Revenue
· “Get the government off my back.  Where’s my farm subsidy check?”

Opus – Bloom County

As far back as 1776, Adam Smith in The Wealth of Nations laid out some criteria for judging revenue systems. He said that a high-quality revenue system should have equity, explicitness, simplicity of compliance and economy of administration. 

All Revenue Sources 
 $13,652.26 (Millions) 

· FISCAL YEAR 2005

· REVENUE FROM ALL SOURCES
· All revenue categories are reported on the modified accrual basis of accounting, except enterprise, which is reported on the full accrual basis.
· [image: image1.emf]FISCAL YEAR 2011   REVENUE FROM ALL SOURCES   All revenue categories are reporte d on the modified accrual  basis of accounting, except enterprise, which is reported on  the full accrual basis.   $18,942.9 (Millions)    



The Budget Conundrum

· We want balanced budgets:  

· revenues and expenditures are equal

· A constitutional requirement in every state except Vermont 

· No short term deficits, thus, no long term debt

· If I were king of the forest:


lower taxes


no change in the level of services

· When revenues go down, theoretically so should the level of service

· However, especially in times of economic trouble, we don’t want government services cut.

This leaves policy makers with limited options…

· Increase the revenue/tax base

· Tax base:  the individuals, items or industries that generate the revenue

· Income, property, groceries, mining

· Economic development and recruitment

· Increase efficiency

· “cut the fat”

· Across the board and targeted cuts

· Spend more to spend less

Especially since they are already limited

· Limits on state and local government's ability to increase taxes and thus raise revenue:
· The level of wealth and income of the population

· The risk of running off industry and mobile citizens

· Specific Constitutional limits

· No income tax; ¾ vote for increased taxes

· Limits on total revenue growth

· Tax revolts

· Proposition 13 in California

· TABOR – Colorado

· 2005 Oh, well, let’s hold off on that for a bit…

Not In My Back Pocket!

· States without income taxes: Alaska, Florida, Nevada, New Hampshire, South Dakota, Tennessee, Texas, Washington and Wyoming. 

· States without sales taxes: Alaska, Delaware, Montana, New Hampshire and Oregon.

Treasure Hunt!

· OK – Who knows why we keep on going back to the sales tax pot in Arkansas?

Our own special limit

· According to an amendment to the Arkansas Constitution written in 1934, a three-quarters vote — one of the toughest supermajority requirements in the country — is needed for the legislature to approve a tax increase. It takes just nine senators to kill any proposed hike in taxes on income, beer, cigarettes or oil and gas. 

· But there’s a loophole: The rule applies only to taxes that existed at the time the constitution was ratified. General sales taxes didn’t exist then, so they can be increased by a simple majority vote. 

· Governing, How We Tax 2003

Bad taxes, Bad taxes!




· Regressive

· The same rate of taxation, without regard for ability to pay

· Proportion of total income paid for taxes is higher amongst the poor

· Excessive

· Too high, engenders ill will toward government, programs and recipients of services

· Stifling or Punitive

· Causes healthy economic activity to go underground

· May encourage decisions which don’t follow normal economic or market logic

Good Taxes – Stay…

· Progressive

· Opposite of regressive 

· Simple

· Ease and cost of administration and compliance

· Fair

· Related to ability to pay

· Related to services received

· Stable

· Not fluctuating wildly with the economy
The Big Three:

· National average

· sales taxes 25%

· property taxes 35.5%

· income taxes  31%

· Arkansas State and Local– 

· sales taxes  

· income taxes

· property taxes

Sales Taxes

· Sales/use tax

· Collected on the value of goods (and some services) at the final point of sale

· Largest single source of tax revenue for most states

· State revenue often “shared” with local governments

· Can be VERY regressive, especially if food and drugs are taxed (like we do in AR)

Sales Tax

· 5 states don’t have sales tax.

· Who are they?

· Do you pay sales tax on internet purchases?  (You will soon!)

· Do you notice when you pay sales tax?

· Invisible vs. visible taxes

· Use tax is for large items (like cars and trucks) bought in one place, but used in another

Property Taxes

· Ad Valorem

· Based on the value of 

· The value of the property 

X the millage rate 

= the tax owed

Mill=1/10th of 1 cent

Arkansas taxes real and personal property


You must assess personal property by May 31 of each year

Property Taxes

· Very unpopular – 25% say least favorite

· Can be regressive – homestead exemptions and circuit breakers attempt to fight this

· Can be punitive – home improvement efforts yield an increase in tax burden

· Assessment of property values for real estate taxes is often hotly contested

· Increases in millage rate generally requires referendum

· This is a VERY visible tax

Income Taxes

· Collected as a percentage of income

· individual - 43 states

· Not in AK,FL,NV,NH,SD,TN,TX,WA,WY

· corporate income tax - 45 states

· Generates about 1/5th the revenue of personal

· Generally much lower rates than Federal

· This is considered a progressive tax – with brackets and increasing percentage rates

· Largest general revenue tax source in AR

User Fees

· Direct relationship between services received and who pays for the service

· Tuition, licenses, park fees, toll roads

· Often used to

· Avoid saying the word “tax”

· Avoid constitutional revenue restrictions

· Specifically fund a pet project

· Provide a dedicated resource stream

Excise Tax

· Levied on the unit of consumption, not on the value of the item

· A gallon of gas, a pack of cigarettes, a litre of wine

· Often called “sin” taxes

· All states have excise taxes on liquor, cigs and gas

· Many want to set policy with these taxes

· An invisible tax – calculated as part of total sales price
Severance Tax

· Levied on the extraction or removal of a natural resource

· Oil, gas, timber, phosphate

· Pays the state as a whole for the collectively owned resource

· Often passed along “out of state”

· Invisible to the end consumer

Death Taxes

· Combines the two certainties of life…


· Death and taxes

· Estate tax

· On the estate of the deceased – before disbursement to heirs

· Inheritance tax

· On the heir’s inheritance

· Debate:  right to pass along fruits of your labor vs. need to keep wealth from concentrating in a few families

· Farm families, small businesses hit hard

· This is like an  income tax, and has a federal component too

Pari-Mutuel and Gaming  Tax

· Tax on the take or handle from wagering (betting) events

· Thoroughbred, quarter horse, sulky, OTB

· Greyhounds, Jai-Alai, sports book, simulcast

· Casinos, Riverboat

· The state regulates and taxes, but does not conduct events

Lotteries

· Gambling’s cyclical nature

· In another cycle of growth, but will decline

· Lottery History
· The state actually conducts (usually by contract…) the lottery

· General Split of Revenue:

· 50% winnings

· 40% to state

· 10-15% administration and advertising

· Average personal annual expenditure: $183.70
· http://www.taxfoundation.org/taxdata/show/283.html 
Bait and Switch Lotto!

· Lottery funds no longer just earmarked for education  Where the Money Goes
· Supplant: to replace an existing form of revenue with another

· Every thinking person knows the lottery is just a tax on poor people.

· Tracy Ullman

Lottery Contributions to State Government Finances


· Where’s the lottery on our pie chart?

· Georgia: 4.3% 

· Rank: [5]

· US Mean: 2.09% 

· Proceeds as a percentage of own-source general revenue 

· http://www.taxfoundation.org/taxdata/show/270.html 

We could just CHARGE IT!

Three Lovely Words

· And in conclusion…

· Why Should I Care?

· Do you receive services from your government? 

· Do you have a wallet?

· Do you believe in stewardship?

· Tax policy matters!

Principles of a High-Quality State Revenue System


· A high-quality revenue system comprises elements that are complementary, including the finances of both state and local governments. 

· A high-quality revenue system produces revenue in a reliable manner. Reliability involves stability, certainty and sufficiency. 

· A high-quality revenue system relies on a balanced variety of revenue sources. 

· A high-quality revenue system treats individuals equitably. Minimum requirements of an equitable system are that it imposes similar tax burdens on people in similar circumstances, that it minimizes regressivity, and that it minimizes taxes on low-income individuals. 

· A high-quality revenue system facilitates taxpayer compliance. It is easy to understand and minimizes compliance costs. 

· A high-quality revenue system promotes fair, efficient and effective administration. It is as simple as possible to administer, raises revenue efficiently, is administered professionally, and is applied uniformly. 

· A high-quality revenue system is responsive to interstate and international economic competition. 

· A high-quality revenue system minimizes its involvement in spending decisions and makes any such involvement explicit. 

· A high-quality revenue system is accountable to taxpayers.

· National Conference of State Legislatures 2006

