Fiscal Note

BILL # HB 2281 TITLE: leased religious property; class nine
SPONSOR: Lesko STATUS. AsIntroduced

PREPARED BY: MicadlaLarkin

Description

Article 9, Section 2 of the Arizona Constitution exempts property owned by non-profit educational, charitable, and
religious organizations from taxation. Under HB 2281, property leased to areligious institution by an educational,
religious, or charitable organization and used primarily for religious worship would be tax exempt. Any property leased by
any other entity to areligious institution primarily for religious worship would have their property tax assessment ratio
lowered from 18.5% to 1%.

Estimated | mpact

JLBC Staff has estimated that the bill could have a General Fund impact of up to $2.1 million beginning in FY 2016. The
reduction in net assessed valuation (NAV) under the bill would have a direct impact on the General Fund by increasing the
cost for K-12 funding under the Basic State Aid formula. However, depending on the decision of the Legislature, this cost
increase could be mitigated as a result of the automatic tax rate adjustments allowed under the state' s truth-in-taxation
(TNT) provisions for equalization assistance to schools. If the Legislature decidesto allow the TNT adjustment to
automatically take effect, the net General Fund cost would be reduced to an estimated $300,000, beginning in FY 2016.

Since the number of buildings that would be eligible for reclassification cannot be determined with certainty, the estimate is
speculative.

Analysis

The Maricopa County Assessor’s Office (MCAO) estimates that up to 0.5% of real property that is used for general
commercial purposes (this excludes commercia personal property and any property owned by utilities or manufacturers)
within the county could be impacted by the legidation for aNAV reduction of $(34) million. The 0.5% represents the
upper limit of the Maricopa County estimate.

The Pima County Assessor’s Office (PCAQ) did not provide quantitative data regarding the legislation, and described the
impact as “very minimal.”

To estimate the potential upper-end General Fund impact of the legidation, JLBC staff extrapolated Maricopa County’s
estimate statewide. Under the Basic State Aid formula, the state pays for the cost of K-12 education not generated through
local property taxes. The state also pays a percentage of residential property taxes through the Department of Education’s
Homeowner’ s Rebate program. The reduction in net assessed valuation (NAV) under the bill would have a direct impact
on the General Fund by increasing the cost for K-12 funding under the Basic State Aid formula. By reducing the statewide
NAV by up to $(47) million in tax year 2015, the bill would result in a direct increase of the state share of K-12 funding by
$2.1 million in FY 2016. This estimate includes the net impact of both Basic State Aid and the Homeowner’ s Rebate.

The NAV reduction under HB 2281 would also have an impact on the state’s TNT program. Under TNT, both the
qualifying tax rate (QTR) and state equalization tax rate (SETR) are adjusted each year to offset the statewide annual
valuation change of existing property. This rate change occurs automatically unless the Legislature decides to forego the
TNT adjustment. Asaresult of the $(47) million NAV loss, the TNT adjustment would result in the FY 2016 QTR being
an estimated 0.3¢ higher under HB 2281 than under current law. The 0.3¢ higher QTR would generate an offsetting TNT
savings of $1.8 million.

(Continued)
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As noted above, the fiscal impact for this extrapolated statewide estimate depends on whether the TNT impact isincluded
or not. In the absence of aTNT adjustment, the bill could cost the General Fund as much as $2.1 million, beginning in FY
2016. If the QTR isadjusted to account for TNT, however, the bill would have anet General Fund cost of $300,000,
beginning in FY 2016.

L ocal Government I mpact

Thisbill would shift the tax burden to property owners not affected by this legislation and/or result in property tax losses
for local governments.
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