessed valuation
of the combined property tax rate must be levied for school operating costs. This rate cannot vary
by school district.

For FY 2018, school districts’ total resources—amounts realized from both the school operating tax
and the school debt service tax—equaled $6.9 billion when aggregated statewide. Property taxes
contributed about $1.1 billion (16.4 percent) to total resources. However, while schools are not overly
reliant on property tax revenue, most property tax collections are apportioned to school districts.
Schools were the largest beneficiary of property tax dollars in FY 2018; 40 percent all property tax
money collected statewide in FY 2018 was distributed to school districts.

Nevada is one of the least dependent states on property taxes as a source of local school revenue,
though it is one of the most dependent of all states for local revenues to finance elementary and
secondary school education.’ This may be attributed, in part, to the design of the Nevada Plan - the
Silver State’s current but soon-to-be-replaced K-12 funding mechanism - and also to a series of
legislative changes in the early 1980s that combined to reduce local governments’ reliance on
property tax in favor of the more variable sales tax.

The Pupil-Centered Funding Plan and Senate Bill 543

Under the Nevada Plan, two-thirds of property tax collections remained in the county that levied
those taxes and one-third of those revenues was returned through the state’s Distributive School
Account payments. During the 80" (2019) Legislative Session, the enactment of Senate Bill (SB) 543
replaced the 53-year old Nevada Plan with the Pupil-Centered Funding Plan. Under Senate Bill (SB)
543, the Pupil-Centered Funding Plan requires that property taxes collected for school district use
must be remitted to the State Treasurer and credited to the State Education Fund.® The new
requirement that all county-levied property taxes earmarked for local school districts are now to be
remitted to the State Treasurer removes the (two-thirds versus one-third) distribution that existed
previously under the Nevada Plan.”

SB 543 created the Commission on School Funding to monitor the implementation of the new
funding plan and provide recommendations to the governor and the legislature. As part of its
responsibility, the Commission shall “recommend any revisions [determined] to be appropriate to
create an optimal level of funding for the public schools in this State.” However, if the optimal level
of funding is greater than the funding available, the Commission must “identify a method to fully
fund the recommendation.” Recently, property taxes have been identified as one possible source of
revenue. However, a number of legal and constitutional parameters may constrain policy choices.
The following section examines the structural characteristics of Nevada’s property tax system that
Llimit revenues.
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Ill. What Are the Major Property Tax Limitations in Nevada?

Nevada’s property tax system is enshrined in the State’s Constitution. Article 10 § 1 of the Nevada
Constitution enumerates that “[t]he Legislature shall provide by law for a uniform and equal rate of
assessment and taxation...[.]” While legislators are granted the authority to effect certain statutory
changes to property tax law pursuant to Article 10 & 1, the “uniform and equal rate” precept limits
the scope of policy options. This section will highlight these where relevant.

The term most often used to characterize Nevada’s property tax system is “complex.” Before we
examine the limitations of the system, we provide a brief overview of the property tax calculation.

What we do in Nevada is take the land at full cash value. We then consider improvements—any
structure or any buildings that have been placed on that land at the replacement cost, less 1.5
percent per year for up to 50 years....There is a rate applied to whatever that total is—35 percent—
and that is how we get to the assessed value. Beyond that, we apply a tax rate, the difference
between the assessment rate, which is 35 percent of the value, and the tax rate—which is how many
dollars per $100 of assessed value.X”

The State’s reference manual on property taxation, Nevada Property Tax: Elements and Application,
expresses the above in the following formula.!* (Note that taxable value is the cash value of land,
plus the replacement cost of improvements [net of the depreciation factor].)

Taxable Value x Level of Assessment = Assessed Value
Assessed Value x Tax Rate = Total Property Tax

We will unpack the various elements further in our discussion of limitations, below, which primarily
will be guided by those identified in Nevada Property Tax: Elements and Application.

Assessment Limits
Taxable Value

Nevada uses a system that is called the cost approach to arrive at taxable value.'? Under the cost
approach, taxable value is not premised on the property’s full cash value (i.e., market value). Instead,
the property’s value is split into two parts: the cash value of land and the replacement cost of
improvements (typically, buildings). Depreciation is established in statute, as “Nevada law directs
assessors to subtract depreciation at a set rate of 1.5 [percent] of the cost of replacement for each
year of adjusted actual age of the improvement, up to a maximum of 50 years.”** The depreciation
factor is applied to improvements only, not to the cash value of land. Taxable value thus is composed
of three parts: (1) the cash value of land; (2) the replacement cost of improvements; and (3) the
depreciation factor.

The cost approach, which relies on the depreciation factor, results in a substantial annual reduction
as the improvement continues to age. In fact, depreciation cumulates over the life of the
improvement. While the depreciation percentage is zero in Year One, it is 1.5 percent in Year Two,
3.0 percent in Year Three, 4.5 percent in Year Four, and so forth, up until the maximum of fifty years
is reached, for a depreciation percentage that settles at 75.0 percent. The cost approach implies that,
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even if property values rise, the yearly compounded reductions can help offset some of the market-
driven increases.

Application of the depreciation factor also means that taxable valuable less closely approximates
market value over the life of the improvements. Moreover, it erodes the effective tax rate, which is
the tax liability as a share of taxable value before depreciation. Assuming an annual growth rate of
2.5 percent, by the time maximum depreciation is reached - after 50 years, or in Year 51 - the
effective tax rate is 0.51 percent of assessed value.'

The tension between depreciation of improvements and appreciation, through property value
increases and/or inflation, creates a structural deficit in Nevada. The costs of providing services to
residents increase with inflation, but the depreciation factor partially offsets market forces, and, as
such, property tax collections do not increase in kind. For example, $1 in 1979 is the equivalent of
$3.69 in 2019, due to inflation. However, the impact of the depreciation suggests that $3.69 is
actually worth $1.48 in 2019." This means that, “[cJosts and assessed value are going up, but
depreciation is bringing the tax receipts that local governments and schools are receiving down, and
inevitably, there will be a gap.”™¢ This is the structural deficit.

While the total annual amount of revenue forgone to depreciation in Nevada is unknown, a recent
study showed that, were depreciation to reset upon sale or transfer of real property, an additional
$240.9 million in property tax revenue would have been collected statewide in FY 2019.77

The depreciation factor is statutorily determined, which implies that it is within the Legislature’s
purview to increase or decrease it.!* But more “conceptual” changes tend to necessitate clearing the
hurdle of the uniform and equal clause of the Nevada Constitution® Thus, while there is no explicit
reference to the depreciation factor in the MNevada Constitution, certain adjustments raise
constitutional questions because of the Article 10 § 1 precept.

Nevada is the only state to use the cost approach, that is, applying the depreciation factor to obtain
taxable value. The last state that applied the depreciation factor as part of the replacement cost
approach was Indiana. However, in 1998, the Indiana State Supreme Court ruled the practice
unconstitutional, which permitted that state to move to a market value appraisal approach that it
began to use in 2002.%°

Level of Assessment

To obtain assessed value, or the amount at which a property is taxed, taxable value is multiplied by
the level of assessment. The level of assessment, or the rate of assessment, “is generally expressed
as the overall ratio of assessed value to market value.””* Nevada Revised Statutes (NRS) 361.225
fixes the level of assessment at thirty-five percent of its taxable value.”? As with depreciation, the
rate of assessment lowers the amount upon which the property tax rate is applied.

The level of assessment is not defined as a property tax limitation in Nevada Property Tax: Elements
and Application. But the assessment rate is the vehicle through which the reduction from taxable
value to assessed value is made possible. As such, it acts as a Llimit on property tax bills, decreasing
property tax revenue in kind. It is difficult to gauge whether Nevada’s rate of assessment is
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comparatively low. However, the lower the level of assessment, the greater the reduction. With a
fixed assessment rate of 35 percent in Nevada, assessed value is 65 percent lower than taxable
value. A property with a taxable value of $300,000 would be taxed at $105,000.

As the assessment rate increases, the more closely assessed value approximates taxable value. A
level of assessment that is set at 100 percent means that assessed value and taxable valuable are
equivalent. In Nevada, the depreciation factor reduces market value to taxable value, and the level
of assessment reduces taxable value to assessed value. Thus, the reductions compound on one
another, lowering individual property tax bills. Reductions across many individual properties,
collectively, can result in depressed property tax revenue for governments in Nevada.

Comparison of the assessment rate across states presents a challenge because property systems are
structured differently. Some states cap increases on properties’ assessed value, which can lead to
variation in assessment ratios.” In general, assessment ratios can range from zero to 100 percent;
with an assessment rate of 100 percent, taxes are based on actual market value, as discussed above,
provided that there are no factors that reduce market value to taxable value.?*

Moreover, a number of states permit property tax classification, allowing “states to tax different
types of property in a non-uniform manner.”?> Broadly speaking, the level of assessment can vary in
accordance with property type, which may be categorized as residential, commercial, industrial, and
agricultural, amongst others.” If property is classified by type, it “allows policymakers to assign
different assessment ratios to different classes of property.”” Nevada is one of 15 states that does
not permit statewide classification, though an additional six states only permit classification for
certain geographies within their states or specific property tax levy types; Delaware does not allow
statewide classification, but its three counties establish their own assessment ratios.?

Nevada’s disallowing of statewide property tax classification means that the assessment rate is fixed
for all property types. Although the State treats certain property types different for the purposes of
valuation methodology, such as agricultural property and open-space land, that does not appear to
hold true for the rate of assessment.”” NRS 361.225 specifies that, “All property subject to taxation
must be assessed at 35 percent of its taxable value” (emphasis added).* It is possible that statewide
property tax classification would contravene the uniform and equal clause of the Nevada
Constitution* The statutory language suggests that legislators have the authority to change the
level of assessment, should they so choose, but it appears that statewide property tax classification
would require a constitutional amendment.

Tax Limitation by Abatements

Nevada law allows for partial abatement of property taxes, such that property tax bills for owner-
occupied single family residences cannot increase by more than three percent over the previous
fiscal year (Residential Tax Cap); tax bills on all other property types cannot increase by more than
eight percent over the previous fiscal year (General Tax Cap).** The respective ceilings - three
percent and eight percent - are called primary caps, which limit property tax revenue by placing a
ceiling on tax liability. For example, if the year-over-year percent change in total property tax for an
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owner-occupied single-family residence exceeds three percent, the bill is reduced so that the amount
of increase equals three percent.

Consider again a property with a taxable value of $300,000 and for which the assessed value,
accordingly, is $105,000. It is a residential property that is located in Tax District 200 (Las Vegas
City, Clark County), which has a property tax rate of $3.2782 per $100 of assessed valuation.?* Its
property tax liability in a given year is about $3,442. In the next year, the property tax rate remains
unchanged, but its taxable value increases to $350,000, for an assessed value of $122,500. Total
property tax would amount to approximately $4,016. The year-over-year increase is 16.7 percent.
But the property tax liability cannot increase by more than three percent, so the bill is reduced to
roughly $3,545. The dollar difference of $471 is the abated amount.

The current system also imposes what are known as secondary caps. Existing law sets a General Tax
Cap for all properties other than owner-occupied single-family residences, but the General Tax Cap
can have implications for the Residential Tax Cap because of the secondary caps. Specifically:

e “The General Tax Cap is calculated by taking the greater of the moving average growth rate
or twice the CPI, up to a maximum of 8 [percent].”** If the greater of the moving average
growth rate or twice the CPI is less than eight percent, that percentage is established as the
General Tax Cap.** (CPI is the Consumer Price Index.)

e “The Residential Tax Cap is 3 [percent] unless the General Tax Cap is less than 3 [percent].
If the General Tax Cap is less than 3 [percent], then the Residential Tax Cap must equal the
General Tax Cap.™®

For example, in FY 2018, twice CPI (2 x 1.3 percent = 2.6 percent) exceeded moving average growth
rate (-2.8 percent) in Clark County.’” The General Tax Cap for Clark County was set at 2.6 percent, as
2.6 percent is less than eight percent, and the Residential Tax Cap also was set at 2.6 percent,
because if the General Tax Cap is less than three percent, the Residential Tax Cap must equal the
General Tax Cap.

What this means in practice is that the limit of increase can fall below the primary caps of three
percent and eight percent, resulting in a flatter or reduced tax bill for those who pay property taxes
but less-than-expected revenue for local governments. In FY 2019, the Residential Tax Cap was set
at three percent for all counties, though the General Tax Cap ranged from a low of four-point-two
(4.2) percent in 10 counties to the maximum of eight percent in just one county (Lander County).*
Roughly $839.3 million in property tax revenue was forgone to partial abatements in FY 2019.%°

Constitutional and Statutory Tax Rate Limits

The property tax rate is defined by the State as, “[t]he rate necessary to support the budgets as
determined by the elected governing boards.” It is the amount levied on the property’s assessed
value. Property tax rates vary by tax districts. A tax district “is an area defined within a county for
taxing purposes.” Tax districts do not cross county lines, and no tax district in the State is
coterminous with a county in its entirety.*” The process for establishing tax rates is fairly complex
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and beyond the scope of this report, though for additional information, see the Guinn Center’s 2017
policy report, Property Taxes in Nevada: An Overview.*

The Nevada Constitution places a rate cap of five cents on one dollar of assessed valuation, or $5.00
per $100 of assessed valuation.* As it is enshrined in Article 10 & 2, it establishes a hard ceiling on
the property tax rate in Nevada. A constitutional amendment would be necessary to raise the cap
above $5.00 per $100 of assessed valuation.

There is also a statutory cap of $3.64 per $100 of assessed valuation.* This does not include an
amount of two cents allowed “outside the cap,” first authorized under Senate Bill (SB) 507 (2003
Legislative Session)—and reauthorized biennially since—for capital projects and the conservation of
natural resources, resulting in an effective cap of $3.66 per $100 of assessed valuation.* Legislation
would be required to raise the statutory cap above $3.64 per $100 of assessed valuation.

Across 10 of Nevada’s 17 counties, approximately 30 local governments had property tax rates that
were at the effective cap of $3.66 per $100 of assessed valuation in FY 2019, including, amongst
others, West Wendover (Elko County), Tonopah (Nye County), Reno and Sparks (Washoe County), and
Ely (White Pine County).* Property tax rate increases are prohibited where the effective cap has been
reached, as such an increase would exceed the statutory limit. This upper bound constrains these
jurisdictions from raising property tax rates to support their budgets, which can dampen property
tax collections, particularly over the long term.

Moreover, there are two mandatory elements that form part of the property tax rate in all tax
districts: the school operating rate and the State debt rate. All jurisdictions (tax districts) in Nevada
are required, by statute, to levy these exact tax amounts as part of their total property tax rates. No
tax district is exempt from these statutory requirements.

As required by NRS 387.195, 75 cents per $100 of assessed valuation of the property tax rate must
be levied for school operating costs.* School operating costs include salaries, benefits, professional/
technical services, property services, and supplies. The dedicated amount for the support of local
public schools in the combined property tax rate is unvarying across tax districts, and, concomitantly,
counties, which are coterminous with school districts. In other words, the school operating rate of
75 cents per $100 of assessed valuation is the same for every school district in Nevada.*

State law requires a levy of 17 cents per $100 dollars of assessed valuation to service debt.*® The
actual debt rate is 15 cents per $100 but also includes the aforementioned two cents “outside the
cap,” reauthorized most recently in the 80 (2019) Legislative Session under Assembly Bill (AB) 541
for capital projects and “debt service for bonds issued specifically for state projects for the
conservation of the state’s natural resources.™?

Short of legislative action to raise the statutory cap, neither the school operating rate nor the State
debt rate can be increased, as such changes would apply to all tax districts. But that is not possible,
given that some jurisdictions are at the cap. Increases to these rates currently would violate the
statutory cap in certain parts of Nevada. The same holds true for local governments seeking to raise
their property tax rates in areas where the effective cap has been reached.
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Revenue Limits: Local Government Operating Rule

Property tax revenues collected by local governments can increase by a maximum of six percent
over the previous fiscal year, but the property tax rate itself cannot be lower than that imposed in
the previous fiscal year under a “hold harmless” provision. Specifically:

Pursuant to NRS 354.59811, the revenue a local government entity receives from property taxes is
allowed to be increased by a maximum of 6 [percent] per year. The previous fiscal year’s property
tax revenue is multiplied by 106 [percent]. This amount is then divided by the projected assessed
valuation for the upcoming fiscal year to determine the tax rate necessary to generate that amount
of revenue. The NRS also provides for a “hold harmless” scenario, in which the new calculated tax
rate cannot be less than the previous fiscal year’s rate.>?

What this suggests is that local governments can increase property tax rates, provided that the
revenue generated would not increase by more than six percent over the previous fiscal year. The
“hold harmless” provision implies that, if property tax revenue were projected to increase by more
than six percent over the previous fiscal year, the property tax rate would not have to be lowered
beneath the floor - the rate set in the previous fiscal year - to ensure that the revenue limit is not
exceeded; the rate would be set to equal that established in the previous fiscal year.

The local government operating rule limits revenue by design. When assessed values increase from
one fiscal year to the next, the tax rate necessary to generate a six percent increase in revenue tends
to fall below the property tax rate floor. Under the “hold harmless” provision, local governments
then set their rates at the floor. They cannot exploit revenue gains realized from higher assessed
values to the fullest extent possible.

This may explain why property tax rates in Nevada tend to remain relatively flat. For example, in
Clark County, there are 111 separate tax districts.>® Over three fiscal years - FY 2019, FY 2020, and
FY 2021 - property tax rates did not change in 87 districts (78.4 percent).>* Property tax rates:

e increased in four tax districts between FY 2019 and FY 2020 (8.33 cents per $100 of assessed
valuation; all four tax districts are in Boulder City);

e decreased in five tax districts between FY 2019 and FY 2020;

e increased in 13 tax districts between FY 2019 and FY 2020 and again between FY 2020 and
FY 2021 (all 13 tax districts are in Henderson; each saw the same total increase between FY
2019 and FY 2021 of 3.02 cents per $100 of assessed valuation); and

e increased in two districts between FY 2019 and FY 2020 but saw the amount zeroed out
between FY 2020 and FY 2021 (17 cents per $100 of assessed valuation in Renewable Energy
tax districts).”

Structural attributes of Nevada’s property tax system that are enshrined in the Nevada Constitution
and/or codified in law collectively depress revenues. For a given property, application of the
depreciation factor to the replacement cost of improvements reduces market value to taxable value.
The level of assessment further reduces taxable value to assessed value. Partial abatements limit
year-over-year increases in tax liability to no more than three percent or eight percent, depending
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on property type, but secondary caps mean that those percentages can be lower. Across the millions
of parcels in Nevada, the reductions add up to a considerable sum of forgone revenue.

The constitutional cap of $5.00 per $100 of assessed valuation sets a hard upper bound on the
property tax rate. But the statutory rate cap of $3.64 per $100 of assessed valuation, which is more
accurately an effective rate cap of $3.66 per $100 of assessed valuation, prohibits several local
governments from raising their rates, as they have reached the cap. Furthermore, absent a
conforming statutory change to the rate cap, legislative changes to the school operating rate and
the State debt rate are proscribed, since those are statewide rates that are required in every tax
district but cannot be effected in tax districts that are at the cap. The local government operating
rule, moreover, allows property tax revenues to increase by no more than six percent over the
previous fiscal year, which may have flattened property tax rates even in those tax districts that do
not have rates that have reached the cap.

As Nevada has a fair number of property tax limitations, its revenue collections may be relatively
low. On the other hand, most, if not all, states use some form of exemptions, deductions, and credits
to limit tax liability.>® The limitations embedded throughout Nevada’s property tax system may be
an artifact of institutional design rather than explicit revenue-dampening measures. The next section
evaluates whether property taxes are a comparatively limited revenue source for Nevada.

IV. How Does Property Tax Revenue in Nevada Compare to Other States?

This section situates Nevada’s property tax system in comparative context by analyzing current
aggregate data on property taxes in Nevada relative to other states. We evaluate the following: (1)
total property tax revenue per capita; (2) share of property tax in total state and local tax revenue;
and (3) state versus local shares of total property tax revenue. The data suggests that, after adjusting
for population, property taxes in Nevada are relatively low. Property taxes contribute somewhat
small shares to total tax revenue. However, Nevada has one of the highest state shares of total
property tax revenue distribution in the nation.

Figure 1 displays property revenue per capita for Nevada as compared to our focus states: those, like
Nevada, that do not collect individual income taxes.”” They are Alaska, Florida, South Dakota, Texas,
Washington, and Wyoming. (See Appendix A for a table of all states, ranked.)

Of all states and the District of Columbia, Nevada ranks in the bottom third, or 40™, with a property
tax revenue per capita (just over $1,000) that is low enough to differentiate it from its counterparts
that do not impose individual income taxes. Relative to the focus states, Nevadans enjoy the lowest
property tax burden, followed by Florida, which is ranked 30" in the nation ($1,376 per capita).
Florida is followed by Washington (25"; $1,551), South Dakota (18™; $1,654), Texas (14™; $1,934),
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Alaska (12%; $2,124), and Wyoming (10%; $2,172). Florida, Washington, and South Dakota rank in the
“‘middle 17~ states, while Texas, Alaska, and Wyoming are in the top third.

Figure 1. Total Property Tax Revenue per Capita: Nevada vs. Focus States, 2017
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Nevada’s property tax revenue per capita of $1,041 is below the U.S. average of $1,638, and well
below the highest-ranked of all, the District of Columbia, which has a property tax revenue per capita
of $3,617. To put this into perspective, the District of Columbia’s property tax revenue per capita is
about 3.5 times that of Nevada, while Nevada’s property tax revenue is just 1.8 times that of the
lowest-ranked state, Alabama, for which property tax revenue per capita is $585.

However, it is important not to draw inferences from property tax revenue per capita in isolation.
First, it must be considered in conjunction with other metrics to form a more complete picture.
Second, it does not speak to adequacy. Nevada’s property tax per capita indicates only that, after
adjusting for population, total property tax revenue is low when compared to other states. Third, a
relatively low property tax burden can mean a greater reliance on other taxes to offset the difference,
as we will discuss in the next section.*®

Figure 2 shows the share of property tax revenue in total state government tax revenue, total local
government tax revenue, and total state and local government tax revenue.*® Only Nevada and the
focus states are displayed. (See Appendix B for a table of all states, ranked.)
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Figure 2. Share of Property Tax in Total Tax Revenue, by Level of Government: Nevada vs. Focus
States, 2017

Share of Property Tax in Total Tax Revenue, by Level of Government:
Nevada vs. Focus States, 2017

90.0%

80.0%

70.0%

60.0%

50.0%

40.0

30.0%

20.0%

10.0% I

o m I

Alaska Texas Wyoming  South Dakota Florida Washington Nevada U.S. Average

a2

m Share of Property Tax in Total State Government Tax Revenue
M Share of Property Tax in Total Local Government Tax Revenue

Share of Property Tax in Total State and Local Government Tax Revenue

Guinn

One study observes that, “[w]hile property taxes are a significant source of local government
revenue, they are a very small revenue source for most states[.]”® This finding is consistent with the
data in Figure 2. Property taxes to not contribute to total state government tax revenue in three of
the six focus states (Florida, South Dakota, and Texas). Property taxes make up about 3.5 percent of
total state government tax revenue in Nevada, which is above the U.S. average of 1.7 percent. Nevada
ranks 15" amongst the 36 states that distribute property tax dollars to their state governments. But
it is still lower than the three focus states that have state property tax shares. Of the 36 states,
Wyoming ranks 2" (16.6 percent), Alaska ranks 6™ (10.2 percent), and Washington ranks 7™ (8.7
percent). Across all states, the state contribution tends to be quite low, with the exception of
Vermont, ranked highest (33.5 percent); Nebraska’s contribution is the lowest at 0.002 percent.

Compared with the focus states, Nevada contributes the smallest share of property tax to total local
government tax revenue, and it ranks 43 in the nation (56.3 percent). It is followed by Washington
(42M; 57.6 percent), South Dakota (28"; 74.8 percent), Florida (25'; 76.6 percent), Alaska (24*"; 78.7
percent), Texas (17™; 82.5 percent), and Wyoming (16™"; 85.0 percent). The U.S. average is 72.1
percent, meaning that Nevada’s share is more than 15 percentage points lower than the national
average. The highest-ranked state is Maine, at 98.9 percent. The District of Columbia has the lowest
rank at 32.6 percent, which is of note, as its property tax revenue per capita is highest in the nation.
The apparent disconnect may suggest that, while property taxes are fairly high, other taxes, if
relatively higher, may counterbalance the influence of the property tax.

11
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Share of property tax revenue in total state and local government revenue is a metric that captures
the impact of property tax collections on total tax revenues. Nevada does not fare well on this
indicator, both nationwide and in comparison to the focus states. It is ranked 43", with property
taxes contributing less than one-quarter of total state and local government tax revenue (22.4
percent). It is below the U.S. average of 31.8 percent. Washington is ranked 30™, with a 28.0 percent
property tax contribution to total state and local government tax revenue. It is followed by Florida
(15™; 35.9 percent), South Dakota (13™; 38.0 percent), Wyoming (5"; 45.0 percent), Texas (4™; 45.0
percent), and Alaska (2"%; 51.8 percent). Most notably, property tax contributions to state and local
government tax revenues are amongst in the highest in the nation for three of the six focus states,
with Alaska, Texas, and Wyoming in the top five of all states. The highest-ranked state is New
Hampshire (66.6 percent), and the lowest-ranked state is Alabama (17.3 percent).

The property tax burden in Nevada is comparatively low, and so too is its influence on local
government tax revenue and total state and local government tax revenue. Collectively, this
suggests that property taxes in Nevada are intrinsically low and may imply that the revenue
limitations in Nevada’s property tax system structurally reduce collections.

We also observed, however, that Nevada contributes a comparatively high share of property tax to
total state government tax revenue, ranking 15" amongst the 36 states that remit property tax
collections to their state governments. Figure 3 shows the distribution of property taxes to state
governments versus local governments.®* All states are displayed, as the focus states that do not
have a state contribution otherwise would be omitted, that is, Florida, South Dakota, and Texas. (See
Appendix B for a table of all states, ranked.)

Nevada exceeds the U.S. average of 3.1 percent, with a state share of about 10.0 percent. It is ranked
11* in the nation. Amongst the focus states, Wyoming ranks the highest, 3™ with a state share of
21.6 percent, followed by Washington, ranked 5™ (18.9 percent). Alaska ranks below Nevada (16"),
with a state share of 7.7 percent. The highest-ranked state is Vermont (63.4 percent), and the lowest
is Nebraska, with a small share that is close to zero.

Figure 3 provides evidence that three of the six focus states, plus Nevada, distribute property money
to their state governments. Amongst these states, are property tax dollars used to shore up
unrestricted revenue in the absence of individual income taxes? The next section examines the
relationship between property taxes and General Fund revenues in the focus states, as compared to
Nevada, and also considers whether the seven states exhibit reliance on particular revenue sources.
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Figure 3. State Share vs. Local Share of Total Property Tax Revenue, 2017
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V. What Is the Relationship Between Property Taxes and General Fund Revenue in Nevada?
Does It Differ in the Focus States?

To establish a foundation for this analysis, it is necessary to situate unrestricted General Fund
revenue in comparative context. States’ General Funds typically comprise own-source revenues, such
as taxes, licenses, and fees, which are used for operational expenses with no special purpose
attached (though there are exceptions). Figure 4 displays FY 2019 total General Fund revenues per
capita, by focus state and for Nevada, with total General Fund revenues included in the labels.?

—

With approximately $4.4 billion in its General Fund for FY 2019, Nevada does not have the lowest
total general revenue amongst the seven states. That distinction goes to Wyoming ($1.4 billion),
followed by South Dakota ($1.6 billion). Alaska’s total FY 2019 General Fund amount of $5.3 billion
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is just slightly higher than Nevada’s but then the amounts increase progressively, with Washington
at $22.4 billion, Florida at $33.8 billion, and Texas at $110.9 billion.

Figure 4. Total General Fund (GF) Revenues per Capita: Nevada vs. Focus States, FY 2019

Total General Fund (GF) Revenues per Capita: Nevada vs. Focus States, FY 2019
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General Fund revenues per capita vary quite a bit. Alaska has the highest per capita amount at
$7,313, derived, in large part, from petroleum sources.® It is followed by Texas ($3,823), Washington
($2,946), Wyoming ($2,409), South Dakota ($1,860), Florida ($1,574), and, finally, Nevada ($1,429).
This indicates that Nevada relies on less general revenue per resident for discretionary spending
than the focus states. Excluding Alaska, for which General Fund revenues per capita are
disproportionately high, we compare Nevada to Texas, which is the second-highest per capita
amount. General Fund revenues per capita in Texas are roughly 2.7 times that of Nevada. It does not
appear that Nevada’'s own-source general revenue offsets its relatively low property tax burden.

In the previous section, we queried whether relatively high state shares of property taxes in Nevada
and three of the focus states that contribute property taxes to total state government tax revenue -
Alaska, Washington, and Wyoming - might mean that property taxes contribute to unrestricted
General Fund revenue. Figures 5.1-5.7 show the composition of General Fund revenue sources in
Nevada and each of the six focus states.®* Here, we note the following:

e Although Florida, South Dakota, and Texas do not contribute any property tax revenue to
their state governments, they are displayed here, as they will form part of the discussion in
a subsequent part of this section.

e Some states deposit a vast number of revenue sources in their General Funds. This required
categorization by our research team. We endeavored to make the categories as comparable

14



Guinn

CENTER

as possible, but they are not perfect analogous. For example, the cigarette tax is displayed
as a unique revenue source for Nevada but aggregated in the excise taxes category for Alaska.

e South Dakota and Wyoming do not impose a corporate income tax or gross receipts tax.
Alaska and Florida levy corporate income taxes, and Nevada, Texas, and Washington impose
taxes on gross receipts.®® The gross receipts tax is a sales tax that is levied on a business
(sellers) as a percentage of its total sales/gross revenue.® It is known as the commerce tax
in Nevada.

e Amongst the seven states, Alaska is the only one that does not impose a statewide sales
tax.®

As the previous section noted, four states, including Nevada, distribute property tax money to their
state governments. However, the figures show that only two states - Alaska (Figure 5.2) and
Washington (Figure 5.6) — deposit property tax money in their General Funds. We examine further.

Recall that Nevada mandates two statewide elements in each tax district’s property tax rate: 17 cents
per $100 dollars of assessed valuation for the State debt rate and 75 cents per $100 of assessed
valuation for the school operating rate. Only the revenue generated from the State debt portion of
the property tax rate is distributed to the State. It is deposited in Nevada’s Other Fund, which contains
amounts from “...licenses, fees, fines, loan repayments, charges for services or other revenues...which
are not deposited into the General Fund for use in the appropriations process.”® This revenue is
restricted, which means that it can be used only for specific purposes. It is not part of the General
Fund for unrestricted operational expenses.

In FY 2019, approximately $184.4 million generated from property taxes was deposited in the Other
Fund, of which about 85.6 percent was used for bond interest and redemption.® Smaller portions of
the total had allowable uses for indigent hospital care and renewable energy.’”® In that year, the
State’s share of property taxes, net of abatements, was 5.3 percent.’

Figures 5.1-5.7: General Fund Revenues, FY 2019: Nevada (5.1), Alaska (5.2), Florida (5.3), South
Dakota (5.4), Texas (5.5), Washington (5.6), and Wyoming (5.7)
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Alaska’s General Fund Revenues, FY 2019
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Florida’s General Fund Revenues, FY 2019
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South Dakota’s General Fund Revenues, FY 2019
[l Sales and Use Tax, 62.9%

I Lottery, 7.4%
Contractor’s Excise Tax, 7.0%

Ml Other Charges, Fees, Misc., 6.8%

¥ Insurance and Bank Franchise Tax, 6.3%

[l Alcohol and Tobacco Tax, 3.8%
Unclaimed Property Receipts, 2.9%

M Trust Funds, 2.3%

Telecommunications Tax, 0.3%

Severance Taxes, 0.3%

16



Guinn

CENTER

Texas’s General Fund Revenues, FY 2019

B Sales Taxes, 30.6%
[ Federal Income, 25.7%

Other Revenue, Sources, Taxes, Misc., 22.0%
Bl Motor Vehicle Sales and Rental Taxes, 4.5%
[ 0oil Production Tax, 3.5%
B Motor Fuel Taxes, 3.4%

Franchise Tax (Gross Receipts), 2.7%
B nsurance Taxes, 2.3%

Natural Gas Production Tax, 1.5%

Licenses, Fees, Fines, and Penalties, 1.5%

Alcoholic Beverages Taxes, 1.2%

‘Hotel Occupancy Tax, 0.6%

G

CENTER M Cigarette and Tobacco Taxes, 0.5%
Washington’s General Fund Revenues, FY 2019

B Retail Sales and Use, 52.9%

[ Business and Occupation (Gross Receipts), 19.8%
Property (State School Levy), 10.7%

B Real Estate Excise, 4.9%

[ Other Revenue, Sources, Misc., 2.8%

[ Insurance Premiums, 2.7%
Non-Tax Sources, 2.1%

[l Cigarette and Tobacco, 1.9%
Alcoholic Beverages, 1.4%

Cannabis Excise Taxes, 0.6%
Other Taxes, 0.3%

Guinn

CENTER

Wyoming’s General Fund Revenues, FY 2019
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The levy from the school operating rate is collected by counties, which are the fiscal agents in
Nevada, and distributed to school districts directly under the Nevada Plan, which is primary funding
mechanism for K-12 education in Nevada; no portion is received by the State.”? Net of abatements,
school districts received roughly $1.2 billion in FY 2019 from property taxes, representing 40.1
percent of total property tax collections in Nevada.” However, that may change under the Pupil-
Centered Funding Plan, which will go into effect beginning with the 2021-2023 biennium pursuant
to Senate Bill (SB) 543 of the 80™ (2019) Legislative Session.”* All property tax revenue generated
from the school operating rate will be deposited in the State Education Fund, a special revenue fund
to be administered by the Superintendent of Public Instruction.”

Thus, in Nevada, though there are two statewide mandatory portions of the property tax rate, only
the portion for the State debt rate currently is distributed to the State itself. No property tax money
is deposited in the General Fund for general support of the budget, unrestricted operating expenses,
the appropriations process, and/or discretionary spending. That will not change when the State
Education Fund is established. While the money may be treated as state government revenue, it will
be a special revenue fund with dedicated resources.’

As for the three focus states that contribute property taxes to state government revenues, we will
take each in turn, in order of most to least similar with Nevada.

o Wyoming (Figure 5.7) levies a state tax of 12 mills for the State School Foundation Fund.”
(The millage rate is defined such that 1 mill is equal to $1 in property tax levied per $1,000
of a property’s assessed value, so 12 mills is equal to $12 per $1,000 of assessed valuation,
or, for comparability with Nevada, $1.20 per $100 of assessed valuation.) “This levy is
collected from all counties and remitted to the state where it is distributed to school districts
based on a foundation formula.””® While property tax money is received by the State of
Wyoming, no property taxes in Wyoming are deposited in the General Fund, and there is no
statewide amount for unrestricted operational expenses.” Wyoming is similar to Nevada in
that it has a statewide school property tax rate portion but dissimilar in that the money is
remitted from the counties to the state, which then distributes the revenue to school districts,
rather than from the counties to the school districts, as in Nevada. However, Nevada may
look more like Wyoming once the State Education Fund is established.

e Figure 5.6 shows that property taxes contribute about 10.7 percent to Washington’s General
Fund. The amount was $2.4 billion in FY 2019. Washington imposes a state property tax levy
that was set at a levy rate of $2.40 per $1,000 of market value in 2019.% This is a state levy
for support of common schools that is deposited in the Washington General Fund.® In fact,
all property tax revenue generated from the state property tax rate is deposited in the
General Fund, but it is earmarked for school support.®
— Like Nevada and Wyoming, Washington imposes a mandatory state portion of its property

tax rate that contributes to state government tax revenue. Where Nevada’s portion is
used to service debt, Wyoming and Washington’s state portions are dedicated for school
funding, though Nevada has a school operating rate portion of its property tax rate that
is distributed directly from counties to school districts (under the current Nevada Plan).
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— Unlike Wyoming, which deposits state property tax revenue in a special revenue fund,
the Washington’s state property tax levy is deposited in the General Fund. Both states
earmark the state portions entirely for education. Ultimately, the distinction is one of
fiscal organization: all three states distribute property tax revenue to their state
governments, and all dedicate a portion of the property tax levy for education. With
respect to the latter, Nevada distributes the money from counties to school districts,
Wyoming deposits the money in a special revenue fund, and Washington places the
money in the General Fund but earmarks it for education. None of these states use
property tax revenue for general operating expenses.

e Alaska (Figure 5.2) is the outlier amongst the four under consideration here that distribute
property tax revenue to state governments. There is no statewide property tax on real
property, and of the 19 boroughs in Alaska — which are similar to counties — only 15 levy a
property tax.®* However, pursuant to Chapter 43.56 of Alaska Statutes, an annual property
tax of 20 mills, or $2.00 per $100 of assessed valuation, is imposed on oil and gas
exploration, production, and pipeline transportation.®* The levy is deposited in the Alaska
General Fund.®s The petroleum property tax amounted to approximately $119.5 million in FY
2019 and accounted for about 2.2 percent of Alaska’s General Fund revenues. It is an
unrestricted revenue source.’® And while Alaska contributes a substantial state portion to
education under its K-12 funding formula, there is no state-level property tax element that
is earmarked for school support.®”’

We theorized that states that do not impose individual income taxes may fortify their General Funds
with property taxes to offset forgone revenue from the absence of this major funding stream.
However, with the exception of Alaska, which is unique in that its state property tax is levied only
on petroleum, that does not appear to be the case. Florida, South Dakota, and Texas do not distribute
property tax money to their respective state governments. Nevada has a state property tax share but
restricts its use to debt servicing. Wyoming distributes its state property tax to a special revenue
fund from which the money is allocated to school districts, while Washington deposits property tax
revenue in its General Fund but earmarks it entirely for school support.

Figures 5.1-5.7 reveal insights into the composition of revenue sources in states that do not have
individual income taxes. These states tend to have high sales tax dependence and/or come to rely
on sectors in which they have a comparative advantage to supply general revenue.

In Nevada, the sales and use tax and gaming taxes collectively account for nearly half of the General
Fund (47.6 percent). Tourism-dependent Florida disproportionately relies on the sales tax, with more
than three-quarters (75.1 percent) of its General Fund revenues derived from that source. Sales tax
dependence is comparatively high, as well, in South Dakota (62.9 percent), Washington (52.9
percent), Wyoming (37.2 percent), and Texas (30.6 percent). In fact, excluding Alaska, which does not
have a state sales tax, sales and use taxes form the largest share of each state’s General Fund.

Alaska’s dependence on petroleum is in evidence, not just through the petroleum property tax but
petroleum royalties, the oil and gas production tax, and the petroleum corporate income tax; in
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combination, they contribute 36.0 percent to the General Fund. Moreover, investment revenue, which
makes up more than half of Alaska’s General Fund (52.6 percent), rests primarily on returns from the
Alaska Permanent Fund, which is comprised of investment income from oil revenue.?® Nearly 90.0
percent of Alaska’s General Fund is petroleum-dependent. Wyoming imposes a six percent excise tax
on normal production of oil and gas - the severance tax - which contributes a nearly one-fifth share
of its General Fund (19.5 percent).®®

Although the aforementioned taxes are distinct from one another, the share a common trait:
volatility. Sales and use taxes are vulnerable to economic cycles, meaning that they fluctuate with
short- and long-term local and national economic conditions, thus making them a volatile source of
revenue. Oil prices are governed by national and international market forces.*® An oversupplied
market, for example, can reduce oil prices significantly, depressing collections in states that are
dependent on these revenues.

The analysis suggests that Nevada and states are reliant on revenue sources that are susceptible to
economic oscillations, leaving them highly exposed to budgetary shortfalls on the downside of the
cycle. Only Alaska deposits a portion of the property tax in its General Fund, and even then, the
contribution is quite small. Nevada and the remaining focus states do not use the more stable
property tax to shore up general revenue, the drawback of which is amplified during economic crises.

VI. Has Legislation Been Enacted Recently in Nevada to Address Property Tax Revenue
Limitations? What Measures Have Other States Implemented or Considered?

Local governments have stated that certain policy interventions — particularly, partial abatements -
have challenged their ability to continue providing the same level of services. The long-term
structural shift over time - away from property taxes and towards a greater reliance on sales taxes,
which are inherently more volatile - has challenged revenue management and planning for local
governments.”* But there is an inherent tension between financing local governments while not
imposing undue burdens on property owners, as was acknowledged by the Nevada Legislature in
one of the pieces of enabling legislation (Assembly Bill 489) for the establishment of partial
abatements in 2005. The Legislature found, in part, that the:

rapid growth in population has resulted in a tremendous increase in both commercial and residential
development which has contributed to an extreme rise in land values, in some cases up to 300
percent[.] Increased land values translate into increased property tax bills, which is an unexpected
financial burden to many property owners, a large number of whom are forced to live on fixed
incomes which typically only increase minimally each year[.]?

The structural features of Nevada’s property tax system that place limits on property taxes, resulting
in potentially lower revenue collections, simultaneously provide substantial tax relief to property
owners. These measures offer protections to Nevada taxpayers both in overheated real estate
markets and during economic downturns. Legislators must grapple with striking a balance between
revenue collection and financial security for Nevada’s residents and businesses.
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In recent years, certain solutions have been proposed in Nevada to address structural issues
associated with property taxes and their impact on local government financing. Those that have
gained legislative traction recently—partial abatements and depreciation—are discussed below.
These solutions are not the only options available to Nevada policymakers, but they are the two that
have been advanced in recent years. Table 1 summarizes the various ways property tax calculations
can be revised in Nevada and the statutory and/or constitutional requirements for action. In addition,
we examine recent property tax legislation and proposals that have been taken under advisement
in other states.

Partial Abatements

Two pieces of proposed legislation, Assembly Bill (AB) 43 in the Assembly and Senate Bill (SB) 425
in the Senate, were introduced in the 79" (2017) Session to amend the way in which partial
abatements are calculated.

AB 43 would have adjusted the formulas for calculation of the secondary caps beginning in FY 2018.
It would have established similar calculations for both owner-occupied single family residences and
all other property, only permitting the limit of increase to dip below three percent for FY 2018 if
certain conditions were met.”® After FY 2018, the limit of increase for owner-occupied single family
residences would have fixed at the secondary cap established for FY 2018 or three percent,
whichever is less, and the limit of increase for all other property would have fixed at the secondary
cap established for FY 2018 or eight percent, whichever is less.®* The primary caps of three percent
for owner-occupied single family residences and eight percent for all other properties would have
remained intact under the proposed legislation. The legislation effectively proposed to “set a floor
on the cap,” not on the property tax bill. Therefore, the legislation would not have meant that owners
of properties not subject to abatement would have seen their bills ratcheted up to meet a minimum
percentage of three percent or eight percent, depending on property type. The legislation died in
committee.”

Like the Assembly bill, SB 425 would have maintained the primary caps of three percent for owner-
occupied single family residences and eight percent for all other property.’® However, it would have
eliminated the secondary caps entirely, beginning July 1, 2017.%7 Like AB 43, the language of the
Senate bill did not require that any tax bill would be forced up to meet a floor.

Depreciation

Nevada’s use of the cost approach has garnered criticism over the years. According to critics, the split
of cash value of land and replacement cost of improvements, less depreciation, has produced a
bifurcated system with valuation inequities from property to property.”® The principal issue is
whether it violates the Nevada Constitutioris mandate for a uniform and equal rate of assessment
and taxation, given that adjacent properties with different age-adjusted improvements, would have
dissimilar taxable values in kind.*

Legislation introduced in the 77™ (2013) Session, AB 26, would have reduced the depreciation rate
on the replacement cost of improvements from 1.5 percent per year to 1.0 percent per year.'® It
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would not have been applied retroactively. The maximum depreciation percentage would have
remained at 75 percent, but the rate of depreciation for the purposes of calculating taxable value
would have changed beginning in FY 2014 (that is, for each year that the improvement aged after
2012).1° Ultimately, no action was taken on AB 26.

Legislation in the 79" (2017) Session, Senate Joint Resolution (SJIR) 14, proposed a constitutional
amendment that would change the application of the depreciation factor after the sale or transfer
of real property.® Under the current system, computation of taxable value relies on the adjusted
age of the improvements, irrespective of ownership. SIR 14 would have reset the depreciation factor
upon the sale or transfer of real property, such that in the first fiscal year after the transaction, the
property owner would not be eligible for any adjustments based on the age of the improvements;
subsequently, the depreciation percentage would have been applied at 1.5 percent, cumulatively,
over the life of the property, up to a maximum of fifty years.’™® However, if the property were again
sold or transferred, the procedure again would reset. Constitutional amendments require that the
legislation pass both chambers by a majority in two consecutive Legislative sessions and then be
approved by voters in the following General Election.’®* SJR 14 passed both chambers in the 79
(2017) Session and was returned to the 80™ (2019) Session, where it died in committee.'®® Thus, it
will not be placed on the ballot to be approved by voters at the General Election in 2020.

Property Tax Legislation and Proposals Outside Nevada

Property tax reform measures have failed to gain significant traction throughout the United States
in recent years. There have been minor changes effected to increase revenue, but most policy efforts
have leaned toward relief or are revenue neutral.

All focus states have seen property tax changes recently, though only one state implemented an
increase. In Alaska, a shift in school bond debt reimbursement burden from the state to local
taxpayers in Anchorage for school funding increased property tax bills in 2020.1% Washington
temporarily altered the state property tax levy for the support of schools from a budget-based system
to a rate-based system for 2018 through 2021.27 The levy rate was reduced from $3.60 per $1,000
market value to $2.70 per $1,000 market value, with a second one-year reduction in 2019 to $2.40
per $1,000 of market value.!®® The legislation is quite complex, but the general thrust is that it nets
out to a property tax cut.!® Washington also increased qualifying income thresholds for property tax
exemptions.?

Amongst the rest of the focus states:

e Florida enacted seven pieces of property tax legislation in 2016 and 2017, which generally
provided exemptions and relief;

o South Dakota revised levy authority in 2015 and reduced the property tax rate for school
districts’ general funds in 2016; and

e Texas enacted one piece of legislation in 2015 and four in 2019, with the 2015 legislation
increasing a homestead exemption and the 2019 measures: (a) compressed school district
property tax rates (a form of relief), (b) limited growth of non-school district local property
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tax collections, (c) exempted precious metals from property taxation (under certain
conditions and via constitutional amendment); and (d) required temporary property tax
exemptions in disaster areas (also through a constitutional amendment).!

The National Conference of State Legislatures catalogs state tax actions in a database. Our analysis
of the actions shows that 32 states and the District of Columbia enacted property tax legislation
between 2015 and 2019.1*? Our team located 58 legislative actions over the five-year period, with
some states enacting more than one piece of legislation.!’® Of the 58 legislative actions, only five
increased property taxes; the rest were revenue-neutral or provided property tax relief.!* We detail
the increases below:

e Utah (2015): Increased the basic property tax levy increment rate from .001477 to .001764.

e Tennessee (2017): Increased the property value threshold for determining the extent of any
property tax relief to low-income elderly homeowners, low-income disabled homeowners,
and disabled veteran and surviving spouse homeowners. The threshold for determining
property tax relief payments increased from $23,500 to $27,000 of the full market value for
low-income elderly and disabled homeowners, and from $100,000 to $175,000 for disabled
veteran and surviving spouse homeowners.

e District of Columbia (2018): Increased its Class 2 (commercial and industrial) property tax
rates.

e New York (2019): Capped the growth in STAR (school tax relief) exemption benefits.

e Oregon (2019): Repealed a property tax exemption.!*>

In May 2020, Philadelphia Mayor Jim Kenney struck a four percent property tax increase for school
support from his initial budget proposal after the Pennsylvania Legislature passed a short-term
budget that maintained funding levels for schools for the next year.*¢ Similarly, New Jersey Governor
Phil Murphy recently vetoed “legislation that would have allowed for certain school districts to raise
property taxes above the 2 [percent] cap without voter approval” in January 2020.*

However, it is not only revenue-raising measures that have been stymied of late. Property tax relief,
too, has been thwarted - or yet to receive action - in several states. A legislator in Idaho recently
proposed that the state repeal property taxes and replace the forgone revenue with higher sales
taxes, with similar, if not identical, proposals having been discussed in Nebraska, Pennsylvania, and
Texas; evidently, none has been enacted at this point.*® For example, a bipartisan, bicameral working
group in Pennsylvania put forth five proposals to reduce school property taxes, all of which would
increase the personal income tax to varying degrees and otherwise would change homestead
exemptions and/or raise sales taxes.!*® But the Commonwealth has had a long history with attempts
to effect property tax reform, none of which has come to fruition.!?

The most recent attempt to raise property tax revenue takes the form of an initiative constitutional
amendment in California that will be placed on the ballot at the General Election in 2020. It would
increase “funding for K-12 public schools, community colleges, and local governments by requiring
that commercial and industrial real property be taxed based on current market value.”?! Residential
properties, agricultural properties, and owners of commercial and industrial properties with
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combined value of $3 million or less would be exempt from the change.'? It is likely that a similar
measure would not be viable in Nevada. In Section Ill, we noted that statewide classification of
property in a non-uniform manner may violate the uniform and equal clause of the Nevada
Constitution. Statewide property tax rate classifications similarly might abrogate this precept.

To conclude, Table 1 summarizes the possible options available to decision makers to revise
Nevada’s property tax structure (see pages 25 and 26). Note that:

This policy brief does not take a position on the political feasibility of any of the options
delineated in Table 1. However, as previously discussed, in some instances, revisions to the
property tax structure would require statutory action; in other cases, revisions would require
constitutional amendments. As such, the table is organized around procedural feasibility, or
statutory changes versus constitutional changes. Here we note that the Nevada Constitution can
be amended in the following ways:

1)

An amendment can be proposed in the Nevada Legislature. The legislation must pass both
chambers by a majority in two consecutive Legislative sessions and then be approved by
voters in the following General Election.

Members of the public (groups, citizens) who collect the required number of signatures can
place a constitutional amendment on the General Election ballot through the initiative
petition process. Voters must approve the measure in two General Elections.

The Guinn Center cannot estimate potential revenue yields from the various policy options
outlined in Table 1, in part because of the interdependence of revenue limits in the system. For
example:

1)

2)

Any levy from changes to the depreciation factor that are designed to increase revenue would
be dampened from the effect of partial abatements, which cap year-over-year increases in
property tax bills.

An increase to the statutory tax rate might permit to local jurisdictions to increase their
property tax rates, but it does not necessarily follow that they would, as the local government
operating rule prohibits property tax revenues collected by local governments from
increasing by more than six percent over the previous fiscal year. Even under a higher
statutory cap, rates may remain flat so as not to violate the local government operating rule.

As decision makers explore revenue sources — either as part of efforts to implement the Pupil-

Centered Funding Plan or address recent budget shortfalls - they will have to weigh competing
priorities and concerns, and the overall distribution of costs and benefits across different segments
of the population.
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Table 1. Options for Reforming Nevada’s Property Tax System

Property Tax

Current Conception

Legal

Requirement

Possible Revision

Component Citation to Revise and Effect
Depreciation | Depreciation rate of Nevada Statutory Removal of Nevada is the only state to use this cost
Factor 1.5 percent of the cost | Revised depreciation rate. approach. This approach effectively
(see page 3) of replacement for Statutes Removal would likely | depreciates the tax rate, lowering revenues.
each year, up to a (NRS) result in higher
maximum of 50 years. | 361.227(1)(b) revenues.
Tax Single-Family NRS361.471 | Statutory Eliminate secondary | In 2017, the Nevada Legislature considered
Abatements | residences- property | — 361.4735 cap formulas. two bills. AB 43 would have retained the
(see page 5) tax bills cannot primary caps (3% for owner-occupied, single-
increase more than Limit the family residences and 8% for all other
3% over previous percentages to which | property) but would have limited the
fiscal year. the caps could be percentages to which the caps could be
reduced. reduced. SB 425 would have preserved
All other property existing caps, but, unlike AB43, it would have
types - property tax Would likely increase | eliminated the secondary cap formulas so
bills cannot increase property tax that no reductions to the caps would be
more than 8% over revenues. permissible.
previous fiscal year.
Tax Rate Statutory Cap - $3.64 | NRS Statutory Legislature could Counties could choose to increase the rate or
Limits per $100 of assessed 361.453(1) revise (increase) the | not. Accordingly, it is not clear that overall
(see page 6) valuation, plus 2 cents tax rate. property tax revenues would increase.
for capital projects Uncertain effect.
and conservation of
natural resources
Local Property tax revenues | NRS Statutory Legislature could When assessed values increase, the tax rate
Revenue collected by local 354.59811 remove provision or | necessary to generate a six percent increase
Limits governments cannot raise the threshold. in revenue tends to fall below the property

(see page 8)

increase by more than
six percent over the
previous fiscal year.

Could increase
property tax
revenues.

tax rate floor. Under the “hold harmless”
provision, local governments then set their
rates at the floor. They cannot exploit
revenue gains realized from higher assessed
values to the fullest extent possible.
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Property Tax  Current Conception Legal Requirement Possible Revision
Component Citation to Revise and Effect
Depreciation | Accumulated Nevada An action to Change the Senate Joint Resolution (SIR) 14, proposed a
Factor depreciation on Constitution, | address could application of the Constitutional amendment that would
(see page 4) improvements does Article 108 1 | require a depreciation factor change the application of the depreciation
not reset when Nevada change in after the sale or factor after the sale or transfer of real
property is sold. Revised legislation or transfer of real property. SIR 14 passed in 2017 but failed to
Statutes the Nevada property. pass in 2019. SIR 14 required a
(NRS) Constitution, The revision could constitutional amendment because the reset
361.227(1)(b) | depending on increase property tax | upon sale or transfer was seen to have
scope and revenues. violated the uniform and equal precept
intent. (Nevada Constitution, Article 10 § 2).
Level of The rate of NRS 361.225 | Statutory: Adopt a statewide As the assessment rate increases, the more
Assessment assessment is 35 Legislators can | property tax closely assessed value approximates taxable
(see page 4) percent, meaning that change the classification and value. A level of assessment that is set at
it is 65 percent lower level of revise the rate of 100 percent means that assessed value and
than the taxable assessment assessment. taxable valuable are equivalent. The level of
value. o This would likely assessment compounds the reduction from
Const.ltutlonal: increase property tax | market value to taxable value by adding an
Nevada does not Adoptionofa | revenyes. institutional layer that further reduces
permit a statewide statewide property tax bills from taxable value to
classification, property tax assessed value. The greater the deviation
allowing the state “to classification from market value, the lower the property
tax different types of system could tax bill; in the aggregate, this depresses
property in a non- require a property tax revenue. Adoption of a
uniform manner.” constitutional statewide property tax classification system
amendment could require a constitutional amendment, as
it may contravene the uniform and equal
clause of the Nevada Constitution.
Tax Rate Constitutional Tax Nevada Constitutional | Revise (increase) the | The Nevada Constitution can be changed by
Limits Rate Limit - 5 cents Constitution, rate. A rate increase | the Legislature or the voters.

(see page 6)

on one dollar of
assessed valuation (or
$5 per $100 of
assessed valuation)

Article 10 § 2

could increase
property tax
revenues.
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Appendix A. Total Property Tax Revenue per Capita, 2017

Total Property Tax Revenue per Capita, 2017
State Population Property Tax Revenue (in 1,000s) | Property Tax Revenue per Capita Rank
Alabama 4,850,771 $2,836,712 $585 51
Alaska 738,565 $1,568,444 $2,124 12
Arizona 6,809,946 $7,748,082 $1,138 35
Arkansas 2,977,944 $2,228,112 $748 49
California 38,982,847 $63,305,785 $1,624 21
Colorado 5,436,519 $8,668,571 $1,595 24
Connecticut 3,594,478 $10,791,807 $3,002 4
Delaware 943,732 $883,217 $936 44
District of Columbia 672,391 $2,431,971 $3,617 1
Florida 20,278,447 $27,898,256 $1,376 30
Georgia 10,201,635 $12,089,876 $1,185 34
Hawaii 1,421,658 $1,759,711 $1,238 32
Idaho 1,657,375 $1,749,307 $1,055 37
Illinois 12,854,526 $28,624,697 $2,227 9
Indiana 6,614,418 $6,934,506 $1,048 38
lowa 3,118,102 $5,131,855 $1,646 19
Kansas 2,903,820 $4,482,188 $1,544 26
Kentucky 4,424,376 $3,701,559 $837 47
Louisiana 4,663,461 $4,211,195 $903 45
Maine 1,330,158 $2,854,917 $2,146 11
Maryland 5,996,079 $9,778,344 $1,631 20
Massachusetts 6,789,319 $16,713,976 $2,462 7
Michigan 9,925,568 $14,069,433 $1,417 29
Minnesota 5,490,726 $8,901,677 $1,621 23
Mississippi 2,986,220 $3,039,034 $1,018 41
Missouri 6,075,300 $6,348,472 $1,045 39
Montana 1,029,862 $1,671,500 $1,623 22
Nebraska 1,893,921 $3,754,107 $1,982 13
Nevada 2,887,725 $3,007,466 $1,041 40
New Hampshire 1,331,848 $4,464,178 $3,352 2
New Jersey 8,960,161 $29,117,995 $3,250
New Mexico 2,084,828 $1,657,728 $795 48
New York 19,798,228 $56,853,460 $2,872 5
North Carolina 10,052,564 $10,004,705 $995 42
North Dakota 745,475 $1,249,091 $1,676 15
Ohio 11,609,756 $15,345,756 $1,322 31
Oklahoma 3,896,251 $2,872,432 $737 50
Oregon 4,025,127 $6,165,880 $1,532 27
Pennsylvania 12,790,505 $19,544,242 $1,528 28
Rhode Island 1,056,138 $2,543,029 $2,408 8
South Carolina 4,893,444 $6,031,636 $1,233 33
South Dakota 855,444 $1,415,251 $1,654 18
Tennessee 6,597,381 $5,880,901 $891 46
Texas 27,419,612 $53,017,470 $1,934 14
Utah 2,993,941 $3,219,661 $1,075 36
Vermont 624,636 $1,667,338 $2,669 6
Virginia 8,365,952 $13,987,458 $1,672 16
Washington 7,169,967 $11,122,068 $1,551 25
West Virginia 1,836,843 $1,722,034 $937 43
Wisconsin 5,763,217 $9,586,292 $1,663 17
Wyoming 583,200 $1,266,645 $2,172 10
U.S. Average 321,004,407 $525,920,027 $1,638 -
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Appendix B. Share of Property Tax in Total Tax Revenue, by Level of Government, 2017

Share of Property Tax in Total Tax Revenue, by Level of Government, 2017

State Share of Property Tax in Rank Share of Property Tax in Rank Share of Property Tax in Rank
Total State Government Total Local Government Total State and Local
Tax Revenue Tax Revenue Government Tax Revenue

Alabama 3.801% 13 40.608% 50 17.268% 51
Alaska 10.159% 6 78.659% 24 51.773% 2
Arizona 6.516% 10 63.822% 37 29.994% 27
Arkansas 11.957% 4 43.423% 49 18.526% 50
California 1.723% 17 69.324% 33 26.037% 35
Colorado 0% - 61.119% 39 31.489% 25
Connecticut 0% - 98.540% 3 39.047% 10
Delaware 0% - 81.229% 19 18.887% 48
District of Columbia - - 32.618% 51 32.618% 22
Florida 0% - 76.639% 25 35.888% 15
Georgia 4.412% 12 67.195% 35 31.047% 26
Hawaii 0% - 72.468% 29 18.607% 49
Idaho 0% - 93.615% 10 27.478% 32
Illinois 0.167% 26 79.952% 20 38.838% 11
Indiana 0.067% 32 87.871% 14 26.622% 34
lowa 0.019% 34 86.396% 15 32.701% 21
Kansas 8.366% 8 71.522% 31 33.239% 20
Kentucky 5.961% 11 55.046% 45 21.343% 44
Louisiana 0.648% 21 45.413% 48 21.078% 45
Maine 0.913% 19 98.928% 1 40.327% 9
Maryland 3.598% 14 55.004% 46 25.757% 37
Massachusetts 0.024% 33 95.187% 7 37.091% 14
Michigan 7.413% 9 91.147% 13 33.694% 19
Minnesota 3.340% 16 91.477% 12 25.884% 36
Mississippi 0.351% 23 93.759% 9 27.787% 31
Missouri 0.253% 24 58.253% 40 27.200% 33
Montana 10.339% 5 96.318% 6 40.719% 8
Nebraska 0.002% 36 79.643% 22 38.242% 12
Nevada 3.484% 15 56.288% 43 22.387% 43
New Hampshire 15.632% 3 98.747% 2 66.604% 1
New Jersey 0.014% 35 98.022% 4 46.365% 3
New Mexico 1.449% 18 55.437% 44 19.543% 47
New York 0% - 57.971% 41 31.985% 23
North Carolina 0% - 72.383% 30 24.590% 41
North Dakota 0.127% 29 79.397% 23 24.818% 40
Ohio 0% - 62.551% 38 28.413% 29
Oklahoma 0% - 53.530% 47 20.681% 46
Oregon 0.169% 25 79.783% 21 31.551% 24
Pennsylvania 0.113% 30 69.338% 32 29.380% 28
Rhode Island 0.081% 31 97.258% 5 43.259% 7
South Carolina 0.382% 22 76.296% 26 34.106% 17
South Dakota 0% - 74.806% 28 38.041% 13
Tennessee 0% - 65.495% 36 25.711% 38
Texas 0% - 82.532% 17 44.987% 4
Utah 0% - 67.41%% 34 25.535% 39
Vermont 33.466% 1 94.362% 8 43.825% 6
Virginia 0.141% 28 75.860% 27 34.452% 16
Washington 8.740% 7 57.607% 42 28.041% 30
West Virginia 0.142% 27 81.937% 18 23.965% 42
Wisconsin 0.728% 20 92.732% 11 33.839% 18
Wyoming 16.611% 2 85.025% 16 44.964% 5
U.S. Average 1.743% - 72.080% - 31.819% -
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Appendix C. State Share vs. Local Share of Total Property Tax Revenue, 2017%

State Share vs. Local Share of Total Property Tax Revenue, 2017
State State Share of Total Local Share of Total Rank
Property Tax Revenue Property Tax Revenue (State Share)

Alabama 13.957% 86.043% 9
Alaska 7.702% 92.298% 16
Arizona 12.824% 87.176% 10
Arkansas 51.070% 48.930% 2
California 4.236% 95.764% 18
Colorado 0% 100% -
Connecticut 0% 100% -
Delaware 0% 100% -
District of Columbia 0% 100% -
Florida 0% 100% -
Georgia 8.182% 91.818% 14
Hawaii 0% 100% -
Idaho 0% 100% -
Illinois 0.221% 99.779% 30
Indiana 0.177% 99.823% 31
lowa 0.036% 99.964% 34
Kansas 15.257% 84.743% 7
Kentucky 19.175% 80.825% 4
Louisiana 1.671% 98.329% 19
Maine 1.354% 98.646% 21
Maryland 7.947% 92.053% 15
Massachusetts 0.039% 99.961% 33
Michigan 15.097% 84.903% 8
Minnesota 9.604% 90.396% 12
Mississippi 0.892% 99.108% 22
Missouri 0.498% 99.502% 24
Montana 16.418% 83.582% 6
Nebraska 0.003% 99.997% 36
Nevada 9.991% 90.009% 11
New Hampshire 9.076% 90.924% 13
New Jersey 0.016% 99.984% 35
New Mexico 4.928% 95.072% 17
New York 0% 100% -
North Carolina 0% 100% -
North Dakota 0.352% 99.648% 26
Ohio 0% 100% -
Oklahoma 0% 100% -
Oregon 0.325% 99.675% 27
Pennsylvania 0.222% 99.778% 29
Rhode Island 0.104% 99.896% 32
South Carolina 0.622% 99.378% 23
South Dakota 0% 100% -
Tennessee 0% 100% -
Texas 0% 100% -
Utah 0% 100% -
Vermont 63.373% 36.627% 1
Virginia 0.223% 99.777% 28
Washington 18.859% 81.141% 5
West Virginia 0.421% 99.579% 25
Wisconsin 1.377% 98.623% 20
Wyoming 21.632% 78.368% 3
U.S. Average 3.136% 96.864% -
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