Tangible Personal Property Tax Changes in H.B. 66

Am. Sub. House Bill 66 (126th General Assembly) phases out the tax on the tangible personal property of general businesses, telephone and telecommunications companies, and railroads.  The tax on general business and railroad property (which is public utility property) is eliminated in 2009, and the tax on telephone and telecommunications property will be eliminated by 2011. The tax is phased out by reducing the assessment rate on the property each year. At the same time, the bill replaces the revenue lost due to phasing out the tax.  In the first seven years for schools and the first five years for local governments, jurisdictions are reimbursed fully for lost revenue; the reimbursements then phase out with the final payment made in October, 2018. 
This document gives an overview of the reimbursement provisions contained in the bill that H.B. 66, the 2006-2007 biennium budget, and   subsequent updates in the 2010-2011 budget bill, Am. Sub. House Bill 1 (128th General Assembly).
Definitions

1. “Qualifying levies” are those levies that were in effect for the collection of tangible personal property taxes for TY 2004 or TY 2005 and any levies that were approved by voters prior to September 1, 2005.  

2. “Fixed-rate levies” are all levies except fixed-sum levies. Examples: current expense levies, permanent improvement levies, charter levies, and unvoted (inside) general fund millage. 

3. “Fixed-sum levies” are those levied to raise a specified amount of revenue and include only voted debt levies and school district emergency levies.

4. The “half-mill threshold” adjustment is used to protect local taxpayers from an excess shift of the tax burden due to valuation losses because of the changes made by HB 66.  Under existing levy law, a drop in valuation causes an increase in the tax rate for a fixed-sum levy so the levy will produce the required amount of revenue. The half-mill threshold limits the increase in the total tax rate for the sum of all qualifying fixed-sum levies (voted debt and school district emergency levies) for a taxing authority to 0.5 mill.  Any potential increase in tax rates above the first 0.5 mill will qualify for the reimbursements described below.

5. “Base year amount” is the amount of property tax revenue lost when the tax has been fully phased out. It is equal to the amount of taxable valuation lost multiplied by the qualifying levies prescribed by HB 66, using tax year 2004 as the base year for the calculation.  (Tax year 2004 property values determined to be final as of August 31, 2005 will be the property values used in calculating the taxable valuation lost.)

6. “State education aid offset” measures the amount of additional state education aid that school districts or joint vocational school districts receive due to the reduction in tangible personal property taxable values in HB 66, and the corresponding reductions in recognized value and the charge-off.

2006 – 2010: The “Hold-Harmless Period” 

The tax on tangible property was phased out over the period from 2006 to 2009. (See Table 1, below, for annual listing rates for tangible property per HB 66).  During this “Hold Harmless Period” all taxing authorities will be fully reimbursed relative to prior law for revenue lost due to the taxable value reductions prescribed by HB 66. (The treatment of telephone company property is somewhat different. This is discussed separately below.) 

Reimbursement will be made for the base year amount, except that taxing authorities are only reimbursed for inventory property assessment percentage reductions beyond those already in place before the passage of HB 66. This means taxing authorities are only reimbursed for the amount of revenue projected by using listing percentages for inventory property of 23% in 2006, 21% in 2007, 19% for 2008, and 17% for 2009.  

Likewise, since prior law lowered the assessment percentage for telephone and telecommunications property to 25% by 2007 – the first year that the reductions in HB 66 apply to these taxpayers – schools and local governments will only be reimbursed to the amount of revenue projected by using the 25% listing percentages for telephone company property. (See discussion of treatment of telephone company property below.)

All qualifying fixed-rate levies will be reimbursed to reflect the losses in tax revenue during the phase-out of the tangible property tax.   Tables 2A and 2B below show the percentages of the base year losses that will be received through the combination of local taxes and state reimbursements (school districts receive their reimbursement through a combination of direct payment of state reimbursement and increases in state education aid, as reflected in the state education aid offset).  The reimbursement portion will be received by the jurisdiction during this period even if the qualifying levies expire, are reduced, or are not levied by the taxing authority for any of these tax years. H.B. 1 extended the ‘hold harmless’ period for schools and local governments. School districts are reimbursed fully for lost revenue from 2006 through May, 2012; reimbursements then phase out in the following six years. Local governments are fully reimbursed through May, 2011; local government reimbursements then phase out with the final payment made in October, 2017 (2018 for telephone property only).  Even though HB 1 extended the hold harmless, it did not change the provision that a qualifying levy must continue be in place after 2010 to continue to receive reimbursement. 
All qualifying fixed-sum levies for debt purposes will be reimbursed at 100% of the base year amount beginning in 2006, subject to the half-mill threshold adjustment for all fixed-sum levies of the taxing authority, as long as those levies or a portion of those levies continue to be levied by the taxing authority for that year.  Except for one village, only school districts qualified for fixed-sum reimbursements above the half-mill threshold.

All qualifying school district emergency levies will be reimbursed at 100% of the base year amount beginning in 2006, subject to the half-mill threshold adjustment for all fixed-sum levies of the school district, even if the emergency levy expires, is reduced, or is not levied by the school district for any of these years.  

Telephone and telecommunication property is included in the calculations of the base year amounts for both these types of fixed-sum levies even though the HB 66 phase out of telephone company property did not begin until 2007.

2011 – 2017: The “Phase-Out Period” 

Reimbursements for qualifying fixed-rate levies will be phased out during these years.  If during or prior to this period qualifying levies expire, are reduced, or are not levied by the taxing authority for any of these tax years, they are only reimbursed to the extent they are still being levied (renewals and replacements count as still being levied). During this period, taxing authorities will receive a percentage of the base year amount through the reimbursement payment.  The reimbursement amounts are shown in Tables 3A and 3B below.  

H.B. No. 1, extends full reimbursement for school district fixed rate levy losses through fiscal year 2013. The reimbursement phase out for these levies will now begin in August 2013 instead of August 2011. 

For school districts, it is the direct payments to compensate for fixed-rate levy losses that are phased out. The additional state education aid that goes to school districts because of the reduced charge-off as a result of lower property values – the amount measured by the “state education aid offset” – is not affected. Furthermore, 70 percent of commercial activity tax (CAT) revenue is earmarked for education purposes in perpetuity. The aggregate amount of revenue for school district property tax replacement is thus constant or growing (as CAT revenues grow) but direct hold harmless payments to individual school districts are phased-out.

All qualifying fixed-sum levies for debt purposes will be reimbursed at the initially calculated level (full reimbursement less the half-mill threshold adjustment for all fixed-sum levies of the taxing authority) during the phase out period, as long as those levies or a portion of those levies are levied by the taxing authority for that year.  For levies that continue beyond the phase-out period, the payments will also continue beyond the phase-out period, until the debt is retired.  

Qualifying School district emergency levies will continue to receive reimbursement payments at the initially calculated level (full reimbursement less the half-mill threshold adjustment for all fixed-sum levies of the school district) if the district continues to renew the qualifying emergency levy.  An emergency levy will be considered a renewal if the district has an emergency levy for at least the same amount of revenue generated by the qualifying emergency levy.  

Special Treatment for Inside Debt Millage  

Unvoted (inside) debt levies will be fully reimbursed at the base year amount for tax years 2006-2017 (there is no phase out), as long as the inside millage continues to be levied for debt purposes. No reimbursement will be made in 2018 or thereafter. 

Telephone Company Property Provisions
Until HB 66, Ohio law distinguished between telecommunications property (the property of long distance and cellular companies) and telephone company property (the property of local telephone companies).  Prior to HB 66, both these types of property were treated as public utility property but were taxed at different assessment percentages. All long distance and cellular property and local telephone property first subject to taxation in 1995 or after was assessed at 25%. Local telephone company legacy property – that is, property first placed in service before 1995 – was assessed at 88%. To equalize assessment percentages for all such property, HB 95 of the 125th General Assembly included a provision that provided for the phase-down of the assessment percentages on local telephone company legacy property. Accordingly, local telephone legacy property will be assessed at 67% in 2005 and 46% in 2006, and would have been assessed at 25% in 2007 if not for the changes made in HB 66.  

HB 66 combines telecommunications and telephone company property into one classification – telephone company property – and, starting in tax year 2007, reclassifies it as general business property rather than public utility property.  Since telephone company property is to be classified as general business property, it will be included in the elimination of the general business tax, but HB 66 gives it a unique phase-out schedule. Other tangible property will be phased out over four years beginning in 2006, but telephone company property will be phased out over five years beginning in 2007.  (Table 1, below, lists the old and new assessment rates for tangible and telephone company property.) Furthermore, reimbursement on all other types of property ends in 2017 while reimbursements on telephone company property end in 2018.  

Second, public utility property taxes, like real property taxes, are paid in the year following the tax year (e.g., 2006 taxes are paid in 2007), but tangible property taxes are paid during the tax year (2006 taxes paid in 2006).   Thus, in 2007 – the year of the transition from public utility to general business tangible property – local governments received payment of both the public utility property tax levied in 2006 and the general tangible property tax levied in 2007. As a result of the double payment in 2007 to school districts and local governments, the state reimbursement payments for telephone company property assessment rate declines will not begin until tax year 2009 (see Tables 2a and 2b, below). In 2018, fixed rate levy reimbursements are based only on telephone property levy losses.
The Reimbursement Table for Fixed-Rate Levies
HB 66 treats each of the different types of tangible property somewhat differently for the purposes of phasing out the tax on tangible property. First: all new manufacturing and machinery property put into service in 2005 or thereafter is excluded from taxation. Second: since inventory property was currently being phased out (without reimbursement) under prior law, HB 66 provides reimbursement only for that portion of the lost revenue that is over and above the amount that would be lost according to prior law. Third: telephone company tangible property does not begin to be phased out until tax year 2007. Due to these differences the reimbursement rates for each of the types of property varies slightly. 

In tax year 2006, for example, the assessment rate on furniture and fixtures (part of the “other property” classification) is reduced by one-fourth (from 25% to 18.75%). The state reimbursement payment of 25% of the base year amount holds schools and local governments harmless, so that they receive 100% of the base year amount by a combination of local levies and state reimbursement payments. (See Table 2a below, which shows the percentage of the base year revenue loss by property classification that local governments will receive through existing levies and state reimbursement payments for tax years 2006 through 2018.)  

In tax year 2006 the assessment rate on existing manufacturing machinery and equipment was also reduced by one-fourth to 18.75 percent. However, new manufacturing machinery and equipment is not listed for taxation at all. In an effort to hold schools and local governments harmless, the reimbursement rate for manufacturing machinery and equipment is set at 33.8 percent of the base year amount instead of 25 percent. The higher reimbursement rate is designed to offset the loss in local tax revenue due to the new manufacturing machinery and equipment having a zero assessment rate, so that in general schools and local governments receive 100% of the base year amount through a combination of reimbursement payments and local property tax revenues.  In tax years 2007 and 2008, the reimbursement rates for machinery and equipment continue to be higher than the percentage decline in the assessment rate to attempt to account for new property coming on the rolls with a zero assessment rate.

In general, the values used to determine the reimbursements to school districts and local governments are (1) the tax year 2004 property values in the district as of August 31, 2005, (2) the “qualifying levy” rates (see term in “Definitions” section above), (3) a percentage equal to the difference between the new (HB 66) and old assessment rates, and (4) the reimbursement rate, which, for non-telephone company property, is equal to 100 percent from 2006 to 2010 and a declining percentage thereafter. 
For example, in Tax Year 2006 the assessment rate on general business tangible property was reduced from 25 percent under prior law to 18.75 percent. The difference (25% minus 18.75%) is the amount reimbursed. The reimbursement rate applied to manufacturing machinery and equipment does not precisely fit this formula due to the fact that new manufacturing machinery and equipment is not taxed at all beginning in tax year 2006. Therefore, the reimbursement rate is increased to, on an estimated statewide basis; compensate schools and local governments for the zero percent property in tax years 2006 through 2008.
	Table 1 – Assessment Percentages on Tangible Property from 2005 to 2011

	HB 66 assessment rates

	Tax Year
	2005
	2006
	2007
	2008
	2009
	2010
	2011

	Inventory
	23%
	18.75%
	12.5%
	6.25%
	0%
	0%
	0%

	Machinery, equipment, and all other business tangible  
	25%
	18.75%
	12.5%
	6.25%
	0%
	0%
	0%

	Local telephone company property placed into use after 1995 and all long distance and cellular property
	25%
	25%
	20%
	15%
	10%
	5%
	0%

	Telephone company legacy property
	67%
	46%
	20%
	15%
	10%
	5%
	0%

	Prior assessment Percentages (Assessment percentages in effect before the passage of HB 66)

	Tax Year
	2005
	2006
	2007
	2008
	2009
	2010
	2011

	Inventory
	23%
	23%
	21%
	19%
	17%
	15%
	13%

	Machinery, equipment, and all other business tangible 
	25%
	25%
	25%
	25%
	25%
	25%
	25%

	Local telephone company property placed into use after 1995 and all long distance and cellular property
	25%
	25%
	25%
	25%
	25%
	25%
	25%

	Telephone company legacy property
	67%
	46%
	25%
	25%
	25%
	25%
	25%


	Table 2A: Percent of Base Year Amount of Revenue to Local Governments through the Combination of Reimbursements and Remaining Property Taxes  by Tax Year and Class of Property, Fixed-Rate Levies*

	
	TY  06
	TY 07
	TY  08
	TY 09
	TY 10
	TY 11
	TY 12

	Inventory Reimbursement
	106.5
	95.6
	84.8
	73.9
	73.9
	63.4
	47.8

	Manufacturing M & E 
	100.0
	100.0
	100.0
	100.0
	100.0
	84.9
	64.7

	Telephone Company property
	100.0
	180.0
	60.0
	100.0
	100.0
	100.0
	87.5

	All Other Property
	100.0
	100.0
	100.0
	100.0
	100.0
	84.9
	64.7


	
	TY 13
	TY14
	TY15
	TY 16
	TY 17
	TY 18

	Inventory Reimbursement
	39.1
	30.4
	21.8
	13.0
	4.3
	0.0

	Manufacturing M & E 
	52.9
	41.2
	29.4
	17.6
	5.9
	0.0

	Telephone Company property
	75.0
	62.5
	50.0
	37.5
	25.0
	12.5

	All Other Property
	52.9
	41.2
	29.4
	17.6
	5.9
	0.0


*In tax years 2006 – 2010 for telephone property and tax years 2006 – 2008 for other property, the percentages shown represent money to be received by jurisdictions through a combination of reimbursement payments and remaining local property taxes.  In other years, the revenue to be received is solely from reimbursement from the state.  The amount received for inventory in 2006 exceeds the loss due to assessment rate changes because of the mismatch between the decline in assessment rates and the reimbursement rates.

	Table 2B: Percent of Base Year Amount of Revenue to School Districts through the Combination of Reimbursements and Remaining Property Taxes  by Tax Year and Class of Property, Fixed-Rate Levies

	 
	FY  06
	FY 07
	FY  08
	FY 09
	FY 10
	FY 11
	FY 12*
	FY 13*

	Inventory Reimbursement
	106.5
	104.9
	96.1
	85.0
	73.9
	73.9
	73.9
	73.9

	Manufacturing M & E
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0

	Telephone Company Property
	100.0
	104.0
	129.0
	96.4
	119.5
	101.9
	101.9
	101.9

	All Other Property
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0


*Beginning in FY 2012, the percentage of base year losses that will still be received will depend on a district’s charge-off.  The phase-out only applies to direct payments above what is reimbursed through the foundation program.  A district that gets most of its reimbursement through increased foundation payments because of lower values will see relatively less impact from the phase-out than a district that gets most of its reimbursement in direct payments.  In general, districts with high millage rates and/or districts receiving foundation payments through the guarantee portion of the foundation program will see a bigger impact from the phase-out of direct reimbursements.   

	Table 3A: Ratio of Base Year Amount of Revenue Paid to Local Governments the Phase-out Period

	 
	TY 11
	TY 12
	TY  13
	TY 14
	TY 15
	TY 16
	TY 17
	TY 18

	Business Tangible Property
	84.85%
	11/17 ths
	9/17 ths
	7/17 ths
	5/17 ths
	3/17 ths
	1/17 th
	0

	Telephone Company Property
	100%
	7/8 ths
	¾
	5/8 ths
	½
	3/8 ths
	¼
	1/8 th


	Table 3B: Ratio of Base Year Amount of Revenue Paid to Schools During the Phase-out Period*

	 
	FY 11
	FY 12
	FY  13
	FY 14
	FY 15
	FY 16
	FY 17
	FY 18

	Business Tangible Property
	100%
	100%
	100%
	9/17 ths
	7/17 ths
	5/17 ths
	3/17 ths
	1/17 th

	Telephone Company Property
	60%
	80%
	100%
	9/17 ths
	7/17 ths
	5/17 ths
	3/17 ths
	1/17 th


*For school reimbursements the phase out only applies to direct payments of fixed-rate levies.
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