



















































































































































































































































































































































































































































































Appendix A
LESSONS FROM STATE TAX REFORM IN THE 19808

During the 1980s, a number of states attempted reform of their tax structures. Some sought
massive overhaul, others incremental change. Although each state’s experience sprang from
unigue political, economic, and cultural situations, it is possible to learn from successful and
unsuccessful reform attempts. Lessons from other states can help Florida pave the way for
positive fiscal change.

Successful Tax Reform

The states of Tennessee, Indiana, and California provide examples of successful tax reform.,
Each state, however, accomplished very different objectives. In the early 1980s, Tennessee,
under the direction of Governor Lamar Alexander, undertook far-reaching reform to develop the

. fiscal capacity to invest in Tennessee’s future. Indiana Governor Robert Orr lauriched a success-

ful campaign to raise the state income tax to finance comprehensive education reform in 1987,
Also in 1987, California simplified its tax code to conform to the Federal Tax Reform Act of
1986 and also added several provisions, such as tax credits for rescarch conducted with uni-
versities, designed to spur technology-based economic development. The experiences of states
such as these suggest the following reform principles:

» Tie change to specific initiatives—From the beginning, both Tennessee and Indiana linked
their tax changes explicitly to specific expenditures, namely, on education and other factors
fostering competitiveness. Citizens knew where their additional dollars would go and what
the expected results of their expenditures would be. Once convinced of the reform’s merits,
voters could feel positive about a change that would allow greater control over their state’s
future, rather than demoralized by a change that merely aliowed an administration to cover
a deficit or sustain existing programs. Creating an atmosphere of crisis and threat,
especially through use of the media, was critical in winning broad-based support.

* Emphasis on accountability—Voters knew what the tax change was expected to accom-
plish and how the state would know it was meeting its promised goals. In Indiana, accoun-
tability—ensuring “bang for the taxpayer’s buck”—was the linchpin of both fiscal change
and education reform. As taxpayers grow ever more distrustful of government, govemment
must dermonstrate efficient use of taxpayer resources and build accountability measures into
policy reform. )

* Focus on simplicity~~In California and Tennessee, simplicity was a pragmatic objective
that proved politically powerful. The drive toward simplicity, in compliance and adminis-
tration, was a powerful argument for change to a system, such as California’s, perceived as
overly complex. Especially after the federal reform experience of 1986, simplicity may be
synonymous in voters’ minds with fairness.
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Unsuccessful Tax Reform

Louisiana, North Dakota, and Pennsylvania provide recent examples of unsuccessful tax
reform. Louisiana voters twice rejected a tax overhaul plan promoted by Governor Buddy Roemer
in 1989, which, among other measures, would have raised gasoline and income taxes. In North
Dakota, a very low-tax state by any measure, voters rejected modest increases in the state’s sales,
income, and motor fuel taxes. The increases were supported strongly by the Governor and the state
Chamber of Commerce. From these state experiences, the following lessons might be drawn:

* Broad change-—Changes in several different tax provisions to enable across-the-board
expenditure increases in public services proved too extensive. Voters in North Dakota and
Louisiana could not relate the proposed increases to their personal or community needs.
Louisiana voters, who have never been involved in tax changes, had to choose among 13
amendments that they knew were broadly designed to shift more tax burden onto indivi-
duals rather than businesses.

» Climate of government mistrust—In Louisiana, voters simply could not believe the reform
advocates’ promise that tax change would be extensive but not affect most Louisianans.
North Dakota’s referendum on the tax increase came when voter confidence in state legis-
lators was low, because of perceived voting in their self-interest. This climate helped
engender excessively conservative, some would say even spiteful, voting patterns on the
tax issue in this normally cautious state. '

-+ Effective use of media by populist opposition—For some populist advocacy groups, any
tax, no matter how small, no matter how “necessary,” is too much tax. In North Dakota
and Louisiana these groups orchestrated sophisticated media campaigns (commercials,
toll-free numbers) to fuel voter distrust of and disdain for government.
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Appendix B -
SUPPORTING DATA FOR CHAPTERS V AND VI
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Table B-1

GROWTH OF MAJOR STATE AND LOCAL TAXES, ACTUAL COLLECTIONS, AND
COLLECTIONS BASED ON 1970 TAX RATES, PER HOUSEHOLD, ADJUSTED FOR

INFLATION, 1970-89
Index of Growth Average Rate of Growth
Taxes Actual 1970 Rate Actual 1970 Rate
Total state taxes 116 84 1.04 -0.73
' Total quantity-based taxes 45 34 -3.95 -5.33
Spirits : 37 21 -4.83 -7.79
Wine 74 38 -1.04 -4.85
Beer 59 40 -2.48 --4.71
Gas tax 44 32 -3.79 -5.49
Motor vehicle tag fees 48 52 -3.19 -291
Tobacco 40 28 -4.52 -6.37
Total value-based taxes . 163 117 291 1.07
Corporate income* 97 87 0.24 -0.34
Documentary stamp 153 83 3.70 - 0.76
Estate ' 199 . 199 5.00
Insurance premium 97 - - 80 - 056 -0.80
Intangibles 124 . 124 3.29 3.29
Parimutuel 28 29 -6.37 -6.10
Sales and use . 163 107 2.88 0.62
Udlities—gross receipts 196 163 4.00 2.96
Local taxes 126 :
Property tax 126 1.42
Municipal franchise fees* 0.89
Municipal public service tax*** -1.01
Households 221 4.27
Real personal income per household 118 0.89
Real taxable value per household 158 2.59

* Based on period 1972-89,
**  Based on period 1977-87.
***  Based on period 1972-87,

Note: Index of growth is based on values set to 100 for 1970, per household, adjusted for nflaton.
Sources: Florida Tax Handbook, Finance, Taxation, and Claims Commitiee, various issues,
Florida Consensus Estimating Conference, various issues.
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Low Taxes

Low Labor Costs

Available Workforce

Education

Transportation

This indicator measures how much 2 state uses its capacity to tax compared with other
states. The source of the data is the annual study of state fiscal capacity conducted by the
Advisory Commission on Intergovemnmental Relations (ACIR), a leading authority on
state tax burden.

This indicator measures the cost of manufacturing labor in a state. The source is prepub-
lished data from the U.S. Depariment of Labor, Bureau of Labor Statistics, Employment
and Earnings, May 1989,

This is a composite indicator comprising percentage of adulis 25 and over with 4 years of
college education, number of engineers and scientists per civilian labor force, ratio of
workers employed in advanced-technology industries to tota! workers, and the ratio of
employed adults to the total adult population. The source is a special stady conducted by
Grant Thomton, Chicago, IL, March 1989.

This is a composite indicator comprising the average salary of teachers as a proportion of
average pay of all workers, student-teacher ratio (K-12), high school graduation rate, state
expenditure per student for public education (K-12), per capita higher education
expenditures as a percentage of per capita income, and literacy rates. The source is a
special study conducted by Grant Thornton, Chicago, IL, March 1989.

This indicator measures the quality of transportation for individuals, in both commuting
and daily life. Among the factors used in this index are the percentage of a stats’s expen-
ditures dedicated 1o transportation, the average urban commute time, the pavement condi-
tion of roadways, traffic-related fatalities and injuries per capita, per capita state transpor-
tation expenditures, and the average daily traffic volume. The source is a special study
conducted by Grant Thornton, Chicago, IL, March 1989, :

EXHIBIT B-1 EXPLANATION OF GRANT THORNTON INDICATORS (FIGURES 1I-1 THROUGH II-4)
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Appendix C
DETAILED DESCRIPTION AND RATIONALE FOR EXAMPLE 1—
REFORM THE EXISTING SYSTEM

This appendix provides a detailed explanation of the changes that could be made to each of
Florida’s existing revenue sources, changes that together would result in marginal improvements
in the pro-competitiveness of the overall system.

Sales Tax

» Eliminate exemptions where taxation won't cause pyramiding—Repeal exemptions for
products and other activities where like products or activities are taxed. This includes
motor fuel and taxing on-site construction in the same manner as factory-built homes and
buildings. Tax consumer purchases of household utility services, with exemptions for
basic local telephone charges, the first 750 kWh of electricity, and a comparable quantity
of natural and bottled gas.

* Reduce pyramiding—Reduce pyramiding by exempting certain purchases by business
firms—machinery and equipment, electricity, and telecommunication services. -

"+ Expand use of “use tax”—Apply “use tax” to television, radio broadcasting, and the
“gift” portion of newspapers, magazines, and other publications. -

The major effect of these sales rax changes is to improve the efficiency, pro-investment, and
neutrality of the current sales tax. Efficiency is improved when some pyramiding is eliminated
by exempting the purchase of machinery and equipment, electricity, and telecommunication ser-

vices by business firms. The exemption of machinery and equipment will encourage more
invesment by reducing the cost of capital. '

Neutrality is improved by eliminating certain exemptions on consumer purchases. A “use tax”
is applied to the “gift” portion of newspapers, magazines, and other publications whose sale price
does not reflect the true cost of the publication. Their full costs will thus be taxable, as is the full
cost of other goods and services. The use tax is applied to television and radio broadcasting, so
that they are treated in the same manner as other information and entertainment services. Con-
struction activity s treated in the same manner as factory built buildings. Household utility ser-
vices are taxed above a certain minimum level; business utility purchases are already taxed.

Property Tax
* Eliminate exemptions—Eliminate the homestead exemption and replace with a “circuit

breaker” form of property tax relief. (Required constitutional amendment—Article VII,
Section 6). Assess currently exempt personal property.
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« Change assessment practices—Assess property at full value, Assess all land at market
value. Assess personal property at IRS book value if close to market value. Put new
construction on tax roll when usabie.

*  Make rate changes—Tax nonagricultural land at a higher rate than other property.
(Required _consximtional amendment—Article VII, Section 2).

»  Orther changes—Repeal or modify “early” payment discount.

Overall, the changes in the property tax increase its equity, efficiency, exportability, diver-
sity, and neutrality.

Eliminating exemptions improves the diversity, newtrality, and equity of the tax base. Certain
types of personal property, currently exempted under the constitution, are taxed. These include
commercial motor vchi‘clcs, motor homes, some boats, airplanes, trailers, and trailer coaches.
Railroad equipment is currently taxed, though it competes with the exempt trucking industry.
Boats and mobile homes are exempt, though they are substitutes for real-property living quarters.

Replacing the homestead exemption with a “circuit breaker” form of tax relief will improve
the wax's diversity, efficiency, and equity. The current homestead exemption provides tax savings
benefits to homeowners regardiess of their need, and provides no benefits to renters. Applying to
both homeowners and renters, this change could provide tax relief in the form of a rebate or
income tax credit, when property tax payments exceed a portion of taxpaycr mcomc—typxcally
5%. The rebate or credit would be limited to $250-$500.

Changing assessment practices improves diversity, neutrality, and adminisiration. A state-
wide Florida grand jury has criticized the fact that Florida assesses property at 75% of market
‘value or less, rather than full market value. Taxation at full value, as recommended in this
option, will expand the tax base and shift some of the tax burden to residential property.

This example also recommends taxing agricultural land at its market value, rather than its
lower “use” value. No other industry receives this benefit. New construction should be put on
the tax roll when put to its intended use; until then it is inventory. Currently, new construction,
excluding the land value, can escape taxation for up to 22 months. Business personal property
could be assessed at its reported book value for federal tax purposes if its value is close to current
assessed values, since businesses and local appraisers often have difficulty assessing personal
property. Last, consideration could be given to taxing nonagricultural land at higher rates than
buildings and personal property to avoid discouraging investment in urban areas.

The expected increase in taxable values due to these assessment changes could lead to either
rate reductions or additional revenue to fund schools and other local govemment activities.
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Repealing or modifying the “early payment” discount improves efficiency. Florida gives
taxpayers an early payment discount as large as 4% if they pay their property taxes within four
months of the date bills are sent, instead of by the due date in April. Since school districts begin
their fiscal year July 1, and other local governments October 1, the early payment discount may
be too great and could be tied to short-term interest rates. Consideration could also be given to
requiring the payment of property taxes for all taxpayers by the end of the year instead of April,
when most of the school year is already over.

Corporate Income Tax

*  Eliminate or limit special deductions, exemptions, and credits—Repeal deductions for the
“loss carry-forward” from corporate purchases and mergers and the targeted jobs credit.
Repeal $5,000 exemption. (Required constitutional amendment—Article VII, Section 5
(b)). Limit interest deductions for nonfinancial companies to net after-tax earnings.
Repeal miscellaneous corporate tax credits.

* Tax noncorporate entities—Tax Subchapter S corporations and limited partnerships.

* Create ax credits and deduction—Allow credits for state gross receipts tax and local
franchise fees on electricity-providing firms.

Eliminating or limiting special deductions, exemptions, and credits improves the tax’s diver-
sity and neutrality. The $5,000 exemption of net income could be repealed, since its value to 2
corporation is only $275, and it is applied to both large and small corporations. The deduction
was intended for small businesses that actually operate as proprietorships or parmerships. The
interest deduction could be limited to net after-tax earnings. The current deduction favors use of
debt more than equity capital. Losses carried forward from purchased or merged businesses
would be disallowed so that all companies are treated alike in their cost of capital. Other miscel-
laneous tax credits should be repealed and restored, if appropriate, only after their public purpose
and accomplishments are evaluated.

Taxing noncorporate enities—Subchapter S corporations and limited partnerships—improves
neutrality. These entities, which compete with corporations, escape taxation completely because
Florida does not have a personal income tax.

Creating tax credits for the utilities gross receipts and local franchise fees will reduce the
heavy impact of utility taxes in Florida relative to those in other states.

Intangibles Tax
Tax on mortgages

* Eliminate tax on mortgages—Repeal intangibles tax on mortgages and replace with an
additional $.20 documentary stamp tax on deeds.
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Tax on stocks, bonds, and other intangibles

» Tax other intangibles—Tax cash value of annuities, life insurance, and retirement
accounts.

* Change personal exemptions—Repeal personal exemptions. Apply value of exempted
securities against personal exemptions.

+ Eliminate taxes—Repeal tax on accounts receivable,

Eliminating the intangibles tax on mortgages and replacing it with a $20 increase in the
documeniary stamp tax on deeds improves its equity, diversity, neutrality, and administration.
The tax on deeds is broader and more equitable than one on mortgages, since not all purchased
property is mortgaged. Elimination of this tax will eliminate the cost of administering a second
1ax.

Eliminating the many exemptions to the tax improves the tax's equity, stability, neutrality,
and efficiency. The tax on accounts receivable should be repealed since the capital to support
such assets is already taxed as stocks, bonds, or bank loans. The tax exemptions granted life
insurance, annuities, and retirement accounts should be repealed to broaden the base and improve
neutrality. The existing houschold exemption should be repealed or made uniform. Individuals
should not be treated differently from couples. Cash and near-cash substitutes may remain
exempt or apply to the value of the exemption.

Documentary Stémp Tax

Tax on deeds

* Increase the documentary stamp tax on deeds by $.20 to make up for repealing the intan-
gibles tax on mortgages.

Taxon notes, charge accounts, etc.

» Change in the tax base—Limit the tax to documents not subject to the intangibles tax.
Tax security dealer loans.

Changes in the documenziary stamp tax improve its neutrality and efficiency. This option
recommends extending the tax to security dealer loans, but then exempting from taxation those
intangibles subject to the intangibles tax.

Estate and Inheritance Taxes

* Change credir and rate—Repeal credit for other states’ taxes.

* Add an inheritance tax—1Instead of increasing the estate tax above the federal credit, add
an inheritance tax.
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The change 10 the estate wax improves growth. Florida's take is reduced by the amount of tax
paid other states for the property in those states. It is argued that Florida must give the credit so
that it maintains an advantage over other states in attracting wealthy persons. There is no evi-
dence to substantiate this claim and the credit’s importance to Florida’s economy. Florida’s

estate tax is one of three taxes to grow faster than the state’s economy, though it amounts to only
20% of a 1-cent sales tax.

The addition of an inheritance tax improves diversity, growth, equity, and exportability.
Exportability is increased because the nonresidents who benefit from Florida estates would be
taxed. Vertical equity is increased because the tax is mildly progressive. Horizontal equity is
improved because all inheritors of Florida estates, including nonresidents, are taxed. The
addition of the inheritance tax broadens Florida’s tax base and provides growth likely to exceed
that of the economy.

Utilities Taxes
Local utilities tax - . R
* Improve neutrality—Extend tax to unincorporated areas. Tax all interstate and intrastate
telephone calls at lower tax rate. :

The changes recommended in the municipal utilities tax improve its neurrality and diversiry.

This option recommends giving authority to all counties to levy the tax in unincorporated areas.

This would eliminate the current reward for locating in unincorporated areas. Three counties
(Dade, Duvall, Brevard) already apply the tax countywide. This option also recommends
improving the uniformity of the tax on telecommunication services. The tax should apply to all
telecommunication services, not just to local service charges.

As corporate payments of the state utilities gross receipts tax and local franchise fees will be
deductible under the corporate income tax, Florida’s high utility tax burden relative to other
states will be reduced.

User Fees

* Setjees appropriately—Require fees 1o reflect marginal cost of providing the service, in-
cluding seasonal variation in use. Require fees in excess of total cost to be listed as 2 tax.
Provide capital contribution credit for the portion of fee received for future expansion.

* Expand use of fees—Use fees to cover traffic accident reports, bridge tenders, and ambu-
lance service.

Changes recommended in user fees improve their link to benefits received and efficiency.
User fees that are intentionally set above cost should be separately identified on each bill, so the
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true cost of the service is known to the public. User fees, 'speciﬁcally those for the provision of
utility services, should reflect the cost of providing services to different locations at different
times of the year or day. Existing utility users should not be charged for the cost of plant expan-
sion to serve new development or for future plant replacement without receiving some credit for
their above-cost charge. Last, this option recommends expanding the use of user fees where
appropriate, perhaps for traffic accident reports, bridge tenders, and ambulance services.

Special Assessments

* Expand use of assessments—Use for property benefiting from road improvements, for
local parks, for meeting full costs of airports and waterports (m conjunction with user
fees), and for utility extensions.

» Improve collections—Collect monthly when possible.

Changes recommended in special assessments improve their efficiency, neusrality, and diver-
siry. ldentify additional opportunities to use special assessments when there are justifiable bene-
fits to property, such as for local parks, airpofts and waterports, road improvements, and utility
extensions. Develop guidelines for the use of special assessments to avoid cases where assess-
ments do not bear a direct relationship to benefits received by property ownets (e.g., landfills,
solid waste disposal, fire protection services). Special assessments should be collected monthly,
when possible, to avoid the once-a-year burden of paying spec;al assessments and property taxes
at the same dme.

Impact Fees
= Extend to existing properties—Levy impact fees on existing propertics when mfrastruc-
ture is expanded or improved.

*  Refine Ievymg practzces—Lmnt impact fees to directly benefiting properties; do not
“double count” road trips for fees on business property; replace impact fees with special
assessments where appropriate,

Changes recommended in impact fees improve equity and linkages to ability to pay. To be
consistent, once impact fees are first used to pay for infrastructure for new development, they
must be used to replace infrastructure needed by “old” development. Care should be taken not to
double-count traffic flows in levying road impact fees. This option also recommends looking for
opportunities to substitute special assessments for impact fees, since special assessments are a
less costly way to pay for infrastructure (because they are bondable at municipal bond interest
rates). Another alternative is to place all new construction in a property improvement district and
use a special property tax to pay for the needed infrastructure. The property tax would then be
partially exported. '
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If you would like more information about Crossroads, or would like to be
involved with the Florida Chamber’s ongoing efforts to 1mp1cment the
strategic directions outlined in Cornerstone, please contact:

Tom Keating

The Florida Chamber of Commerce Foundation
P.O. Box 11309

Tallahassee, F1, 32302

904/222-2831







