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THE GROWING DIFFERENCE BETWEEN STATE EQUALIZED VALUE

AND TAXABLE VALUE IN MICHIGAN

In Brief

Proposal A of 1994 superimposed upon the property assessment system already in place, a modified acquisition value
method of determining taxable value.  Instead of applying the tax rate to annual assessments of property at 50 percent of
true cash value, commonly referred to as state equalized value, it is applied to taxable value, in which increases on
individual parcels of property that were not acquired during the tax year are limited to the lesser of five percent or
inflation.  The property assessment as of December 31, 1999, for taxes levied in 2000, marks the sixth year of operating
under this system, providing an opportunity to examine the impact it has had on government finances and on providing
relief to taxpayers.

For the 2000 tax year, the statewide taxable value was 84.6 percent of state equalized value.  Local units of government
and classes of property have been affected in varying degrees by this new system of assessment.  In addition to examining
those impacts, this paper will consider what the future might hold and will analyze some of the experiences of the
modified value acquisition system in California.

Introduction

The property tax has long been a mainstay of Michigan
local government finances.  As the primary local funding
source for local governments, the property tax has been a
very visible tax and one of the most disliked taxes in public
opinion polls.  Despite the adoption of tax rate limitations
and property tax credits over the years, taxpayers perceived
little relief until adoption of Proposal A in 1994, which

placed a cap on individual taxable value growth each year
for properties not sold during the year, along with restruc-
turing school finance and reducing property tax rates on
average by more than 30 percent.  Six years of experience
under this system permits examination of the impact this
growth cap has had on state and local government finance
and on providing relief to different types of taxpayers.

The Cap on Taxable Value

Calculation of Property Tax

Property taxes are calculated by multiplying a tax rate by a
tax base.  The total tax rate is the sum of the tax rates levied
by several taxing jurisdictions.  For instance, the tax rate for
any single property is the sum of the tax rates levied by a
city, village, or township, the county, a school district, the
intermediate school district, and the state for the state edu-
cation tax.  Other taxes may be levied for community col-
lege districts, special tax authorities or districts, and any
bond or debt millages levied by any of these jurisdictions.
The property tax base represents the total of all real and
personal property within a taxing jurisdiction not exempt
from taxation.  Property owned by government agencies,
non-profit organizations, and property subject to another
tax in lieu of the property tax is exempt from the general
property tax.

Introduction of Cap on Taxable Value

Because the actual market value of property is determined
only upon sale, governments use a method of assigning prop-
erty values known as assessment.  Michigan’s Constitution
requires that the assessed value of every property be a uni-
form proportion, not to exceed 50 percent, of the “true cash
value,” referred to as state equalized value (SEV).  State law
sets SEV at the constitutional maximum.  Thus, the assess-
ment process in Michigan involves determining “true cash
value” and dividing it by two.  The assessed values are equal-
ized among the cities and townships within a county, and
among the counties by the state tax commission to ensure
uniformity throughout the state.

Proposal A superimposed a modified acquisition value
method of determining the taxable value of property upon
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this property assessment system al-
ready in place.  For property assess-
ments as of December 31, 1994, and
thereafter, annual increases in the tax-
able value (TV) of individual parcels
of existing property are limited to the
lesser of five percent or inflation.

When ownership of a parcel of prop-
erty is transferred as defined by law,
the parcel is reassessed “at the appli-
cable proportion of current true cash
value.”  Additions and modifications
to existing property and new property
are placed on the tax rolls at 50 per-

cent of current true cash value.

Assessors continue to record, and the
state computes, the SEV of each par-
cel of property for purposes of assign-
ing a taxable value upon transfer equal
to 50 percent of the true cash value.

Six Years of Limited Growth in Taxable Value

The assessment as of December 31,
1999, for taxes levied in 2000, marked
the sixth year of implementation of
the modified acquisition value ap-
proach.  During those six years,
growth in taxable value has been held
to the inflation rate, which has been
less than the five percent limit each
year.

Applicable Inflation Limit
on Taxable Value Growth

1995 2.5%
1996 2.8%
1997 2.8%
1998 2.7%
1999 1.6%
2000 1.9%
2001 3.2%

Source: Michigan Department of Treasury,
State Tax Commission

In such circumstances, the inflation
rate does not automatically become
the growth rate of taxable value.  Be-
cause some property values grew at
lower rates, they were unaffected by
this cap.  Transferred properties, ad-
ditions, and modifications are not sub-
ject to these limits.

Statewide Difference

For the state as a whole, 2000 TV was
84.6 percent of 2000 SEV (See Chart
1).  The taxation of property at SEV
rather than TV would cause statewide
property tax revenues to increase 18.2
percent.  The divergence of SEV and
TV, with TV used as the tax base, has
resulted in a total statewide tax yield

in 2000 of about $1.7 billion less than
would have been the case had SEV
been used as the tax base.  The total
statewide tax yield for the years 1995-
2000 was about $4.9 billion less than
if the tax base had been SEV.

Difference by Class of Property

For purposes of equalizing assess-
ments, Michigan property is classified
into six classes: agricultural, commer-
cial, industrial, residential, timber
cutover, and developmental.  Table 1
details the ratio of  TV to SEV by class
of property.  By analyzing these ratios,
it is possible to observe the impact the
cap has had on each type of property.

Agricultural, Timber Cutover, and
Developmental Property.  Owners of
agricultural, timber cutover, and de-
velopmental properties are the great-

Source: Michigan Department of Treasury, State Tax Commission

est beneficiaries of this new system of
property assessment. Possibly because
of low rates of turnover in ownership,
these properties remain subject to the
cap on assessments for longer periods,
and thus develop greater gaps in the
ratio of TV to SEV.

The modified acquisition value system
served to lessen the role of these three
classes of property in the total state-
wide tax.  In 1994, these three classes
of property constituted 4.2 percent of
the total statewide tax base.  In 2000,
their taxable value constituted 3.3
percent, a reduction of about one-
fifth.

Commercial and Industrial Property.
Commercial and industrial property
had the narrowest gaps of all classes
of property.  Even though these types
of property remain closest to full as-

Chart 1
Growth in Michigan Statewide Property Value: 1990 - 2000
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sessment, they constitute a smaller
percentage of the total statewide tax
base than they did in 1994 (See Table
1).  This reduction has been mitigated,
however, by the higher tax rates paid
by non-homestead properties under
provisions of Proposal A.

Residential Property.  The TV of resi-
dential property was 82 percent of
SEV in 2000.  Unlike the other classes
of property, residential property con-
stituted a larger portion of the total
statewide tax base in 2000, when 64.3
percent of the TV was classified as resi-
dential property, than it did in 1994
(62.4 percent).  That growth in the
portion of the total tax base would
have been even larger had SEV con-
tinued as the tax base.  (Residential
property was 66.4 percent of all SEV
in 2000.)

This shift in tax burden was evident
in 72 of Michigan’s 83 counties.   Kal-
kaska County experienced the largest
shift, with a 14.1 percentage point
shift from non-residential property in
1994 to residential property in 2000.
In only 11 counties did non-residen-
tial property constitute a larger per-
cent of the total than it had in 1994.
They are as follows:

Percentage
Point Shift

Dickinson 4.2
Lake 3.0
Delta 2.5
Alpena 1.3
Crawford 1.1
Branch 0.8
Antrim 0.7
Montmorency 0.6
Kent 0.5
Alcona 0.3
Grand Traverse 0.01

Local Government Difference

The Data
The change in relationship between
TV and SEV has varied among indi-
vidual counties (See Table 2 on pages
4 and 5), ranging from Midland
County with TV equal to 94.6 per-
cent of SEV to Luce County with TV
equal to 68.2 percent of SEV.  The
ratio of  TV to SEV for Michigan’s
five largest cities is as follows:

TV as a
Percent of SEV

Detroit 73.3
Grand Rapids 91.8
Warren 89.0
Flint 89.5
Lansing 90.5

(Detail for all cities and townships can
be accessed on the CRC website at
www.crcmich.org/.)

Local units that are experiencing new
growth, additions to existing property,
and rapid turnover of properties will
have TV that is keeping pace with the
growth in SEV.  Conversely, local units
with lower investment rates and slower
turnover of properties will find the gap
between SEV and TV growing larger
every year.  Growth in the difference
between SEV and TV is not necessar-
ily a sign of economic weakness, as
property owners may simply be opt-
ing to maintain ownership of their
properties.

Type of Unit
For purposes of comparison, Michi-
gan counties were separated into two
groups: urban and rural.

1
  Based on

this separation, the ratio of TV to SEV

Table 1
Taxable Value and State Equalized Value by Class of Property

Percent of Total Property Value* Ratio of Taxable Value to State Equalized Value
1994 2000 2000 Statewide Gap Maximum Gap Minimum Gap
SEV TV SEV Percent Percent County Percent County

Agricultural 3.9 3.1 3.8 69.7 47.5 Alger 92.5 Montmorency
Commercial 14.0 13.6 13.3 86.9 72.4 Luce 97.5 Tuscola
Industrial 7.4 6.8 6.2 93.4 71.4 Houghton 99.6 Midland
Residential 62.4 64.3 66.4 82.0 65.9 Luce 91.2 Midland
Timber Cutover 0.2 0.1 0.1 62.9 40.7 Manistee 100.0 Bay
Developmental 0.2 0.1 0.2 61.5 15.9 Ogemaw 100.0 Presque Isle

Total Real and Personal 84.6 68.2 Luce 94.6 Midland

* Personal property accounts for 12.0 percent of 1994 SEV; 11.9 percent of 2000 TV; and 10.1 percent of 2000 SEV.

Source: Michigan Department of Treasury, State Tax Commission.

1 Separation was based on the metropoli-
tan statistical areas defined by the U.S.
Bureau of  Census.  The 25 urban coun-
ties include: Allegan, Bay, Berrien,
Calhoun, Clinton, Eaton, Genesee,
Ingham, Jackson, Kalamazoo, Kent,
Lapeer, Lenawee, Livingston, Macomb,
Midland, Monroe, Muskegon, Oakland,
Ottawa, Saginaw, St. Clair, Van Buren,
Washtenaw, and Wayne.
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was compared by type of unit (See Table
3).  These data show that charter town-
ships have the highest ratio of TV to
SEV, followed by cities and general law
townships.

Charter Townships.  Generally located
on the fringe of Michigan’s metropoli-
tan areas where new development has
focused in recent times, charter town-
ships have the highest ratio of TV to
SEV.  There is little difference in the
ratio of charter townships whether they
are located in urban or rural counties.

Cities.  Cities show little difference in
the relationship between TV and SEV,
whether in urban or rural counties.

General Law Townships.  General law
townships have the greatest disparity
between TV and SEV.  This relates to
two factors.  First, as a whole, the prop-
erty value of general law townships grew
faster than in other municipalities.  Sec-
ond, as indicated by the difference in
ratios between urban and rural general

law townships, townships have a high
concentration of agricultural property,
which has developed the largest mar-
gins between TV and SEV.

Geographic Patterns
The larger urban areas of the state have
taxable values closer to their true cash
values than do the rural areas.  This has
implications at both the local and state
levels.  At the local level, units of gov-
ernment in rural areas can expect to be
confronted by constrained property tax
revenues to higher degrees than will be
the case for urban areas.  At the state
level, this geographic shift has implica-
tions on two aspects of state finances:

1) The State Education Tax – This
shift results in a smaller portion of the
tax burden for this six-mill, statewide
property tax being paid by rural areas
of the state compared to urban areas.
2) The School Aid Fund – Local
school districts levy a local operating tax
on non-homestead property to fund a
portion of their foundation allowances
(their revenues per pupil).  The School
Aid Fund contributes the balance.  A
lower ratio of TV to SEV results in fewer
dollars raised locally and the state must
contribute a larger amount, reducing
the amount of state dollars that could
be used to support a higher foundation
allowance.

Table 3
TV as a Percent of SEV by Type of Unit of Local Government

In Rural In Urban
Type of Unit Counties Counties Statewide
Charter Townships 86.0 87.5 87.5
Cities 86.4 86.3 86.3
General Law Townships 77.7 81.8 80.0
Counties 79.7 85.7 84.6

The Future

The different growth rates in TV and
SEV arising from the cap mechanism
are likely to narrow and eventually dis-
appear over time and the percentage
difference between TV and SEV
should stabilize.  (The diverging lines
representing SEV and TV in Chart 1
will assume more parallel paths.)  As
properties are sold and new proper-
ties are placed on the tax rolls, their
TV is increased to the SEV for pur-
poses of the tax levy calculations for
the new property owners, the so-called
“pop-up” tax.  Eventually, the pop-up
factor will be large enough to offset
the limits on TV increases.  The aver-
age turnover rate of property (in years)
is a key factor in determining how
long it will take for this to happen,
but it is not the only factor.  Gener-
ally, the following relationships hold:
• The shorter the turnover period

of property sales, the sooner the sta-
bilization of the ratio of TV to SEV
will occur.  Areas with relatively little
sales activity would take longer to sta-
bilize than areas with considerable in-
and out-migration and the associated
increased frequency of property sales.

• The greater the proportion of new
property, the faster the stabilization of
the ratio of TV to SEV will occur.
This factor is important in areas ex-
periencing significant development of
new properties.  In addition to stabi-
lizing more quickly, the percentage
difference between TV and SEV will
be less in such areas.

• The smaller the difference be-
tween TV and SEV annual percent-
age growth, the faster the stabilization
of the ratio of TV to SEV will occur.
Areas with relatively slowly growing

property values would stabilize before
areas experiencing rapid increases in
property prices.

Short-Term Trends.  Because the gap
between TV and SEV is relatively
small for any given property in the
early years of the cap, the pop-up fac-
tor will add correspondingly small
amounts to TV.  In later years, when
properties that had not been on the
market are transferred the pop up ef-
fect could be very significant.

Longer-Term Trends.  While little
empirical evidence exists on the aver-
age sales turnover of property, it seems
likely that it lies somewhere between
seven and twelve years.  Simulation
calculations performed by CRC sug-
gest that with a seven-year sales turn-
over period, it would take nearly 20
years for the gap to stabilize.  However,



7

CRC Memorandum

Appendix: California’s Experience with Proposition 13

Proposition 13 of 1978

In June 1978, California voters led the
era of taxpayer revolts by amending
the California Constitution.  This ini-
tiative, known as Proposition 13, fol-
lowed many years of rapidly rising
property taxes, averaging 11.5 percent
per year from Fiscal Year (FY)1968 to
FY1972.  As in Michigan, efforts had
been made to limit tax rate growth,
with little effect on escalating taxes.

The modified acquisition value system
adopted by Michigan voters in 1994
has many of the same characteristics
of Proposition 13.  California prop-
erty taxes are limited to one percent
of “full cash value.”  Full cash value is
defined as the assessed valuation as of
the 1975-76 tax year or, “thereafter,
the appraised value of real property
when purchased, newly constructed,
or a change in ownership has occurred
after the 1975 assessment.”  The as-
sessment “may reflect from year to year
the inflationary rate not to exceed 2
percent for any given year.”

A major difference between the sys-
tems adopted in California and Michi-
gan is the method of calculating the
full cash value.  In Michigan, the
modified acquisition value system was
imposed upon an established system
of calculating and equalizing property
values.  While taxable value serves as
the tax base, city, township, and
county assessors continue to deter-
mine SEV.  California’s method of
calculating market value prior to 1978
was arguably not as strong, so there
was little reason to cling to it after
adoption of Proposition 13.  In Cali-
fornia, the sale price serves as the full
cash value, unless there is reason to

think the transfer was less than an
arm’s length transaction.

Assessed and Market Values

Because California has adopted this
method of determining full cash value,
tracking the differences between the
market value and the assessed value
for taxation purposes is more difficult
in California than in Michigan.  The
Public Policy Institute of California,
in a 1998 report, Proposition 13 in Re-
cession and Recovery, looked at the dis-
parity between assessed values and
market values in two counties: Los
Angeles and San Mateo.  Their find-
ings show that 1996 assessed values
were about 71 percent of market val-
ues in Los Angeles County; 61 per-
cent in San Mateo County.

These two counties are largely urban
or suburban in nature, with very little
agricultural property.  Because agricul-
tural property transfers less frequently
than residential, commercial, or indus-
trial property, it is likely that the over-
all gap in the statewide ratio of assessed
value to market value would be wider
than that of these two counties.

Lessons Learned

California offers some lessons to
Michigan in considering the effects of
a modified value acquisition system on
state and local government finances
in addition to examining growth in
the gap between assessed value and
market value.

Differences in Assessed Value of Simi-
lar Properties.  Californians have
struggled with the effect that a modi-
fied value acquisition system has on

the taxation of similar properties.  Two
neighboring properties, similar in ev-
ery way, can have very different tax
bases based solely on the last date of
transfer.  For that reason, Proposition
13 was labeled a “welcome stranger”
system, because newcomers to an es-
tablished community are “welcome”
in anticipation that they will contrib-
ute a larger percentage of support for
local government than the settled
neighbors.

In 1992, a challenge asserting that the
acquisition-value system violates the
Equal Protection Clause of the U.S.
Constitution reached the U.S. Su-
preme Court.  In Nordlinger v. Hahn.
(505 U.S. 1), the court upheld the
California system, because it “ratio-
nally” furthers a legitimate state inter-
est.  The court said, “The state legiti-
mately can conclude that a new owner,
at the point of purchasing his prop-
erty, does not have the same reliance
interest warranting protection against
higher taxes as does an existing owner
who is already saddled with his pur-
chase and does not have the option of
deciding not to buy his home if taxes
become prohibitively high.”  The
court also opined that a state has a
rational interest in neighborhood pres-
ervation, continuity, and stability, and
that Proposition 13’s system of “lock-
ing in” lower tax assessments contrib-
uted to such preservation.

Stable Revenue Flows for Local Gov-
ernments.  Proposition 13 provides
California local governments greater
predictability and certainty of revenue
flows than had existed prior to its
adoption.  A modified value acquisi-
tion system creates a reservoir of un-
tapped tax base that can even out rev-

most of the gap would have opened by
the end of ten years.  With a 12-year

cycle, it takes nearly 30 years for the gap
to stabilize, but most of the gap would

have opened up by the end of 15 years.
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enue flows during a recession.  Because
properties remain subject to the
capped value until ownership changes
and the tax base reverts to the market
value, the year to year growth in mar-
ket value of the properties becomes
less significant than the number of
properties that change ownership.

California experienced a prolonged re-
cession from 1991 to 1995.  Even with
property values falling as much as 30
percent in some locations, the prop-
erty tax yield and local government
revenues did not suffer because of the
reserve value created by this system.

While the rate of growth for SEV ac-
celerates and decelerates correspond-
ing to business cycles, TV grows at a
steady rate because new developments
and property transfers cause the value
of properties to pop-up.  The ability
of taxable value to grow even while
SEV is decelerating is referred to as a
reservoir of untapped tax base (illus-
trated in Chart 2).  Much as a rainy
day fund provides additional funds,
allowing a unit of government to
avoid cuts in services during economic
slowdowns, this reservoir of untapped
tax base provides a stable source of
revenues during economic slowdowns.

Predictable Property Tax Burden for
Taxpayers.  The other side of having

a stable revenue source for local gov-
ernments, is the predictable tax bur-
den a modified acquisition value sys-
tem creates for taxpayers.  In Califor-
nia, taxpayers are certain that the
property tax burden will grow no
faster than two percent per year.  (Tax
burdens in Michigan can grow no
faster than five percent per year as a
result of assessments; rate changes can
cause greater increases.)  Thus, prop-
erty owners can calculate the maxi-
mum TV into the future.

Exemptions.  Proposition 13, as

amended, provides several exemptions
from the reassessment provision.
Homeowners over the age of 55 who
sell their principal residences are per-
mitted to carry their previous base-
year assessments with them to replace-
ment residences of equal or lesser
value. The law requires these moves
to be within the same county, but a
number of counties have enacted reci-
procity provisions.  Additionally, a
property does not return to full cash
value when a principal residence is
transferred from parents to children.

Chart 2
Revenue Reservoir Created by the Modified Value Acquisition System
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