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SENATOR SHAPLEIGH ANNOUNCES RELEASE OF "TEXAS

BORDERLANDS: FRONTIER OF THE FUTURE 2009"

CHALLENGES AND OPPORTUNITIES IN THE TEXAS FRONTIER
"In Texas today, the American dream is distant. Texas ranks 43rd in home ownership rate and 50th in
homeowner's insurance affordability. We have the highest percentage of uninsured children in the nation, are
dead last in the percentage of residents with their high school diploma, and are near last in SAT scores. Texas
now has America’s dirtiest air. On the streets, interest rates on payday loans exceed 1,100 percent per annum.
If we do not change course, for the first time in our history, the Texas generation of tomorrow will be less
prosperous than the generation of today.
Our great state needs a change of course.”

sfestesk s stk sk stk stk ok

AUSTIN - Today, Senator Shapleigh announces the release of the fifth edition of "Texas Borderlands: Frontier
of the Future,” which details many of the issues facing the 43 counties of the Texas-Mexico Border.

On so many issues, what happens on the Border today affects all of Texas tomorrow. From immigration to
health care, from public education to voting, this Report has up-to-date information which may be of use in
making policy, writing grants or analyzing issues.

"In Texas today, the American dream is distant. Texas ranks 43rd in home ownership rate and 50th in
homeowner's insurance affordability. We have the highest percentage of uninsured children in the nation, are
dead last in the percentage of residents with their high school diploma, and are near last in SAT scores. Texas
now has America’s dirtiest air. On the streets, interest rates on payday loans exceed 1,100 percent per annum,"
Senator Shapleigh said. "If we do not change course, for the first time in our history, the Texas generation of
tomorrow will be less prosperous than the generation of today. Our great state needs a change of course."

The full Report may be found on Senator Shapleigh's Web site, www.shapleigh.org, under the "Reporting to
You'" tab.

Below is a full list of chapters, followed by the chapter, "The Texas Tax System: Inadequate and Inequitable."
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“The Texas Tax System:
Inadequate and Inequitable"’

Overview of Texas taxes

A good tax system should distribute tax burden equitably and grow to meet increasing needs.
A balance among different sources of revenue allows the shortcomings of any single tax to be offset
by the strengths of another.1 These two principles are among the nine criteria listed in the table below
from the report devised by the bipartisan Texas Select Committee on Tax Equity in 1989.2



Criteria for Evaluating the Texas State and Local Tax System
ADEQUACY: Should produce the necessary revenue.

EQuiTty: The state and local tax burden should be distributed fairly. Everyone pays their share
according to ability to pay.

EFFICIENCY: The tax system should not unnecessarily or unintentionally interfere with private
economic decisions.

EcoNoMic COMPETITIVENESS: To the extent possible, the tax system should be designed to enhance
state and local economic development.

STABILITY: The tax system should be able to withstand shifts in the economy and promote certainty,
or consistency, for taxpayers and government.

SIMPLICITY: The tax system should be simple enough to require minimal compliance and
enforcement costs.

BALANCE: Government should avoid over-reliance on any one tax or set of taxes. The tax system
should be balanced among a number of taxes.

BROAD BASE: There should be an even-handed treatment of all tax payers so as to keep tax rates low.

INTERGOVERNMENTAL LINKAGES: Those who make decisions on the tax system should recognize
the connections between state and local tax systems.

Source: Select Committee on Tax Equity

According to this model, the Texas tax system needs to change. Our tax system fails the
people of Texas in two ways:

e Texas taxes are not equitable.
e The current tax system does not provide adequate funding to meet Texans' basic needs.

Texas' tax system is extremely regressive, meaning it takes a higher percentage of the income
from a low- or middle-income family than from a high-income family.> This is simply due to the fact
that low- and middle-income families spend a greater proportion of their limited incomes on items
such as clothing, food, and school supplies for their children than families with higher incomes.* A
tax system that imposes a higher tax burden on families whom are least able to bear it is not a fair way
to pay for essential public services.

Texas' tax system also fails to raise adequate revenue to fund essential public services that are
needed to help Texans prosper. All Texans want to provide the best possible education for our
children. They also want access to affordable health care, excellent police and fire protection, well-
maintained roads and parks, and a safety net for those who have fallen on hard times.




The state has relied on essentially the same structure of state and local taxes for the past 40
years: tax revenue is generated primarily by the sales and property taxes. The rates of these two taxes
have been raised repeatedly to stretch this antiquated system to meet the needs of a growing
population and a modern society. Because Texas' sales and property taxes are among the highest in
the nation, raising them further would be difficult. The entire structure must be updated to facilitate
fairness and to support efforts to improve the future for all Texans.

What taxes do we pay?

Three quarters of our state and local tax load is comprised of just two taxes: the property tax
and the sales tax.” Other taxes include the franchise tax, gasoline tax, cigarette tax, and alcoholic
beverage tax. The chart below, State and Local Taxes Texans will Pay in 2009, illustrates that the
property tax alone will account for an estimated 40 percent of all state and local taxes paid by Texans
in 2009. State and local sales taxes will account for another 35 percent.

State and Local Taxes Texans will Pay in 2009
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As the chart above indicates, the estimated taxes an average Texan will pay in 2009 are split relatively equally between state and
local taxes.”

Property tax

The largest individual tax paid by most Texans is the local property tax. Texas has the
13th highest property tax revenue per capita in the nation.® Property taxes may be levied by
school districts, cities, counties and special districts such as junior colleges, hospitals and flood
control districts. Over 3,700 local governments in Texas collect and spend property taxes.” It is
important to note that only local governments can assess and collect property taxes, as a
statewide property tax is constitutionally abolished in Texas.'



With the exception of two counties that form a single appraisal district, each of Texas'
254 counties have their own appraisal district that assesses and values the county's property.''
Local governments then tax the appraised values with tax rates that are set according to their
budgetary needs.'” In tax year 2006, almost 59 percent of property taxes went to the state's
school districts, as indicated in the chart below."

Property Taxes Reported by Unit Type — 2005 and 2006

UnitType 2005 Hu!nber 2005 2005 Percent | 2006 Nu!nber 2006 Percent | Percent Change from
of Units Tax Levy of Levy of Units of Levy 2005 to 2006

School Districts 1,029 5 20,194915,:813 60.3% 1,027 §  20,918,122,059 58.8% 3.6%

(ities 1043 5 4,901,791,597 14.6% 1,044 $ 5,322,985,519 15.0% 8.6%

Counties 254 S 4772,652,208 14.3% 254 $ 5,339,613,542 15.0% 11.9%

Spedial Districts 1376 5 3,609,629,697 10.8% 1433 5 3,972,185,910 11.2% 10.04%

Total 3,702 $ 33,478,989,315 100.0% 3,758 $  35,552,907,030 100.0% 6.2%

Source: Texas Comptroller of Public Accounts™

Sales and use tax

The sales tax accounts for over a third of all state and local taxes paid by Texans.'” The state
imposes a tax of 6.25 percent on purchases of most goods and some services, such as cable television,
debt collection, and insurance services.' Cities, counties, transit authorities, and some special districts
may impose an additional local sales tax of up to 2 percent.'” Combining the state and local tax rates,
Texans can potentially pay a maximum sales tax rate of 8.25 percent. The chart Sales Tax Rates in the
Ten Most Populous States shows where Texas ranks in comparison to the largest states in the nation.
Overall, Texas' per capita state and local sales tax revenue ranks 19th nationally.'®

Sales Tax Rates in the Ten Most Populous States

State State Maximum Maximum

Rate Local Rate Total Rate
1. lllinois 6.25 3.00 9.25%
2. New York 4.00 5.00 9.00%
3. California 6.00 2.75 8.75%
4. Ohio 5.50 3.00 8.50%
5. Texas 6.25 2.00 8.25%
6. Georgia 4.00 4.00 8.00%
7. North Carolina 425 3.00 7.50%
Florida 6.00 1.50 7.50%
9. Pennsylvania 6.00 1.00 7.00%
10. Michigan 6.00 - 6.00%

Source: Individual states' taxing authorities.



The state also levies a 6.25 percent sales tax on the sale of motor vehicles, in addition to taxes
on alcohol and tobacco.”® The sales and use tax is considered a “consumption tax,” since the amount
an individual pays is linked to the amount that individual consumes.

Franchise tax

In 2006, the Legislature dramatically changed the state's franchise tax, which is also called the
"margins tax."*’ Approved as part of a package of bills designed to lower the state's property tax rates,
the franchise tax was amended to "close the loopholes ... by extending coverage to certain active
businesses."*' The tax is paid by any legal entity that does business in Texas and is organized to have
some form of limited liability protection, including corporations and limited liability partnerships.**

The franchise tax fell $1.2 billion short of its estimated forecast, which initially placed the
figure raised during the 2008 fiscal year at $5.9 billion.> Based on 2007 business activity, the tax
brought in approximately $4.7 billion.** As a result of the shortfall, the Legislature will have to rely
on other revenue sources to make up the difference, likely dipping into the $10.7 billion in unspent
revenue that had been considered a surplus.”

The tax will likely be altered again during the 81st Texas Legislature. Numerous
organizations have vocally opposed the effects of the recent expansion of the tax, citing its onerous
impact on small businesses.”®

Other taxes

Taxes other than property, sales, and excise taxes are estimated to account for about a quarter
of all state and local taxes to be collected in Texas in 2009.” Other state taxes, in order of revenue
raised, include insurance taxes, natural gas production tax, oil production tax, utility taxes, hotel tax,
and inheritance tax.”® Local governments also impose utility, hotel/motel, mixed beverage, and other
minor taxes.”’

The inheritance tax in Texas is a “pick up” tax on the federal inheritance tax; instead of having
a distinctly separate inheritance tax, Texas piggy-backs on the federal inheritance tax.*® Thus, the tax
due to Texas is equal to the federal credit allowed for state inheritance taxes paid. This system takes
advantage of the federal credit to reallocate part of the total tax from the federal government to the
state. However, with current federal laws phasing out the federal estate tax, the inheritance tax
revenue that Texas has enjoyed will soon diminish and eventually be eliminated completely if Texas’
tax laws are not amended or the federal is not reinstated.’ The chart below shows the tax revenue
collected via the inheritance tax. Currently, 22 states continue to levy a tax on inherited wealth.*



Texas Inheritance Tax Collections

Actual Texas Percent of Percent Number
Fiscal Inheritance Change from | of Estates
Total Tax . .

Year Tax Collections Previous that Filed

Collections Fiscal Year a Return
2008 $5,580,142 0.01% 5.5% 168
2007 $5,291,127 0.01% (60.4%) 288
2006 $13,360,123 0.04% (86.9%) 1,334
2005 $101,674,348 0.34% (32.7%) 3,126
2004 $151,131,249 0.54% (19.1%) 3,891
2003 $186,844,211 0.72% (44.1%) 4,573
2002 $334,190,915 1.27% 3.7% 6,254
2001 $322,354,926 1.18% 15.8% 6,002
2000 $278,485,511 1.10% 8.7% 6,238
1999 $256,276,550 1.09% (21.6%) 5,358
1998 $326,820,325 1.44% 57.4% 5,626
1997 $207,588,651 0.98% 29.6% 5,178
1996 $160,143,199 0.81% (6.7%) 5,040
1995 $171,605,722 0.91% 12.6% 4,635

Source: Texas Comptroller of Public Accounts

How does Texas compare?

The chart below, Why Are Texas' Sales and Property Taxes So High?, illustrates that most
states attempt to avoid relying too heavily on any one or two sources of revenue. A balanced tax
system provides a steady source of support for public services and protects states from economic
downturns that can affect a single type of tax.”*
designed to safeguard public revenue, Texas' system is more easily subject to large shifts in the
economy. Texas’ weakness is its reliance on only two major taxes—sales and property taxes. As a

33

result, Texas now ranks sixth in the nation in sales tax dependency.”

So while other states have a balanced system




Why Are Texas' Sales and Property Taxes So High?

Relative Sources of Revenue, FY04

Property Sales Income
Texas 48.7 513 0.0
Florida 40.3 59.7 0.0
Washington 329 67.1 0.0
Georgia 32.6 39.1 28.3
North Carolina 27.0 39.7 333
California 29.7 389 314
Mllinois 442 379 17.8
Michigan 40.7 37.6 21.6
Pennsylvania 35.0 36.1 28.8
Ohio 314 34.5 34.1
Indiana 35.1 404 24.5
Virginia 34.5 324 332
New York 35.7 30.3 34.0
New Jersey 51.5 27.6 20.9
Massachusetts 40.2 23.5 36.2

Source: Hovey and Hovey™®

The responsibility for services that should be the obligation of the state to fund, such as public
education and health care, has thus shifted to the local tax base. This over-reliance has distorted the
state and local tax system, and Texas now ranks 49th among the 50 states in total state taxes per
capita, but 13th in local taxes per capita.’’ The distortion is especially severe in areas along the Border
because low property values are unable to generate adequate revenue to fund rising education, health
and social service costs for a burgeoning population.



All but seven states, including Texas, have a third source of revenue—a state personal
income tax—to help balance their revenue systems.™"" Texas is one of only three of the 15
most populous states that do not tax personal income, the others being Florida and
Washington.™* Thus, the majority of states attempt to divide the responsibility for funding
government services equally among sales, property and income taxes. The chart below, Most
States Have a Balanced Revenue System, indicates that the twelve most populous states with
an income tax receive an average of 36.5 percent of revenue from the sales tax, 34.8 percent
from the property tax, and 28.7 percent from the income tax.

Most States Have a Balanced Revenue System

100%
90% -
80%
70% -
60% -
50% -
40% -
30% -
20% -

10%
O% T T T

Percent of 3-tax revenue

TX FL WA GA NC CA IL MI PA OH IN VA NY NI MA

@ Property B Sales O Income

Source: Hovey and Hovey™

The contrast between a balanced tax system and a distorted tax system are most
visible along the Texas-New Mexico Border in El Paso, Texas. As the chart Per Capita
Tax Comparisons of New Mexico and Texas demonstrates, even with a state income tax,
the total per capita taxes in New Mexico are approximately $350 less than those in Texas.

Per Capita Tax Comparisons of New Mexico and Texas

New Mexico Texas
Income $529 N/A
Sales $1,381 $1,319
Property $441 $1,253
Total $2,351 $2,572
Difference +8221

xlii

Source: Hovey and Hovey
What taxes support state government?

The chart Texas Revenue by Source, 2007 shows that our state taxes provide less than
half of state government revenue.*™ The federal government currently supplies 31.6 percent
of Texas' total revenue, while fees and interest provide the majority of the remainder. The
state lottery has a minor role in state finances, accounting for only 2 percent of total net
revenue in 2007.

800 WYOMING AVE., SUITE A * EL PASO, TEXAS 79902
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Texas Revenue by Source, 2007

Percentage

of total

revenue
Tax Collections $36,955,629,884 47.9%
Federal Income $24,376,052,502 31.6%
Net Lottery Proceeds $1,551,975,844 2.0%
Licenses, Fees, Permits, Fines and Penalties $6,914,295,978 9.0%
Interest and Investment Income $2,372,705,358 3.1%
Sales of Goods and Services $538,835,356 0.7%
Settlement of Claims $537,942,295 0.7%
Land Income $751,358,474 1.0%
Contributions to Employee Benefits $237,887,499 0.3%
Other Revenue Sources $2,952,608,025 3.8%
Total Net Revenue $77,189,291,215

Source: Texas Comptroller of Public Accounts™"

The chart Flow of Major Revenues details how the major revenue sources relate to
one another in the 2008-09 biennium.
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Flow of Major Revenues
For the 2008-09 Biennium

ik Federal income Fees, Interest 2007 General
<80.2 Billion <48.9 Billion and Other Income Revenue Balance
527.7 Billion 58.7 Billion

Reserve for
2007 ESF Transfer
51.7 Billion

2008-09 Total State Revenue
%156.8 Billion

Dedicated
Revenue
5£79.3 Billion

General Revenue-
Related Revenue
5§77 .5 Billion

Reserve for
2008-09 ESF Transfer
52.0 Billion

Reserve for
2007-09 ESF Transfer
53.7 Billion

Federal Income Dedicated 2006-07
$48.9 Billi General Revenue Adjusted Balance
e $5.9 Billion

$7.0 Billion

2008-09 General Revenue-Related
Funds Available for Certification
4825 Billion

Other Funds
£24.5 Billion

Nate: Totals may not sum because of rounding.
Source: Susan Combe, Texas Comptroller of Public Accounts

xIvi

Source: Texas Comptroller of Public Accounts

The chart below, Where Your State Tax Dollar Comes From, reveals that Texas funds
state government primarily through consumption taxes. In addition to the sales tax, Texas
state government counts heavily on the motor vehicle sales and rental tax (8.4 percent of tax
revenue), motor-fuels tax (7.7 percent), and “sin taxes” on alcohol and tobacco (5 percent).
Consumption taxes account for almost three quarters of all tax revenue collected by Texas
state government.*™"

800 WYOMING AVE., SUITE A * EL PASO, TEXAS 79902
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Source: Comptroller of Public Accounts, Annual Cash,2005. Table 3, “Revenue by Source.”



WHERE YOUR STATE TAX DOLLAR COMES FROM
2008-09 BIENNIUM

Other Taxes 2.6% —

Insurance Taxes 3.3%

Cigarette, Tobacco and
Alcoholic Beverages Taxes 5.0%

Corporation
Franchise Tax 14.7%

Sales Tax
52.0%

Motor Vehicle Sales
and Rental Taxes 8.4%
Motor Fuels Tax 7.7%

Qil and Natural Gas
Production Taxes 6.3%

TOTAL = $81,211.2 MILLION

Source: Texas Legislative Budget Board™™"

How does the state spend our money?

Recent efforts at increasing transparency and accountability in state government have
created new ways to examine state spending. Via an Internet-based search program, Texans
can now see exactly where their state money is spent.*"™

The bulk of state spending goes toward education and health and human services,
which together account for approximately 80 percent of the state budget.! The majority of

state education spending goes to public schools, which alone accounts for nearly 30 percent of
all state expenditures.
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WHERE YOUR STATE TAX DOLLAR GOES
2008-09 BIENNIUM

General Provisions 0.3%

Regulatory 0.3% The Legislature 0.4%

Business and Economic

Development 6.4% General Government 2.1%
e s
Natural Resources 0.9%

Public Safety and
Criminal Justice 8.8%

Health and

Human
The Judiciary Services
0.5% 21.8%

Agencies of Education
58.6%

TOTAL = $81,211.2 MILLION

Source: Texas Legislatve Budget Board"

Who pays for public schools?

Texas public schools are funded primarily by a combination of state and local funds,
as can be seen on the chart, Texas Public Education Revenue. During the 2005-06 school
year, which is the most recent data available, local revenues comprised 54.6 percent of total
school revenue and were the largest source of school districts' budget. The state's contribution
of 33.9 percent provided most of the remainder of public school support.  The federal
government contributed only 11.5 percent of total school revenue."
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Texas Public Education Revenue
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Public school finance has always been a major issue facing Texas. But within the
school finance issue there has been the question of how to ensure that all Texas children are
well-educated while funding that education through a local property tax. Because property
wealth is not evenly distributed across the geography of the state, some school districts had the
advantage of taxing a larger tax base than others. In essence these districts are property-
wealthy, relative to other school districts that do not have as large a tax base. This has led to
some school districts being able to provide a more comprehensive and rigorous education for
their students than other school districts. The chart below, Per Student Instructional
Expenditures, highlights the difference in per student instructional expenditures between the

wealthiest quintile of school districts and the poorest quintile of school districts.
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Per Student Instructional Expenditures
Property Wealthiest Quintile v. Property Poorest Quintile
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As a result, a series of legal challenges were raised against the state’s school finance
system to force the state to provide more equitable public school funding. These challenges
resulted in the Texas Supreme Court ruling that at a minimum, "districts must have
substantially equal access to similar revenues per pupil at similar tax effort.""

In response to that decision, the state developed a school finance system that took into
account the characteristics of the districts themselves, such as size, as well as the
characteristics of the students each district educated, such as a student’s risk of dropping out.
This formula driven system made use of recapture, also known as “Robin Hood,” that requires
school districts over a certain threshold of property-wealth to share their property-tax revenue
with property-poor districts."!

However, as can be seen in the chart below, beginning in the year 2000, the state
failed to provide increased funding for public education and instead used increases in property
values at the local level to fund higher costs in public education from factors such as
additional state requirements, enrollment growth, and inflation. In order to make up for the
lack of state support, many school districts gradually raised their local tax rates to or near the
maximum of $1.50 per $100 of property valuation.

800 WYOMING AVE., SUITE A ¢ EL PASO, TEXAS 79902
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Twenty Five Years of State and Local Funding for Texas Public Schools

20,000.0

18,000.0

16,000.0

14,000.0 4

12,000.0

10,000.0

Billions

—— State Funding
—— Local Funding

8,000.0

6,000.0

4,000.0

2,000.0

0.0

O N U ¢ ox M O A D D DN N D O P AN DD O NDL D H
FEFEFELES LS LSS TS

*Texas Taxpayers and Research Association

In 2001, both property-wealthy and property-poor school districts sued the state,
alleging that they were forced to adopt higher rates in order to meet state requirements.
Therefore, they argued, the local property tax had become a de facto state property tax, which
is prohibited by the Texas Constitution."" Other districts joined the suit, alleging that the state
had failed to support an adequate level of funding. They point to the provision in the Texas
Constitution that requires the state to “make suitable provision” for an education system that
ensures “a general diffusion of knowledge.”"™ On November 22, 2005, the Texas Supreme
Court, in a 7-1 opinion, found that the school finance system had evolved into an
unconstitutional state property tax and gave the Texas Legislature a deadline of June 1, 2006
to correct the constitutional violation.

In response, the 79th Legislature entered what was then the fourth special session on
public education finance to address the opinion of the Supreme Court. That session eventually
passed House Bill (HB) 1, which made adjustments to the state school finance system that
included provisions to increase equity and infused additional state dollars into the system to
reduce the local property tax to $1.00 per $100 of the value of a property.™

However, because it was possible under the new finance system established under HB
1 for some school districts to receive less funding than they were receiving prior to the passage
of HB 1, the Legislature enacted a “hold-harmless” provision in the bill* The hold-harmless
provision basically assured that no district would receive less money per student in future
years than it did in either the 2005-06 school year or the 2006-07 school year, whichever
provided higher funding levels. However, this provision was meant to be temporary until the
state was able to provide formula funding in excess of the amounts districts received through
the hold-harmless funding levels.

800 WYOMING AVE., SUITE A ¢ EL PASO, TEXAS 79902
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As a result, the school finance system established under HB 1 has not been fully-
implemented and school districts are currently funded through hold-harmless funding. No
mechanism was established in HB1 to eliminate the hold-harmless funding method, nor has
the state provided additional funding above those levels established in the hold-harmless. This
has led to a complete abandonment of a formula driven school finance system, and little
rhyme or reason as to the funding levels a district receives. The chart below, Target Yields by
Wealth, shows the wide-ranging and almost random levels of funding school districts receive
through the hold-harmless provision despite the fact that all districts are evaluated using
identical criteria. For example, for the 2007-08 school year, Clint ISD's maintenance and
operations revenue on a weighted average daily attendance basis is $5,164 per student. In
Highland Park ISD, however, they receive $5,906 per student. This allows Highland Park to
access much more revenue than Clint. Clearly, the return to a formula driven, equitable
school finance system is one of the single biggest challenges facing public school finance in
Texas today.
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Is our tax system fair?

There are certain principles of good tax policy that are consistently recognized by tax
groups, academic, and governmental studies.™ The Texas tax system does not measure up in
two of the key criteria of a good tax policy: it does not distribute the tax burden equitably and
it does not provide a stable source of adequate revenue from a balance of sources.

An equitable tax system distributes the burden of paying taxes according to the ability
of each taxpayer to bear that burden. A generally accepted measure of ability to pay is the
current income of the taxpayer. An equitable system would require individuals to pay the
same share of taxes as the share of income earned.
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A tax system that takes a larger share of the income of higher-income taxpayers is
known as progressive, while a tax system that takes a larger share of the income of lower-
income taxpayers is known as regressive. The Texas tax system is regressive, primarily
because it relies so heavily on the sales tax, which takes a larger proportion of income from a
low-income family than from a high-income family. The chart below, Sales and Property
Taxes Paid as a Percentage of Income, reveals the regressive nature of both the sales and

property taxes.

Sales and Property Taxes Paid as a Percentage of Income

7
9
6 L |
1
s L |47
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= ' i 2.0
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Tax as percent of total income

0 T T T T
<$24,899 $24,899- $45271- $69,614- >$109,182
$45271  $69,614  $109,182
Household income
(each represents approximately 1.75 million households)

@ Sales and use tax B Property tax

Ixii

Source: Texas Comptroller of Public Accounts

A regressive tax system results in lower- and middle-income families paying more than their fair share of taxes.
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Lower- and Middle-Income Texans Pay More than their Fair Share of Taxes
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0% / . -
Under $24,899 $24,800. 545,271- $69,614- Over 109,182
$45,271 £69,614 $109,182
Annual Household Income

Source: Center for Public Policy Priorities™"

As previously discussed, most states rely on a personal income tax to balance their tax
systems and to counteract the regressivity of sales and property taxes. An income tax can be
designed to ease the burden on lower- and middle-income families by exempting all persons
below a certain level of income or applying a lower tax rate to persons with lower incomes.

Does our tax system provide adequate revenue?

In order for Texas to compete, the tax system must produce an adequate revenue base
to support needed services. Texas, after all, faces an uphill battle. The state is currently:
e 50th in the percentage of the population with health insurance;™"
e 50th in the percentage of children with health insurance; ™
e 7th in the percentage of children living in poverty;™"
e 50th in the percentage of the population over 25 with a high school diploma;
e 43rd in home ownership rate.™"""

Ixvii and

At the same time, however, Texas ranks last in the country in state government per
capita expenditures. In other words, the programs that exist to help reverse the above trends
are funded with less revenue than any other state.
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State Government Expenditures Per Capita

15 Most Populous States
2005 State
Expenditures
50 State Per Capita
Ranking (in millions)
4 New York $7,082
9 Massachusetts $5,911
11 California $5,802
14 New Jersey $5,657
19 Ohio $5,279
20 Washington $5,254
23 Michigan $5,090
24 Pennsylvania $5,065
32 North Carolina $4,553
36 Illinois $4,361
37 Virginia $4,335
40 Indiana $4,221
47 Florida $3,963
49 Georgia $3,702
50 Texas $3,549
United States Average $4,959

Source: Texas Legislative Budget Board™™

State Tax Revenue
15 Most Populous States

PER $1,000 OF PERSONAL INCOME
TEXAS $4234
Georgia $5552
Florida $56.11
Virginia 556.11
llinois $57.05
New Jersey $60.12
Pennsylvania 56290
UMNITED STATES 563.41
Massachusetts $64 37
Mew York $65.01
Ohio 565.69
Indiana §65.81
Washington $66.48
Morth Carolina $69.24
Michigan $71.00
Califomnia $73.71

Source: Texas Legislative Budget Board™

Texas, as discussed previously, relies primarily on sales and property taxes. A good
tax system should reflect all sectors of a state’s economy, so that revenue grows naturally
along with the economy, without frequent increases in tax rates. The mainstay of the Texas
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tax system, the sales tax, has not evolved to match the changing nature of the Texas economy.
When the sales tax was adopted in 1961, a larger portion of Texas' economy involved the sale
of goods—i.e., items that had been manufactured. However, the fastest growing sectors of the
modern Texas economy are related to services, not goods.IXXl The service-producing sectors
are now responsible for approximately 80 percent of the states’ employment and 63 percent of
output.IXXII For example, just one area—professional services such as accounting, engineering,
management, legal, and healthcare—provides 28 percent Texas' nonagricultural
employment.™"

The tax system should not rely too heavily on just one or two types of taxes, but
should divide the burden among different sources of revenue to preserve balance in the system
over the long-term. Texans need a more equitable state and local tax system to support their
government as it meets the challenges of the 21st century. Revenue should be collected from
Texas families and businesses in an equitable manner to ensure that all citizens pay a fair
share. Texans deserve a tax system that contributes enough revenue to provide our students
with a world-class education, to give our citizens a transportation system that will help
stimulate economic growth, to keep our cities safe and clean, and to help less fortunate citizens
in times of need.
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