HOUSE BILL REPORT
HB 1438

As Reported by House Committee On:
Finance

Title: An act relating to expanding eligibility for property tax exemptions for service-connected
disabled veterans and senior citizens by modifying income thresholds for eligibility to allow
deductions for common health care-related expenses.

Brief Description: Expanding eligibility for property tax exemptions for service-connected
disabled veterans and senior citizens by modifying income thresholds for eligibility to allow
deductions for common health care-related expenses.

Sponsors. Representatives Orcutt, Sutherland, Graham, Y oung, Volz and Edlick.
Brief History:

Committee Activity:
Finance: 2/11/21, 2/18/21 [DPS].

Brief Summary of Substitute Bill

» Expands which medical expenses can be deducted when cal culating
"combined disposable income” for the purposes of property tax relief
programs.

HOUSE COMMITTEE ON FINANCE

Majority Report: The substitute bill be substituted therefor and the substitute bill do pass.
Signed by 16 members. Representatives Frame, Chair; Berg, Vice Chair; Walen, Vice
Chair; Orcutt, Ranking Minority Member; Dufault, Assistant Ranking Minority Member;
Chase, Chopp, Harris-Talley, Morgan, Orwall, Ramel, Springer, Stokesbary, Thai, Vick and
Wylie.

Staff: Rachelle Harris (786-7137).

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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Background:

Property Tax—General.

All real and personal property in the state is subject to property tax each year based on its
value, unless specific exemption is provided by law. The Washington Constitution limits
regular property tax levies to amaximum of 1 percent of the property's value ($10 per
$1,000 of assessed value). Excesslevies are not subject to this constitutional limit and
require voter approval. There are statutory rate maximums for individual taxing districts
and aggregate rate maximums to keep the total tax rate of regular property taxes within the
constitutional limit. All regular levies, except the state levies, are subject to a statutory
revenue growth limit. If the taxing authority has a population of 10,000 or more, the
revenue growth limit is the lesser of inflation or 1 percent plus the valuation of new
construction. If the taxing authority has a population of less than 10,000, the revenue
growth limit is 1 percent plus the value of new construction.

Property Tax—Senior Citizens, Disabled Veterans, and Limited Income Households Tax
Relief.
Qualifying senior citizens, persons retired due to disability, and veterans are entitled to
property tax relief on their principal residence. To qualify, a person must be:
e 61 yearsoldin the year of the application;
* retired from employment because of disability; or
 aveteran of the Armed Forces of the United States receiving compensation from the
United States Department of Veterans Affairs at either a combined service-connected
valuation rate of 80 percent or higher or atotal disability rating for a service-
connected disability without regard to evaluation percent.

The amount of the reduction in property taxes owed is based on the applicant's income and
county of residence.

Valuation Freeze.

In addition to the partial exemptions listed above, the valuation of the residence of an
eligibleindividual isfrozen, for the purpose of calculating property tax liability, at the
assessed value of the residence on the later of January 1, 1995, or January 1 of the
assessment year in which the person first qualifies for the program. Qualification for the
valuation freeze is based on the applicant's income and county of residence.

Deferral.

Individuals who are at least 60 years of age in the year of application or are retired by
reason of disability are permitted to defer their property taxes. Taxesthat are deferred
become alien against the property and accrue interest at 5 percent per year. |If deferred
taxes are not repaid within three years after the eligible person ceases to own and live in the
residence, the lien will be foreclosed and the residence sold to recover taxes.

Widow and Widower of Veterans Tax Relief.
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Qualifying widows or widowers of veterans can receive agrant of state fundsto pay a
portion of their property taxes. Qualified applicants must be awidow or awidower of a
veteran who either:
» died asaresult of a service-connected disability;
* received compensation from the United States Department of Veterans Affairs at a
total disability rating 10 years prior to death;
» was aformer prisoner of war receiving compensation from the United States
Department of Veterans Affairs at total disability rating one year prior to death; or
» diedin active duty or training status.

Applicants for the property tax assistance program must: be over the age of 62 or unable to
work because of disability; have a disposable income of $40,000 or less; own and occupy a
primary residence in Washington; and have not been remarried. Repayment of the grant is
not required if the applicant continues to live in the residence until at least December 15 in

the year agrant is received.

Limited Income Property Tax Deferral Program.

Individuals with an annual household income of $57,000 or less may defer 50 percent of
yearly real property taxes and special assessments. Deferred amounts, including interest,
become alien on theresidence. A claimant may not make a claim for deferral under both
this program and the senior citizens limited income deferral program in the same tax year.

Combined Disposable Income.

For property tax relief programs, combined disposable income is defined as the sum of
federally defined adjusted gross income and the following, if not already included: capital
gains,; deductions for losses; depreciation; pensions and annuities; military pay and benefits;
veterans benefits except attendant-care and medical-aid payments; Social Security and
federal railroad retirement benefits; dividends; and interest income on state and municipal
bonds.

Payments for the care of either spouse received in the home, in a boarding home, in an adult
family home, or in a nursing home; prescription drugs; and Medicare health care insurance
premiums are deducted when determining combined disposable income.

Summary of Substitute Bill:

For the purposes of the senior citizen and disabled veterans property tax exemption, the
widow and widower of veterans property tax relief program, and the limited income
property tax deferral program, expenses that are deducted when determining combined
disposable income are expanded to include:

» medicare supplemental insurance policies;

* durable medical equipment;

» mobility enhancing equipment;
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» medically prescribed oxygen;

* prosthetic devices;

* long-term care insurance;

* cost-sharing/co-pays;

* nebulizers

* naturopathic medicines;

* ostomic items;

* insulin;

 kidney dialysis devices, and

» disposable devices used to deliver prescription drugs.

Substitute Bill Compared to Original Bill:
The substitute bill clarifies that the changes made to the exemption program are not subject

to Joint Legidative Audit and Review Committee review and do not expire after 10 years,
but are instead permanent.

Appropriation: None.
Fiscal Note: Available.

Effective Date of Substitute Bill: The bill takes effect 90 days after adjournment of the
session in which the bill is passed.

Staff Summary of Public Testimony:

(In support) The Legislature increased the income threshold for this exemption program in
2019, and during that discussion the assessors pointed out that sometimes the impact does
not effectively get to the right people. Seniors who qualify for the exemption who
encounter substantial additional medical expenses need more support. This bill alows more
deductions for those who have medical costs. Seniors often lose eligibility for the program
because they draw out taxable income in order to pay for medical expenses, which causes
direct financial difficulty. Thisbill would effectively increase income threshold levels by
several thousand dollars and help level the playing field.

(Opposed) None.

Persons Testifying: Representative Orcutt, prime sponsor; Steven Drew, Thurston County
Assessor; and Shane Inman, Veterans Legidlative Coalition.

Persons Signed In To Testify But Not Testifying: None.
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