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The Tax System and
Public School Financing in Texas

On January 29, 1997, the House Select Committee on Revenue & Public Education Funding met for the
first time to consider Governor George W. Bush’s property tax relief proposal. The governor proposed
to reduce local property taxes by using state revenue to cover a greater share of public education financing.
One month later the committee set aside the governor’s plan in order to examine the two issues of taxation
and public school financing from a broader perspective. The question facing the committee, chaired by
Rep. Paul Sadler, was whether to focus solely on property tax relief or to devise a tax system that would

adequately fund public education for the future.

While the committee supported property tax reform, it

expressed general agreement that this change alone would not be sufficient to satisfy future public funding

needs for public education.

The House select committee is now examining
alternative revenue sources with growth potential to
fund the $38 billion needed to support public
education in the coming biennium and beyond. At
present, the state pays less than 47 percent ($17.7
billion) of the total cost of funding public schools,
while the local contribution amounts to more than 53
percent ($20.2 billion). The committee has examined
various alternative revenue sources. Some would
require implementing new taxes, such as the gross
receipts tax, a value-added tax like the business
activity tax proposed by Gov. Bush, and a personal
income tax. Others would revise the current tax
system by expanding bases of the sales tax and
franchise tax and the local business property tax base
to include tangible and intangible property and by
imposing a state property tax on business property.
The committee also is exploring eliminating
exemptions and exclusions to the property tax, motor
fuels tax and severance taxes. According to committee
data, more than $9 billion could be raised over the
next biennium alone by expanding the sales, franchise
and motor fuels taxes, allowing the state to assume a
much larger share of public education funding.

Although tax bills must originate in the House, Lt.
Governor Bob Bullock has appointed a special Senate

Gov. Bush has said he would consider the committee’s recommendations.

committee to stay abreast of property tax relief and
public school financing in anticipation of House
action. The 11-member committee, chaired by Sen.
Ken Armbrister, is examining the governor’s
proposed tax plan. In addition, the Senate
Education Committee, chaired by Sen. Teel Bivins,
is looking at alternatives to the current school
finance system that recaptures and redistributes
property tax revenues from the wealthiest school
districts to poorer school districts, commonly known
as the “Robin Hood” plan.

~ Overview of the e
Current Tax Structure_f-vvv S 2

Evaluating the Texas Tax System 9

s

Texas Public School Finance - 13
‘The Governor's Tax Plan 18
. Tax Attéfnatives 22

No. 75-11



Page 2

House Research Organization

State/Local Share
of Public School Funding
Fiscal 1998-99

State $17.7 billion (46.7%)
Local $20.3 billion (53.3%)
TOTAL $38.0 billion*

*Does not include federal funds.

On March 14, Rep. Sadler filed legislation (HB
3394, HB 3395, HJR 116 and HJR 117) to be used
as legislative vehicles for whatever tax and public
education finance proposals the select committee
decides upon.

Overview of the
Current Tax Structure

Public services in Texas are funded by a mix of
local, state and federal funds. State taxes account for
about 50 percent of estimated state revenue for fiscal
1996-97; non-tax revenue — such as federal funds,
fees, lottery sales, land income and investments and
dividend payments — make up the other 50 percent.

Texas has relied on essentially the same structure
of state and local taxes since the state first imposed
a general sales tax in the early 1960s. The sales tax
and the local property tax are the state’s primary
sources of tax revenue and account for more than
three-fourths of local and state tax collections today.
Over the years, the Legislature has tinkered some
with this structure, dropping a relatively small state
property tax in 1982, making changes in calculating
the corporate franchise tax in 1991 and expanding
the sales tax base several times between 1972 and
1990.

While the basic state-local tax framework has
remained relatively constant, tax rates have been
increased several times over the past decade to
stretch the system to meet changing spending patterns
and economic conditions. The proportion of local tax
revenue that funds state and local services has
increased in recent years to 50 percent, up from
about 40 percent in 1982. As a result, some state
leaders and economic analysts have questioned the
adequacy and fairness of the revenue system and its
ability to meet long-term public needs.

State and local shares

In Texas local taxes make up a larger share of the
state-local tax burden than in other states. The
primary local tax is the property tax, which may be
levied by school districts, counties, cities and special
districts, such as junior college, hospital, and
navigation districts. A state property tax was
constitutionally abolished in 1982.

Property taxes accounted for 42 percent of total
state and local taxes in Texas in 1995, followed by
state general sales taxes (28 percent) and other state
taxes (23 percent). Local government sales taxes,
which are collected by the comptroller and remitted
to local jurisdictions, totaled 7 percent of all state
and local taxes in 1995.

Percentage of Local Tax Revenue
from Major Tax Sources
Calendar Year 1993

85.5
14.5

Property Tax
Local Sales Tax

Source: Legislative Budget Board, 1996-97 Fiscal Size Up.

Business and individual shares

Business pays roughly 60 percent of total state and
local taxes in Texas; individuals pay the remaining
40 percent. The tax burden on Texas business is
higher than in other populous states. Among the 10
largest states, only Florida, which like Texas has no
personal income tax, relies as heavily on business to
pay a majority of state and local taxes. In 1991
then-Governor Ann Richards’ Task Force on Revenue
recommended that the tax burden be evenly shared
between business and individuals.

Local property taxes make up the primary tax
burden on businesses, with sales taxes ranking second
and special taxes, such as the corporate franchise tax
levied solely on business, third. Property and sales
taxes account for about three-fourths of all taxes paid
by business. For individual taxpayers, sales taxes
are the leading tax, accounting for about 40 percent
of the total. Property taxes are second at 33 percent
and motor fuels taxes a distant third at 8 percent.

i
|
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Sales Tax 54.6%

Motor Fuels 11.7%

Major Sources of State Tax Revenue

Other 5.2%**

Cigarette & Tobacco 2.9%
Insurance Premiums 3.2%

Oil & Natural Gas 4.2%

Franchise Tax 8.3%

Motor Vehicle/Housing 9.9%*

Total tax revenues fiscal year 1996: $19.762 billion

* Motor vehicle taxes constitute 90 percent of the Motor Vehicle/Housing category.
** Other includes: Alcoholic beverages, utilities, inheritance, hotel/motel and other miscellaneous taxes.
Source: Comptroller’s Annual Cash Report Fiscal Year 1996.

Property taxes

The leading single source of state and local tax
income in Texas is the property tax. In 1995 local
governments in Texas levied nearly $16 billion in
property taxes.

Property taxes are generally considered to be
proportional taxes, i.e., the amount of the tax as a
percentage of income is relatively constant among the
vast majority of taxpayers.

According to the Legislative Budget Board (LBB),
school districts have been responsible for 69 percent
of the property tax growth since 1984. School
district property tax revenues increased by 107
percent from 1984 to 1993, swelling from about $4.2
billion to $8.7 billion. The average effective tax rates
of school districts increased even faster than overall
rates, from 60 cents per $100 property valuation in
1984 to $1.42 in 1996. Recent school district
increases are linked in part to the state’s efforts to
equalize school funding without abandoning what is
fundamentally a property tax-based finance system.

revenue.

As state revenue has been shifted away from
relatively property-rich to property-poor districts, the
property-rich districts have increased tax rates to
offset the loss of state aid and redistribution of local
At the same time, a system in which
greater local tax effort is rewarded with more state
aid has created an incentive for all districts to boost
local tax rates.

Percentage of Property Taxes Collected
by Taxing District
Calendar Year 1995

Special Districts 10.4
County 14.7
Cities 16.0
School Districts 58.8

Source: Comptroller’s Annual Property Tax Report, Tax Year
1995.
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Although property taxes create disparities in the
value of taxable property among school districts and,
thus, inequities among school districts, they do have
one advantage over other taxes: they generally are
stable during recessions, when revenue from sales and
income taxes can drop sharply. Nonetheless,
unusually volatile property values in the 1980s
caused dislocations in the property tax base. Total
school district appraised values dropped from a peak
of $761 billion in 1986 to $726 billion in 1992. In
1995 they had risen again to $778 billion.

But the new gains in property valuation were not
across-the-board. For example, in 1985 single family
residences were valued at $224 billion, while oil, gas
and mineral valuation stood at $87 billion. By 1995
home valuations had increased to $301 billion, but
oil, gas and mineral values had dropped to $32
billion. Furthermore, the amount of property
valuation to support each student is lower than it was
in 1985 because student enrollment and inflation have
increased, while property valuation is now level with
what it was in 1985.

The decline in appraised value in the late 1980s
was exacerbated by the growth of exemptions and
abatements, which removed $36.7 billion in property

value from the tax rolls in 1985. In 1995, those
exemptions had grown in value to $59.9 billion, a 39
percent increase.

Tax abatements also may exempt from taxation all
or part of the value of improvements and personal
property, except inventory and supplies, in a
designated area. Cities and counties may set up
reinvestment zones and abate taxes on new facilities
and expansion of existing facilities in the zone. SB
7 by Ratliff, the school finance bill enacted in 1993,
required that calculations of total taxable property
include property value abated by school districts,
causing school districts with tax abatement
exemptions to receive less state aid.

In addition to exemptions and abatements, the
Legislature allows certain agricultural and timber
land to be taxed based on productivity, i.e., the
difference between market value and productive value
of the land. Over the past 11 years, the average
annual property tax valuation loss under this program
has amounted to $67.6 billion. Totally exempt
properties — churches, federal property and property
owned by state or local governments and institutions
of higher education — are not included in the total
property valuation but can be considerable. For 1995,

Agriculture and Timber
Productivity Appraisal 49%

Pollution Control
Exemptions 0.33%

State Mandated Property
Tax Exemptions 23% *

Property Tax Exemptions

Total value of land exempted from property taxes in 1995: $117.89 billion

* State mandated property tax exemptions include a $5,000 residential homestead exemption and a
residential property tax freeze for those 65 and older.
Source: Comptroller’s Annual Property Tax Report, Tax Year 1995

Freeport Exemptions 2.2%
Other 0.16%

Local Option Exemptions 12%

Veterans Exemptions 0.25%
Local over 65 Freeze 4%

Tax Abatements 8.4%
Tax Increment Financing 0.24%
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add srgnlflcant lmprovements

B Property Tax Exemptlons
Constltutlonally mandated L
" Basic $5 000 reS|dent|al homestead exemptlon o :{;’;v\f L o ‘

. Tax freeze for persons 65 or oIder ) Iong as the person Ilves m the home and does not 1

Constltutlonally allowed wrth Ieglslatlve approval L :; |

. Addmonal homestead exemptlon for persons over 65 or dlsabled (Legjslature may exercise

~-option to specnfy the amount and condmon of ehglblhty tor addltlonal exemptlon for such :

mdnvuduals based on economlc need) . g; B
$3 000 homestead exemptlon for dlsabled veterans

“Freeport optlonal exemptlon mstltuted in 1992 walvmg tax on certam goods wares ores

v ‘merchandlse and tangible personal property ‘used in the repair and mamtenance of- alrcraft
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_ Sales ‘iand use ltax‘es ‘

- the state.

‘ ‘are’ Alaska, .

. and petroleum products do not quahfy)

operated by a certified air carrier that are in the -state: for 175 days or less (onl natural gas

o PoIIut|on control exemptlon begun in 1995 for property used to control pollutlon
Local optlon L T e
Addmonal exemptlons of up: to 20 percent of a re3|dences appralsed value

Addltlonal exemptlon of at Ieast $3 000 for the drsabled or persons 65 or older A

the comptroller estlmated the value of totally exempt ‘
property at $38.4 brlhon out of a total statew1de»
" market’ value of $816 7 b11110n ‘ -

‘ Sales taxes supphed more than one th1rd of all
‘ state and focal tax revenues in Texas in 1995 and-
' 54.6 percent of state. taxes in fiscal 1996.. The state

sales’tax is the largest single source of revenue to
Sales taxes are especrally important - in
states that do not tax personal income.

to Texas, other states- that ‘do-not tax personal mcome :
’ South. ' Dakota,- -

Washlngton and Wyoming. New Hampshlre and ,
s Tennessee tax only mvestment 1ncome)

Fiorida, Nevada

The Texas state sales tax rate at. 6 25 percent 1s,jf
-~ one of the hlghest in the ‘nation; only Mississippi, -
' Nevada, Rhode Island: and. Washington have higher. -

I

(In addmon‘; ‘

state sales tax rates In Wyomlng, the sales tax rate .

. can be adJusted ‘annually- accordlng to . a formulaf ‘
based on-balances in the’ unapproprlated general fund_ '

A _and the school foundatron fund. The Texas
-ffLegrslature has raised the sales tax rate four times

" since. 1984 and expanded the, tax base repeatedly to-. -

’ “‘-embrace a much wider range of- goods and services. .
Cities, countres, transit systems, and certain other o
. districts. may 1mpose local sales taxes totaling up to =~ - -
~ an additional two percent 's0 that many Texans pay S
e total sales tax: of 8 25 percent ' ‘

-The sales’ tax is consrdered to be a regressrve tax -
- because it takes a hlgher percentage of income from
* taxpayer$  with lower incomes.’
- tempeéred. the regressivity by. exempting from the sales - .
- tax everyday basic- needs such as food medlcme and :
: -medrcal care, and utrlrtres ’ :

State sales tax - revenues for ﬁscal 1996 amounted R
to nearly $19:8 billion. The Comptroller’s Office has : = -
‘-~est1mated that sales tax exemptrons, exclusrons and D

However, Texas has o
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o

dlscounts W111 cost Texas $14 6 b11110n in. ﬁscal 1997 _‘sulphur) The- 1argest sales. tax’ exclus1on is $6 b1111on“ ‘
an, amount . eéqual to nearly 75 percent of ‘the 1996 _ for’ materlals used in manufacturmg, a provmon,‘ “f :
sales tax collection. ‘However, about: '$2.5 billion of - intended to keep Texas manufacturmg competitive ‘ )
that total are items taxed under other laws (crudé oil, - “with other states that exempt: manufacturmg materlals ‘
“motor vehlcles motor fuels mlxed drlnks cement and,'fu ;from the sales tax : . S R
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Ma]or Sales and Use Tax

“Exemptions and Exclusions =
~ Estimated State Revenue Gain -

Flscal 1998-99

Exemption v

' Advertlsmg serwces

‘128 3 N
 cents to. 30 cents per gallon .for oasohne and diesel -

- fuel could pour an additional $550. million into the =
".Available School Fund in fiscal 1998-99, the

(mllllons of dollars)
. Food for’ home consumptlon $ 1,758. 05,1'
Resudentlal gas and electricity - 974.2.
: _Prescrlptlon medicine and dewces 2465
- Health care services o S
-~ (physicians, health practltloners) ... 4973
'Dental serwces o . 1045
Water o 256.0 -
Gas and electricity ~ - Lo
- used in manufacturmg - 5777
Gas and electricity used in’ mmmg 726
Manufactunng machlnery and equipment. 638.0
e Packagmg and wrapplng supplles : «_279,.9; N
o Agncultural |tems ‘ : 608.0 ..
’Agrlcultural manufacturlng machmery I
-~ and. equipment* - o - 68.5
Agrlcultural gas and electncnty 23.8
: Repalr for certaln alrcraft . - 18.6
: {Mlscellaneous transportatlon servrces - 2925
'Legal services . . 2216
Accounting and. audit servnces - 1136.0. :
. Architectural and’ engineering services ' 226.9 = .
- Brokerage and financial services -~ - . 72029 -
. Computer programming serwces o g 58 4‘_
.~ Management consulting - ’ o
and public relations services - . 80 9v
o Temporary Iabor supply serwces
Real estate ‘commissions - o
Constructlon labor costs .. 288.3
Barbeér and beauty servuces 728
Car wash- services - IR o 20,0
. .Automotlve mamtenance and repalr .- 2853
‘Newspapers and newspaper mserts ~ 36.0
Magazine subscrlptlons - 421

- .50urce: 'Compt‘roller s Offlce, Revenue Estimating’ . N

) ?Motor ’Fuels » Tax"

Motor fuels taxes on. gasohne and dresel fuel are_ N

B ~the second most’ important source of state tax. - -

revenue, accountrng for about 12 percent of revenue
in fiscal 1996 at $2. 321 b1111on

since 1991.

- 75 percent. goes t0 the State Highway.

i Maior,Motorf Fuel”s"Ta)“('»Exemption's' S

e

Estlmated State Revenue Gam
: Flscal 1998-99

~Exempt|on

(mnllrons of dollars*)
- Aviation © o, $180.1
" Railway Engme , - 23,00
o Agriculturatuse ~ . - . 16.4" |
~Industrial and commercxal 10.0 .
. Marine - 86
. fConstructlon e 3.7

”Computed at a tax rate of srx cents per gallon

A 10 cent increase in current tax rates from 20 ‘

comptroller estlmates " The’ Hrghway Fund wouldl__-

' reallze an addltronal $1: 650 brlhon

N ~

, : Motor vehlcle sales and rental taxes
1923 ?;,

“The 6 25 percent sales tax on motor vehrcles

“,.collected $1 765 brlhon in" frscal 1996 and 1s the

R

ey .

The tax rate’ for‘ S
: \oasohne ‘or. d1ese1 ‘has stood at 20 ¢ents per gallon -
Reventues from these taxes. do not rrseff '

- with inflation because the fuels tax is flgured at a )
. flat rate per. gallon. The revenue is constitationally . = -
dedicated:
. Fund and 25 percent to the Available School Fund.

- 'The Comptroller’s Office estimates that more than -
"+ $241.8 million could be collected in fiscal 1998-99. . -
- from repeahng certain motor fuels tax exemptrons and
o ‘taxmg them at a s1x -cent: per gallon tax rate.



state ] thrrd largest source of tax revenue
- is'levied on the sales pr1ce of a motor veh1c1e less the

" value of any trade-in. A sales tax of 10 percent also -
is levied on car rentals, dropprng to 6.25 percent after -
30 days. The- state also 1mposes a6.25 percent Texas-

» .apportionment tax on certain motor vehrcles such as
buses. and trucks,

. Texas.
September 1, 1997.
$20f.2 mill‘ion. -

Motor veh1cles taxes have consrstently provrded.{

from 6 to 8 percent of state tax revenue over the past
two decades. ‘The sales tax rate increased from: 4

' ’percent in the early. 19805 to the current level of 6.25 .

_.percent. : One quarter- of - the revenue from, the motor

~ vehicle sales tax is ded1cated by law to- publrc -

educatron through the Foundat1on School Fund

The Comptroller s Offrce estrmates that $59 3j
'mllll()n could be raised in the next’ ‘biennium’ by"'.-

o keeprng the 6.25 percent sales tax on 1nterstate motor

. carriers and. imposing -2 tax. ‘of '6.25 percent ‘tax on .
manufactured housing sales, adjusted to. exclude o

constructron labor -COSts.

- Corporate franchlse tax e

The state’ s maJor busmess tax the corporate:.'

‘ &franchrse tax, was the fourth largest tax source- for

Texas in fiscal 1996 brmgrng in 8.3 percent of. allg‘;_ mrght cur - afoul of the' Texas Constrtutlon g

. prohibition against taxing personal income without - \

-The number of non- corporate forms

‘ ,of business have become more common in Texas in-~ ...
'the last 10 - years Texas. has about 2,300 lrmrted .

’ :lrabllrty partnersh1ps compared to’ 1, 125 in New,
‘iYork SRS s

pay the higher of $2.50 per $1 000 of taxable .capital "

" state tax collections. The tax accounts: for 16

- percent of all taxes pard by busrness
capital or “earned -surplus.”

. operatmg loss deductions, with offrcer and~ drrector
compensatlon added’ back 1nto the base. Taxpayers
or 4.5 percent of earned surplus ‘The ‘earned surplus

. tax base, but since corporate proﬁts tend to - fluctuate .

l"taxable capltal was - retarned as. a; more stable"g'

. alternatlve base

The burden of franchrse tax habrlrty among the;i
'sectors of the. Texas economy does not cottespond to =" -
the contributior each maies to the grosg state *“'in the next biennium. However the more- “than 2,000

Manufacturmg corporations account’ for a

: product

T

The ':tax \

operated 1nterstate by Texas
. resrdent carriers ot domiciled or dorng ‘business in" -
‘This tax is- scheduled to be repealed = .
In fiscal 1996 the.tax brought in -

:'professronal associations..

‘exempt1ons

- - The corporate

franchrse tax can be figured based on erther taxable;,
Earned surplus is.a -
firm’s federal taxable income; before any net’.

.voter approval

-'($2 b1llron) and - non-profit .

‘}4t

'lower percentage of the gross state product than does' V
i the service sector but they pay a larger percent of
‘ﬁthe tax. : AR T

S

s an’ income’ tax, whrle others

taxmg a frrm ] net worth

‘The' franchise. tax is pa1d by

. Ho‘uiséf’ ,Repsge_arcrh; ._Ojr‘g‘an'ization' s

A Sorne say that the corporate franchrse tax frrst :
‘lev1ed in 1907, o
‘contend.- that it differs from an 1ncome tax. by also R

The franchlse tax has been crrtrcrzed for berng
oyt ’1nequ1table because it ‘favors some business: sectors at. - ..
. the expense of Gthers.-

corporations, 1nclud1ng subchapter S corporations, - L

) banks, savings- and, loan institutions; and. limited’,
,»lrabrlrty compames dorng business m Texas, but

exempts. partnershlps sole proprretorshrps and

10 percent of firms requrred to pay -the-tax, Wthh
means the tax burden falls on-a few, large flrms

“The. comptroller estrmates the value of franchrse tax -
to profit- makrng and_ non-profit "

corporatrons Wlll amount to $700 mrllron 1n flscal-

yeAT 1997, L T

1996 for the House Ways and Means: Subcommittee™

om ‘Franchise Tax Avordance 1ndlcated the state could
'1ncrease its frarichise tax revenue by $i11 million a
., year by, taxmg 1ntang1ble assets based on busmess—
~;‘commerc1al domrcrle rnstead of place of 1ncorporat10nﬁ r
“and by: tax1ng certarn 11m1ted 11ab111ty ‘entities.
" However, ‘some’ tax experts say that extending the -
- franchise tax to noncorporate limited lrabrllty ‘entities -

A report prepared by the Comptroller s Ofﬁce in

Sy .

"The' comptroller calculates’ E
that 90 percent of the. franchise tax is paid by the top »

The comptroller estrmates the state could collect;, T

option ‘was designed to provide a'more clearly; defined almost $2.3 billion in fiscal 199899 ‘by. repealing -

franchise- tax exemptrons and deductions for for-profit: - - )

corporat1ons

$814- mrlllon in 1998- 99
insurance . companres alone s valued at $209 mrllxonr

" insurance companres operatrng in Texas paid
‘insurance premium- taxes. amountmg to over" $627
;'mlllron 1n 1996 alone

o R
< - 4

.y

(8273, million) -

: "The value- of ‘the largest srngle L
) exemptron noncorporate entities,. is. estrmated to be B
"The exemptron for . °




Pages9' 3

House - Research Organization

‘Severance taXest, o '

in 1996 they accounted: for only 4.2 percent.

~ School Fund to support publrc educat1on

. tax revenue.

. Tobacco and alcoh‘OI“ 'ta'xe\s\\ .

_ Accordtng to'comptroller estlmates, a new
"severance tax on lignite coal could bring in $186 4 :
. mrlhon in the next brenmum

“Sin- tax” revenue has dropped steadrly since. -

1972, when it accounted for 13,6 percent of -state

only 2.9 percent of state tax collectlons

[RS

s

' The House select 'committee has‘discussed ralsing -
the cigarette tax from 41 cents, a level set in 1990, .
to 61 cents per pack ‘which would ralse $408 3 -

o mrllron in- flscal 1998 .99,

N |nsurance occupatlon taxes

premiumis. The rate pa1d on insurance premiums

\Avarres life, .accident and health insurers pay 2 flat
“rate of 1.75 percent; collections on other insurance * ‘economically efficient ‘taxes that promote growth ease 3
: -,lrnes are based on the insurer’s proportion of’ Texas-ﬁ‘

based investments and range between l 3 perc:ent v

N and 2 percent

In 19‘47 the federal .gover‘nment‘ exempted the

insurance 1ndustry from federal regulatlon leaving
- regulation of the - 1ndustry to the individual states. -
‘Insurance regulations — and .taxes —'in one state -
~track those in other states

N \ -

In 1982 severance 3

In fiscal 1996, these taxes represented
Just ‘over -
1.8 percent of the c1garette tax is statutorlly =
" dedicated to the Foundatron School Fund. One-- =
_ fourth of the beer wine and hquor taxes is allocated L

by statute to the Available School Fund and the“j

'Foundatlon School Fund. -

: Othe,r' taxes-~ :

“pefrcent of state tax revenues. _
“inheritance - tax, hotel occupancy . tax, ut111ty taxes = -
levied on gas, electric and water utilities, cement. . °
- 'production tax, sulfur productron tax,- bingo rental tax; - .
: bedding tax, controlled substance tax and boxrng and'; W
‘.,wrestlrng admissions- tax. s

Evaluatlng the Texas Tax System

In ﬁscal 1996 the state collected $626 6 mlllron
'in taxes from ‘the insurance 1ndustry in Texas
of the revenue- came from the tax on insurance:

Most o

New or hrgher taxes on‘*

5 '\

i rlnsurers operatrng in Texas could have the effect of o
‘ ;. triggering a retallatory tax in another state.
Y ‘ “with lower rates can tax Texas insurers doing. busrness :

. 0il and natural gas tax collectlons — called
severance taxes — have fluctuated sharply wrth the
" ups and downs of the industry. - L
"' taxes accounted for 27 percént of state tax revenue: - .-
‘One-" .
‘fourth of the révenue collected . through severance
. taxes'is const1tutrona11y dedicated to the FoundatlonJ )

in that state'at the- hlgher Texas tax rate, putting thel;_
Texas 1nsurer at a compeutlve drsadvantage

The Comptroller s Ofﬁce estrmates the state could.

collect $104.7 million in ﬁscal 1998-99° by revoking -
‘the tax credits for the guaranty fund premium: cred1t':‘i- .
_allowed insurance: companres ,
insurance companies may be. assessed ‘amounts to-
. cover the insurance claims .of an. 1nsolvent ‘insurance ..
\company Life; accrdent and health and property and -
'casualty insurers are allowed to apply as a tax credit
on ‘their premiums fax the amount pard 1nto ‘the T
‘guaranty fund. at the rate of 10 percent a year: until L
“their entire assessment is recouped. Title insurers are.
‘ allowed a recovery rate of 20 percent a year s

.Undeér current law,

include life and health’ Medrcare/Medlcard premiums

-~ and examination. fee and overhead assessment credits - - .
valued at $45 m11110n and $8.7 mrlhon respectlvely,- -
‘over the blennrum S r ’

Certarn crtterla have been generally recognlzed as.
‘standards - for evaluatmg any system of taxatron
" These standards- 1nclude stable. taxes from- a varlety of -

sources, equltable dlstrrbutron ‘of the tax ‘burden,

of admrmstratron and accountablhty

o The tax system 1n Texas has achteved revenue ‘
__growth and stability only through a series of tax rate
" increases and -tax base expansions. A
_economic changes, mcludmg downsrzmg in the oil and - :
- gas industry begrnmng in 1983 and a- shift away- from " o

- Further, major

producmg goods and toward provrdmg serv1ces have g

. skewed the tax base

A

A state

Other exemptlons to insurance premrum taxes'j

Remarnrng tax revenue sources represent 5 20
They include the state . .



" - households.

F?age 10-~ o I e e
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The marnstay of- the state tax system the sales"'
tax; has not kept pace w1th récent economic changes k
. In-a healthy tax system, sales tax revenues grow as
) consumptron 1ncreases wrthout changes in the sales
- tax rate. But in Texas, the- Legrslature rarsed the .
“sales ‘tax rate four’ times-in six years, from 4 percent .
to 4. 125 percent in 1984, 5. 25: percent in~ 1986, 6 .
‘percent .in- 1987 and 6. 25 percent in . 1990
. Furthiermore, over the . same- perrod the Legrslature;
-expanded’ the tax base repeatedly to embrace more

i Equltable dlstrlbutlon of tax burden

goods and services.

- ’Balance among revenue sources

Most states try to reach a balance among rncomel’

.:taxes, sales taxes and local property taxes. ,A
‘balanced state: and local tax system -often promotes

" - fairness, since. a taxpayer who pays a dispro- -

.portronate ‘share - of « one. tax _may pay a. relatively low
share of another tax.

et

In a balanced system the weakness of ‘one tax“x

may be offset with the strength of . another " For

The sales tax is. relatrvely popular with. the voters

" “since it is- usually paid in small amounts and-is’less
obvious than income or property ‘taxes. However the
'sales tax is regressrve ~— it takes-a’ hrgher proportion -
- of income-from low-income, compared -to hrgh-mcome_,»
In contrast, while a. personal income-tax.

can'be more progressrve and rts révenué tends to rise

:“faster than overall economic growth ‘the revenue it . -
’ '\generates can be relatively volatile.
income tax also tends to. be 1ess popular among'b

(ﬂ,voters than the sales tax = -,

_ On average states rely on the sales tax and -
- personal 1ncome ‘tax to generate one-third each of -

total state tax revenues, with other taxes accounting

- for the remarnmg third. Srnce Texas does not.-impose -

- a. personal income. tax it compensates through the

general 'state sales tax, “which produces more-than o
_.one-half of state tax revenue, and the motor vehicle .-~
. sales tax, wh1ch produces another 10: percent of state -
" Texas also: derrves more revenue than““f
, ‘most states from excrse taxes, such as the motor fuelsj"
e tax (11 7 percent of state tax revenue in. 1996) and -

tax revenue

“sin” taxes on tobacco and alcohol (5. percent)

Excrse taxes. are regressive, and their revenue often .
lags - behmd the growth of the economy, although they»\

‘ vprovrde a relatrvely stable source “of revenue -

B

*average of’ roughly 30 percent
on local property taxes has been an. 1mportant factor.
‘in the publlc -school. ﬁnance System because school-
districts. have vastly drffermg capabrhtres to’ generate
‘ frevenue from’ therr local property tax. bases

. -The defects of each tax tend . .
Tto ¢ average out” and reduce taxpayer drssatrsfactron ,

. "tax ‘to rmpr,ove the, equrty of, the‘ general system

' The personal - viewed in relatlon to ‘income.

1conducted by the' comptroller showed that- Texas "
- families ‘Wwith the lowest income paid proportlonately

~ " more of their- income in state and local taxes'than drd
‘the wealthiest famrlres
‘of $10,000 paid-an average of 8.11 percent of their
g annual -income in- state . and. local taxes; families with -
" an’ 1ncome of $100 000 pard only 5 23 percent ‘of

,therr 1ncome 1n taxes

, ,\.‘

Texas relres on. the property tax to ralse an. f"
Qunusually large proportlon of total tax revenue.-

Texas, Tocal property taxes account for 42 percent of -

: total State and local’ taxes, compared to a national

This unrque reliance

T An equrtable tax’ system generally refers to one 1n

'~whrch ‘taxpayers of similar means: pay 51m11ar ‘taxes,
- or one that. 1ev1es taxes based on- abrlrty t6 pay..
‘Abrlrty to pay Mmay ‘be. measured by the value. of
. property holdings, consumer spendmg, or income. A
~tax system: that takes:an equal percentage ‘of income

from: taxpayers at ‘all income- levels is consrdered
proportronal ”

on partrcular taxes: A balanced system could contam

a'regressive tax: provrdmg a stable source of revenue 1

that is offset by a more progressive, but less stable,

The Texas tax system appears regressrve ‘when
“A 1992 equity study -

Famrlres with a'gross income

e

N B

The regressrvrty of the Texas tax system reﬂects

flrts heavy rehance on ‘the state and local sales’ tax;.
“which is the most burdensome tax” for. all’ income".
}_levels except the. vvealthrest who pay. proportronately
~-more in- property taxes.
- ,-nearly twrce as large a proportron -of their income in -
sales taxes as do the wealthrest

.The poorest’ famrlres pay

‘Some’ of the -smaller
taxes — 1ncludmg those on alcohol tobacco, gasolme

o L " “ o

In"

* while one that ‘takes -~

) Judgments about whether a tax system is.
" progressive or. regressive generally are made on: the :
. basis of the state and local tax system as whole, not

]

“A system that takes a’ higher -
.,percentage of- mcome from taxpayers wrth lower
" incomes is called regressrve _
a larger share of 1ncome from hrgher 1ncome .
,..taxpayers 1s called progressrve , e

) 1nstance, a_sales tax can be desrgned so that 1ts‘_« . -
" revenue grows nearly in proportron to the economy. - -

R

“

and motor vehrcle regrstratron — are. even more )



s j'federal income taxes.
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regressrve For 1nstance the poorest fam111es ‘pay

- nearly 1 percent of their income' in alcohol and .
« than the tax burden in busmess smng decrsrons

-tobacco taxes, while families with average income

" pay about 0.5 percent and the wealthrest pay -0. 2/

_percent:.

~in property taxes
‘property taxes and state income taxes from: the1r

~taxes. The 1991 report from the Governor s Task

- _Force on Revenue recommended that the ‘state tax .
"pohcy maximize deduct1b111ty ‘of state taxes. from" R ’
Ease of admlmstratlon

‘federal income taxes. ~ Approximately 18 percent of
’LTexans 1temrze on therr federal income tax returns

Economlc efflclency and growth

Experts say. taxes ‘should have a. neutral effect on

- consumer choices and produce’ economic - efﬁclency .
and growth. A’ tax - burden spread over many tax
'bases with few exemptrons, deduct1ons or other .
special: prov1s10ns also. helps minimize economrc .

- distortion. . For instance, when the state sales tax was

~ expanded to include certain services, it lessened the
. effect that tax has in the ch01ces consumers make on\."l
"The low
“overall tax levels in Texas. also 11m1t 1nterference 1n~ \

'purchasrng a product versus a service..

pnvate economrc dec1srons

N

Tax 'incentives, such as the recently created‘

"exemptlon from: propérty taxes for pollution control
devices, can distort economic market decisions by

providiig a government reward for certain behavior..”
" However, these distortions are accepted because the\
" ‘behavior rewarded is ‘considered soc1ally desirable.

. Nonetheless, taxes are usually more effect1ve in

drscouragmg undesirable activities; such as smokmg,' \

than they are in promotmg desirable activities, such
as business investments. Tax incentives are often
_criticized as beneﬁttlng those who ‘would: perform the
desired action. regardless of the tax benefit.
appropriations, “tax expendltures made by tax
- incentives tend to be 1nv1srble and may grow wrthout
-.adequaterev1ew s

‘ Taxe‘s ‘als,o“ may affect business decisions regarding'
where to locate facilities, although research indicates

oy

P : = " “considerations_of interstate compet1t1veness
Increasmg the sales tax. rate in Texas could._-
negatively" 1mpact 1nd1v1duals in all income.
categor1es even, if the increase were linked toa cut
-Individuals can only deduct of. the state to relocating or expandmg ﬁrms ,
‘frequency with which state and local tax rates have © -
‘been changed in recent years" and ‘the percelved o
v 1nadequa01es of the pubhc education system also. may ' S
_detract from the state’s competltlve position. Long-.
-term. gains in personal income, in Texas will be the
~ultimate 1nd1cator for how well the tax systemf
'promotes growth ' : : .

* If the amount of property tax
paid were reduced and replaced by consumption
. taxes Texans who itemize deductions on- their federal .
- income tax returns would have to pay more in federal ..

. experts
© -the government and comphance costs to the taxpayer. = -

. eva51on

| :srmple

Unlike

-

E bthat the ava1lab111ty of a Well tramed workforce and SR

’oood transportat1on -are more 1mportant con51derat10ns

£ . N .

Tax pollcy is frequently affected by such'
The
state s relatlvely low tax burden overall may grant:
Texas a compet1t1ve advantage but the high share of .
taxes paxd by business may weaken the attractiveness

A good tax system should be srmple ‘say mostl .
It should minimize ‘administrative costs to

Most taxpayers should voluntarily comply ‘with the

law,[and efficient enforcement should prevent“i"f
C1t1zens should understand the tax syStem - . -
and feel that most people are paytng therr fa1r share P

For most T exans the state tax system is extremely
The average’ citizen. rarely "has to calculate__.i
state or local tax liability. Taxes are- e1ther built into
prices, as with’ “gasoline and- crgarettes, or.are °

computed by someone else, as with sales and. -
" property ‘taxes.
‘becomeincreasingly compllcated partrcularly as’
“taxes-have ‘been’ expanded to cover services.
Admrmstermg a tax on-services is more difficult than ‘
: adm1n1ster1ng a tax on goods, since even the location . . .

“of the service can be hard ‘to’ p1npo1nt
- operating in many locations also' must cope with a-
"prolrferatlon of taxing author1t1es, each of Wthh may -
charge a, drfferent tax rate and offer dlfferent :

However ‘business’ taxation ‘has

Busmesses

exemptrons

AN

| ’Accou ntabmty

A good tax system ensures accountabrhty The'?., u

‘ideal system uses public. debate in an open and
~explicit. forum to raise taxes.
- changing taxes, such as tax preferences, exemptions |
~ or abatements, can-jeopardize accountability.

‘The =

Indirect procedures for
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An accountable system links responsibility for
raising revenue to credit for spending it. For
instance, both the National Conference of State
Legislatures and the National Governors’ Association
have recommended that state governments avoid
specifically directing how local governments should
spend their own funds. The issue of so-called
“unfunded mandates” has recently been debated in
Texas. In May 1993 the voters considered and
narrowly rejected by 49 to 51 percent a proposed
constitutional amendment that would have exempted
school districts from complying with future state
educational mandates not fully funded by the state.

Accountability also requires avoiding hidden tax
preferences for favored firms or groups of
individuals. Some states have attempted to encourage
accountability by setting expiration or “sunset” dates
on taxes. Others require periodic assessment of
overall tax policy or its impact on groups with
different incomes or in different geographic locations.
Texas requires the comptroller to report each
biennium on how revenues from the state sales tax
and corporate franchise tax are affected by
exemptions, discounts, exclusions, and special
methods of reporting, with recommendations for
retaining, eliminating or amending these provisions.
The Texas Performance Review has recommended
repealing other tax exemptions, such as the motor
fuels tax exemption for certain users and discounts
for certain tax report filers.

Texas Public School Finance

Any discussion of changing property taxes must
include the impact of such changes on the school
finance system. Property taxes make up more than
half of the money used by the 1,044 school districts
in Texas, operating under a school finance system
precariously balanced in order to meet constitutional
requirements. Before the Texas Supreme Court ruled
the current system constitutional in 1995, it had ruled
previous systems unconstitutional three times.

Historical summary

The Texas Constitution has required the state to
support public education since its adoption in 1876:

A general diffusion of knowledge being essential to the
preservation of the liberties and rights of the people, it

shall be the duty of the Legislature of the State to
establish and make suitable provision for the support
and maintenance of an efficient system of public free
schools. (Texas Constitution, Art. 7, sec. 1)

Long before the Texas school finance system was
challenged in court, it had been widely criticized and
subjected to numerous modifications. The first
attempt to correct the radically different wealth levels
among the then 6,000 school districts was enacted in
1915, when the Legislature appropriated $1 million to
rural school aid, provided those school districts taxed
property owners at certain rates.

The Gilmer-Aikin Committee, formed by the
Legislature in 1947, proposed a new system setting a
minimum education funding amount based on a
complicated economic index that required each
district to raise 20 percent of the minimum amount
while the state covered the remaining 80 percent.
Any district with available resources could tax above
these rates in order to increase funding to its schools.
By the 1960s the state had fallen in its obligations to
meet 80 percent of those costs, and local funding of
school continued to rise. Despite major adjustments
in the school finance system in the 1970s, the local
share of school finance continued to rise,
exacerbating the disequalizing effect of the wide
disparities in the value of taxable property among
school districts.

In 1987 a Texas district court ruled that the school
finance system was unconstitutional because it failed
to provide an efficient system for education. In
October 1989 the Texas Supreme Court unanimously
ruled the finance system unconstitutional on
efficiency grounds (Edgewood I). While the district
court held that the constitution mandated that all
districts be allowed equal access to revenues at all
levels of taxation, the Supreme Court adopted a less
stringent standard. The court held that school district
revenues must be only substantially equal at similar
levels of tax effort to be constitutional.

In response to Edgewood I, and under severe time
constraints imposed by the court, the Legislature
enacted SB 1 in 1990. That legislation required that
95 percent of all students be in a wealth-neutral
system by 1995. SB 1 was considered by the district
court in July 1990, and the court again held the
system unconstitutional for not providing an efficient
system. The Supreme Court reviewed that decision
and affirmed it (Edgewood II). While the court noted
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some changes were made, it stated that those changes
were merely a “band-aid” approach, and that, in
order to fix the problems, the whole system must be
changed.

The Legislature subsequently developed SB 351,
which established a system of 188 county education
districts (CED) across the state and authorized each
CED to levy a tax rate based on the state’s assess-
ment of the district’s property wealth and distribute
the revenue on a per student basis. The local share
rate would increase each year for the subsequent five
years. The Supreme Court in Edgewood III did not
decide whether SB 351 created an efficient system,
but instead declared it unconstitutional for
establishing a statewide property tax.

The Legislature’s response to the Edgewood III
ruling was to propose three constitutional amendments
for the May 1, 1993, ballot allowing a CED tax rate
of one dollar per $100 of property wealth. All three
measures were rejected by voters by substantial
margins. The 1993 Legislature then enacted SB 7,
the current school finance system. In January 1995
the Supreme Court declared the system created by SB
7 constitutional (Edgewood IV).

Current finance system

Under SB 7, the current finance system, the state
has created two tiers of school finance designed to
provide state aid to school districts based on their
local property wealth per student and level of tax
effort. Tier 1 was designed to fund the “basic
program” of the education system. It covers local
taxation up to 86 cents per $100 of property
valuation. Every district is guaranteed to raise from
local revenues and state aid $28 per student per
penny of tax effort or $2,408 per student at 86 cents.
Tier 2 covers tax rates between 87 cents and $1.50
and was designed to create a guaranteed yield for tax
efforts above the cost of the basic program. All
districts in Tier 2 are guaranteed to earn from state
and local sources $21 per student per penny of tax
effort. While not officially named so, “Tier 3" in the
system covers tax rates over $1.50. There is no
guarantee of state revenue yield in Tier 3 and, except
for some statutory exceptions, Tier 3 revenues can be
used only for debt service.

SB 7 limits district revenues in all three tiers to
$28 per student per penny of tax effort or $280,000
of taxable property wealth per student. All revenue

Local Tax Revenues
$20.255 billion
53.4%

Amount Projected for Education in Texas
Fiscal 1998-1999

* Federal funds are not equalized in the school finance system and are not used to determine the
percentage of state aid funding the cost of education.

Source: Comptroller’s Office and Legislative Budget Board in testimony before the House Select
Committee on Revenue and Public Education Funding.

Federal Funds*
$3.588 billion

State Funds
$17.768 billion
46.6%
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$28

$21

@ Recapture
Il State Aid

Local Tax
Revenues

Tier 1
$0.00 - $0.86

amount of state aid decreases.

Current School Finance System

In Tier 1 and 2, as the amount of revenue from local taxes increases, the

Source: School Finance after SB 7, prepared by David Anderson, TEA Chief Counsel.

Tier 3
> $1.50

Tier 2
$0.87 - $1.50

raised above this limit is subject to recapture using
one of five options outlined in the statute. The most
popular options allow a district to purchase
attendance credits from the state or another district to
lower its property wealth to the $280,000 limit.

In SB 7 the state also imposed a tax limit on all
school districts. Districts may not charge more than
$1.50 per $100 value on property without a statutory
exemption. The $1.50 limit applies only to funds
raised for maintenance and operations (M&O); funds
raised to pay debt service (Interest and Sinking Fund
or 1&S) may push the tax rate higher than $1.50, but
the state does not equalize funds raised above the
$1.50 limit. One difficulty encountered in determining
a district’s tax rate is that some districts use I1&S
funds to cover M&O expenses. Therefore, simply
separating the two rates may not always show a clear
picture of the amount needed for each expense.

The state has established complicated funding
formulas that use many different calculations and
weights to correct for variances that increase the cost
of education. All districts are adjusted by the cost
of education index (CEI) — which considers teacher
salaries in contiguous districts, county population,
district type, percentage of low income students, and
number of students — and many receive small, sparse
or medium sized district allowances if they have less

than a certain number of students. Students are
weighted depending on the special programs they
require, such as special education, career and
technology (vocational education), compensatory
education, bilingual/ESL, and gifted and talented
programs. Once district and student weights are
calculated, a district receives its weighted average
daily attendance (WADA) amount, used for all school
finance formulas. Critics of the weighting system
have suggested, however, that it may encourage
districts to classify more students in special programs
in order to receive additional funds.

Other factors — such as facilities funding issues,
lag time in the calculation of formulas, and
mandatory adjustments to the minimum teacher salary
schedule — further complicate this already complex
system.

Problems with the current system

Many problems exist with the current school
finance system — primarily because of the heavy
reliance on property taxes for funding. However, 49
states use property taxes to fund schools to some
degree, so some level of property taxation may be a
necessary part of the finance system, especially if
local control of school districts is valued.
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Because Texas has so many school districts
(1,044) and because there is such a great diversity of
wealth levels among the various districts, raising all
districts to the level of the wealthiest school district
would be financially impossible. This reality has
forced the state to implement “wealth limits” that
keep wealthy school districts from spending more tax
revenues than the state can afford to pay other
districts.

The equity of Tier 1, where all districts get the
same amount for each weighted student, does not
carry over to Tier 2. In Tier 2, schools are
equalized to the $210,000 level, but recapture is not
required until a district’s property wealth has passed
the $280,000 level. This gap means that at the
maximum $1.50 tax rate, the wealthiest districts can
raise about $600 more per student than the districts
below the $210,000 level. The Texas Supreme Court
found this gap constitutional because the system was
still substantially equalized. Under SB 7, 85 percent
of the schools in Tier 2 would receive the same
amount per weighted student. Furthermore, at the
time of the court’s decision, a poor district would
have to set a tax rate of $1.31 to receive the same
tax revenues as a wealthy district would with a rate
of $1.22, only a nine-cent difference.

Since the $1.50 tax rate cap was set in 1993, the
average total tax rate for most school districts has

from $1.28 to $1.42. Currently, there are roughly 60
districts at the maximum rate limit of $1.50, and
some observers predict that in three years that
number could grow to as many as 200 districts. If
a significant number of schools reach the limit, the
finance system’s constitutionality could be challenged
on two grounds: (1) that the state is not adequately
funding education as prescribed by the constitution,
and (2) that the cap prevents districts from retaining
meaningful control over their own rates and thus
constitutes an unconstitutional state property tax.

Facilities funding, while an essential element of
school finance, has been largely removed from the
basic school finance plan and considered a separate
system. In fact it was not until Edgewood IV that
equitable funding for facilities was ruled on by a
court. The district court stated that the mechanism the
state used for funding facilities was unconstitutional.
The Supreme Court, however, reversed that decision
because the plaintiffs did not meet their burden of
proving that a lack of facilities funding created an
unconstitutional finance system. The court did state
that the lack of separate facilities funding could make
the system unconstitutional in the near future.

With voter approval, districts may tax above the
$1.50 rate limit specifically to fund facilities. While
revenue raised above that limit is subject to
recapture, it is not equalized by the state. In 1995,

Property Tax 43%

Sale of Bonds 6.25%
(1&S)

compiled by TEA from 1994-1995 school year.

Sources of School District Revenue

Average amount of M&O revenue is $5,330 per student per year.
Sale of bonds - 1&S debt service - averages $355 annually in revenues per student.

* Other local revenue includes food service, cocurricular, interest income and miscellaneous revenue.
Source: Texas Association of School Boards, The Basics of Texas Public School Finance. Data originally

Other Local Revenue 5.6% *

Federal Revenue 7.54%
Other State Aid 0.56%

Foundation School Program 36.9%
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the Legislature appropriated $170 million to fund
facilities in districts qualifying for assistance.
However, subsequent applications for such assistance
would require billions of dollars more in facilities
funding.

According to critics of the system, one of the most
pervasive problems in school finance, and one that
may eventually create a crisis, is the gradual increase
in tax rates and property appraisals to meet costs.
Generally termed “tax creep” or “appraisal creep,”
this process raises taxes only a few dollars each year.
But over the course of a decade, tax creep can have
a significant impact on property taxes. In the past 10
years, growth in local taxes driven by the rising cost
of education has decreased the state share of school
funding from 60 percent to 46 percent.

If the cost of education continues to rise and the
state continues to make adjustments only for
enrollment growth, local taxes must be raised just to
keep spending per student constant. Then, if local
taxes are raised in an equalized district, the state
must spend additional money to fund such
equalization. The system creates a perpetuating cycle
in which local rates drive state spending, which, in
turn, forces increases in local rates.

Because the current school finance structure
focuses on equalizing tax effort, it creates an impetus

for districts, no matter their wealth level, to raise tax
rates. The state matches local tax efforts in Tier 2
according to a proportional formula. Thus, school
districts below the equalization level are rewarded
for every penny of tax effort. Conversely, the
recapture provisions of the finance system force
wealthy districts to increase rates more than they
would normally because they must share their
revenues. A district cannot raise more than $28 per
student per penny of tax effort, so whatever a
wealthy district could pay for with a two-cent
increase without recapture might require a four-cent
increase because of recapture.

Property tax rate increases, however, are not the
only means a district has for raising money. Higher
property tax appraisals can have the same effect. A
district can keep its tax rate constant but still raise
more money if there is an overall increase in property
valuation. As districts reach the $1.50 cap, the only
way they may increase revenues is to increase
appraisal values. Across the state, property owners
are complaining about “appraisal creep” — higher
property appraisals without justifiable increases in
value.

In 1995 the Legislature also tied the state
mandated minimum salary schedule for teachers to
the state share of the cost of education. The
minimum salary schedule, which had been criticized

Instructional Related
Services 2.6%

Pupil Services 15.5% *

Administration 11.8%

Plant Maintenance & Operation 11.7%

by TEA from 1994-1995 school year.

School District Operating Expenditures

Average amount of operating expenditures is $4,479 per student per year.

* Pupil Services includes items such as cocurricular and transportation services.
Source: Texas Association of School Boards, The Basics of Texas Public School Finance. Data originally com piled

Instructional Services 58.0%

Community Services 0.4%
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for years as an unfunded mandate on local districts,
now is established by salary factor steps based on the
level of the teacher’s experience. If a district is
unable to meet the requirements of the schedule, the
state is required to fund the difference. Because
instructor salaries make up more than half of the
budget of every district, changes in the salary
schedule can have a rippling effect on the entire
school funding system.

Building a new school finance system

The school finance system in Texas has been
adapted, updated and refurbished over the past 150
years to its current complex state. Critics say the
time is ripe to clean the slate and develop an
adequate, efficient system from scratch. The system,
they say, reflects outdated educational needs; the
nature of education has changed so radically that the
entire system must be completely reevaluated.

Any system for financing public education must
address some fundamental issues. The most
important is how the state should determine the cost
of providing every child in Texas with an education
adequate to meet the constitutional requirements of a
“general diffusion of knowledge.” This determination
must account for divergent costs in the 1,044 school
districts as well as changes in what constitutes
essential knowledge. Ten years ago few would have
suggested that computer and Internet-based instruction
were essential components of general knowledge, but
in the next few years education in those skills will
likely become essential.

A school finance system is also affected by the
amount of revenue that should be contributed by local
districts. Local money is used to support education
in all states but Hawaii on the theory that funding
part of the cost gives local residents a measure of
control over the education system. Local revenues
are raised through property taxes, and school districts
can raise that rate if they want to spend more for
education. A balance has to be struck between
keeping local tax rates affordable and still allowing
the local district to have some control over funding
schools. Currently, local property taxes fund 54
percent of the cost of education. If that proportion
could be lowered, property taxes could be used to
fund other special needs in a district. Yet with the
current high rates, many districts do not have the
ability to raise additional money for such needs.

Throughout the history of school finance litigation,
the courts have repeatedly stated that the “system
remains unconstitutional not because any unequalized
local supplementation is employed, but because the
State relies so heavily on unequalized local funding
in attempting to discharge its duty . . .” (Edgewood
II). An issue that has not been addressed by the
courts, however, is what level of state funding would
permit unequalized local enrichment without
constitutional problems.

Enrollment growth creates uncertainty in budgeting
as well. It is difficult to predict with any great
degree of accuracy exactly how many students will be
enrolled two years into a biennium. Additionally, it
is even harder to tell what school districts those
students will be moving into. Both the Legislative
Budget Board (LBB) and Texas Education Agency
(TEA) attempt to estimate the number of students
that should be included in the budget; however, these
figures rarely mesh. For fiscal 1998-1999, TEA has
estimated a growth rate including 15,000 more
students than LBB. While 15,000 students may not
seem like many when there are 3.6 million children
in the public school system, that variation can affect
the biennial budget by nearly $100 million. Because
certain school districts are more affected by
enrollment growth than others, many have asked the
Legislature to include a weight in funding formulas
taking into account the special needs of fast-growth
school districts and providing additional funds to
meet those needs.

The Governor’s Tax Plan

Governor Bush’s tax proposal, introduced as HB
4 and HJR 4 by Craddick and Junell, would lower
by $3.6 billion over fiscal 1998-1999 the amount of
property taxes paid by homeowners and business to
support public schools. The lost revenue to school
districts would be replaced with state funds collected
by a new tax on Texas businesses, a one-half cent
increase in sales taxes and motor vehicle sales taxes,
and surplus funds in the state treasury. HB 4 also
would dedicate all of the lottery revenue to fund
public education.

The proposed legislation is the culmination a
year-long study by the Governor’s Office. The
governor’s Citizens’ Committee on Property Tax
Relief concluded that Texans need relief from high
property taxes, which have increased by 120 percent
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since 1985 ‘The panel held 14, pubhc hearrngs across

the state in 1996 and found" publrc ‘sentiment in favor
of property tax relief. "The ‘committee reported that
_-high property faxes ‘inhibit business’ caprtal
investment. and threaten home ownership: . Further
they concluded that the stagnatrng property tax base

" makes property taxes:an 1nadequate foundatron for ‘

publrc school fundrng

In March l996 a worklng group con51st1ng of- staff
from the .offices of the governor lieutenant .governor, -

' - House speaker. and comptroller developed: three -

"possible alternatrves to replace current school
property taxes the business activity tax a’ gross
recerpts tax, and a broadened sales tax’ base ~The -
.governor- specrfrcally requested that the perSonal

1ncome tax not be an- optron - S

The Governor s Ofﬁce has sard that the prrmary
objectrve of the' plan is to. provide property tax relief

“for homeowners and business by substltutrng\ state tax -

revenues for local property taxes.  The $1° billion: -
frorn exrstrng fund balances used to_offset school
property taxes ‘'would constitute an overall tax.
" reduction, accordrng to ‘the.- -governor, and the plan

. would provide for more equrtable taxation of busmess ‘

'by. spreadrng the tax burden among “all businesses. -

“would lessen. the tax: burden of caprtal 1ntens1ve -

1ndustr1es ‘that now pay a larger percentage of

busrness taxes -and inctease the. burden of labor- )
intensive 1ndustr1es that . are not now payrng an

“ " equitable portron of ‘taxes levied on business. - So

L

. .

that small business would be protected from undue R

_taxation; the busmess activity tax: ‘would apply a
$500 000 standard deductlon : ‘

! v

Property tax rellef proposal

Under the governor $ tax plan the homestead
exemptlon on resrdentral property value would.
increase by $20, 000 beyond “the. cutrent standard
‘deduction of $5, 000, for a.total deductron of $25,000.
However, the -additional $20;000° homestead
exemptron would apply only-to the calculatron of that".
‘portion of assessed. taxes. that go-to support a school
~ district’s mamtenance ‘and operatrons (M&O). Taxes

. used- to servrce debt. would contmue to be: calculated

-based on the $5,000 homestead exemption. The
' inicreased homestead -deduction would be added to any
local ‘options_deductions,” which. can cover up to 20

percent of the assessed Value of the home S

L N

1nclud1ng ‘corporations -

‘P'ag’e.tg

In addrtlon to the 1ncreased homestead deductlon o
the proposal would reduce. by 20 cents the property- ’
-tax rate for school district M&O This tax rate =~
‘reduction also would apply to the. frozen ‘tax rate of =

- those 65 and older. Also, retail and wholesale;
_ business 1nventor1es would be exempted from school S

M&O taxes S

HJR 4 would requrre the comptroller to rermburse-‘j‘ ‘
school districts from other avarlable tax revenues if
~the Texas School Trust Fund, set up to rermburse C
"school districts,’ for- lost tax revenues lacked:;_
sufﬁcrent funds;- ‘ B

Lt

HB 4 also has two tax roll back - provrsrons to S

lrmrt ‘tax’ creep,
“to rarse tax’ rates

-OF the ~ability of a school drstrrct -
It would prohibit-a. school district

‘ “from. reducing or repealrng any local optron tax- L
- exemptlon for two years after HJR 4 was approved"

.and - would requrre a two-thirds vote-of a school board
. to-increase property tax rates for M&O taxes and-"
hmrt the 1ncrease to two cents per year or four cents‘ \
over three years STk

/ - . o B

Educatronal groups have Vorced concerns about"

HB 4 because of tax rollback provisions that would -~
*. limit both *tax creep’ > and local school boards’ abil- .-

ity to raise addrtlonal school tax revenue. Advocates

for lower income 1nd1V1duals have crrtrcrzed the: gov-\ -
‘ernor’s proposal because overall tax .savings would . ©

" be neghglble and some 1nd1v1duals notably’ renters'

Y

. would actually see therr total tax 11ab111ty 1ncrease

N

ARepIacement taxes S T

The governor s tax proposal would make up “the

reVenues lost from lower- property taxes w1th hrgher; -
state sales and motor Vehrcle taxes. and @ new: . o
Busrness Act1v1ty Tax (BAT) to replace the corporate’«,*; E
franchrse tax. HB 4 would raise’ state .sales and motor -
' vehrcle sales taxes by O 5 percent to 6 75 percent

Modeled on Mrchrgan s Value Added Tax the
BAT would. apply to all forms of business —
‘and limited l1ab111tyi"'

companres limited” partnershrps partnershlps trusts, .
estates ~and sole proprretorshrps — and be levied at -~

, a rate of 1 25 percent of Sales in Texas. The tax o
“would cover: only business'. -activity, not-investment . - .
actrvrty The tax base would include. federal taxable‘{fj]v
1ncome plus wages and other compensatron such asff»,'




: <O be relatively simple to calculate and adrmmster and ;
o bas1ca11y bea consumptron tax and hke other consumptron .
taxes, such as sales taxes, could be passed on to customers
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costs for retirement and health insurance programs
cand deprecratron The cost of new capital

. busmess

T

specifically exempt the BAT from-: the Texas

constitution’s prohibition against a_personal mcome, i
tax, to remove any doubt about taxmg .non- corporate'

busmess income: .
Proponents of the BAT say it would

) ‘O grow. w1th increased busmess actrvrty, , o

- @ be  “economically efficient” since the low tax rate 1ev1ed on:
' abroad base would have little effect: on busmess decrsrons a

@ be equitably applied to all busmess

-® be a stable.revenue source compared to taxes based onin- -

come, which fluctuate with business cycles

Generally support for the governor § plan hasf .
calculated are very different.
 tax base would include compensatron and - employee, o

' come from ‘capital intensive industries, such as the

chemical industry, because it would lessen their tax -
load and redistribute the tax-burden among a broader‘
investments.’

e compames such as Texas Instruments ‘and Compaq ~tax would not be allowed under the BAT However

spectrum of business. . Computer manufacturmg

e

LolT L L

o ’H’quse R‘ese‘areh' ’ 'Organiiation, o

N

K Computer llke the 1nventory exemptlon prov1sron o
because it would lower their- tax lrabrlrty '
investments and a standard deduction of $500 000.  :
- would be subtracted to adjust the tax base for each

Opponents of the BAT say 1t would

R PR ° be ahardshlp on compames in bad busmess years because
The Governor s Offrce ant1c1pates the BAT would‘ -
raise about $1 Jbillion . more than the franchise tax =~
would have raised in fiscal -1998- 99.. HJIR 4 would
require a -three-fifths vote in- each house of the -
| Legislature to increase the BAT tax. rate and would ‘

“unlike a tax based on profits ¢ or income, it would be levied -
regardless of abrhty fo.pay;. -

¢ ® unfairly shift the tax burden to compames with hrgh labor' o
- costs and potentially. 1nh1b1t employment or salary orben- -

efit increases; and . .
®.as a consumptron tax, be’ regressrve requmng lower in- .
,- come people to pay a hlgher proportronate share of their -
mcome in taxes . : :

Labor 1ntensrve busmesses, such as. K Mart and

l members of the Texas Health Care Association, are - -
/-agalnst the BAT since it would mcrease therr tax
» lrab111ty ,-if. EUEUNRIE A ‘

, Some observers have vorced the concern that the
BAT could ‘be v1ewed ‘as-an income tax since .it

'would impose-a tax on sole propnetors as well as - .
- _individual partners - in, a partnersh1p, and as such - -
' could: be challenged in the courts.
”’Constrtutmn proh1b1ts an 1nd1v1dual income tax unless -~
japproved by d ma_lor1ty of Texans at the polls.’

- Others say the BAT .could not be considered an

The- Texas -

income tax. because -the basis on which the taxes are
For example, the BAT

benefrts and deduct ‘the costs of new caprtal
‘Depreciation allowed under an income

Amount

. Tax savings item
Ce T (m brllrons)

| ’$2‘5,000 hoﬂmesteadlﬁf’,' /

TOTA L

AR Governor s Tax Proposal
‘_ Flscal 1998 1999

$1 79‘.5 - ‘State surplus balahce ‘ $1:00 ;
Business inventory: . - $O;66: - 1.25% business tax - $3.14.
. ~. exemption > : R T T
- 20 cents 'school tax - $1.16 ~0.5 cent sales tax & . . $1.62-
. rate reduction R ‘motor vehicle.tax R
Repeal of corporate - T e
franchlse tax - .

Cs210

s

Replacement source Amoun‘t
o , . (|n brllrons)s

R
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. category. - Accordrng to, the LBB, HB 4 ‘would make .
already an already regressrve system shghtly more1

regressrve = ST e

if the amendment were approved by the voters such

~* on"the school finance system is long-term stabrhty
" ‘and potential for growth to meet-enrollment.and "
. equlty needs. Some have questloned whether the;

constrtutronal consrderatrons would become moot

Potentlal |mpacts of the proposals
, o f‘enrollment growth or. whether the issue would have to
~.be rev151ted in the next few years.
- eight years, enrollnent has grown at 4 steady rate .

The Governor s, Ofﬁce estlmated that ‘the owner of )
a’ home valued at. $61 500 (the average for Texas)/‘
would see a net savings of $262 per year; or.$21.83 -

per month.. Owners of a home valued at $200 000
§ *replacement for the current taxing_ system rnust be =

Would save. $461 a year or $38 41 per month

’;

Another doncern about the 1mpact of the proposal

’EframeWOrk proposed by HB 4- and HJR 4 could meet °

Over the- last

._requrrrng an. infusion of about $1. 2 billion each

‘ b1enn1um to’ fund educatlon

Many argue that any

. ‘_,rable to- accommodate such growth

The LBB Tax/Fee Equrty Note to HB & sard that’f‘“
all income groups - -would -see ‘a tax reductlon under .

-the proposal with’ the overall average savings
- “anticipated at’ about 3- percent _Families in the
+.$75,000 to $100 000 income’ group would réceive the

largest overall. tax reductron — 3.8 percent — and(
families in -the $10, 000 to $20,000 range would: see -
The LBB said
the property tax on homestead would decrease by',

' 24.5percent. and that sales taxes and motor vehicle
taxes’ 1mposed drrectly on consumers would 1ncrease",

“the smallest sav1ngs —1.8. percent.

by 7. S percent in 1999

However the sales tax rate mcrease would affect"
“all citizens, partlcularly those-in the lower. 1ncome, )

t
v

. The 1mpact on’ busmess would be more varled : \
The Governor s Office estlmated that’ wholesale and
‘ reta11 trade would benefit the most ‘from the tax relief

R '(

HB 4 would requlre the state to relmburse school

H"dlstncts for local tax ‘revenue losses resulting - from

g Vreductrons P
figures to. the comptroller who would rermburse them ’

the’ hrgher homestead exemptlons and tax rate
School districts would submiit their loss

with ‘state’ money. from the. Texas School Trust Fund

,funded w1th revenue rarsed under HB 4

_ The dollar for dollar replacement of local money . j
with state money would raise questrons about equity.
"~ High* Wealth districts that. are currently subject to .
‘recapture . Would be. required to send-fewer: local".
T dollars under the. governor s.plan because they, would-
,ralse less money ‘The Foundatlon School Fund, then

“would ‘receive less recapture ‘money from the
‘wealthiest districts, and the state would be. requrred

proposal because of the tax exemption on mventory -

mdustry by 1 8 percent accordmg to the LBB

School flnance |ssues of HB 4/HJR 4

‘Certarn aspects of the governor 's proposal as’
“outlined in HB 4 raise questions regardmg equity. and |

adequate funding of the public education” system.

Substrtutlng state funds Afor local funds could affect:
equity in the school finance system and the’ strict tax
rollback provisions could hamper drstrrcts from -

ralsrng needed funds

The LBB has sard that the agricultural industry would  from local revenues.

" benefit the’ most, followed by ﬁnance, insurance, real\
“estate and mining. Industries’ seerng the greatest in-
' .crease in tax liability would be constructlon the and"ir -

" ‘service sector: Overall however, the. governor s
proposal would reduce tax liability to business and .

“ shift, those changes. ‘would not. be reflected in- the:
“school’ finance formulas that attempt to equalrze

,school fundlng

vA

HB 4 would mcrease the state share -of the cost of

educatron but calculate those dollars as-if they came - B

Equ1ty questions arise because,’
while. the proportrons of 'state and- local money would’

v;'
R

HB 4 would keep d1strrcts from rarsmg tax rates

,through ‘strict rollback procedures ‘Under current law, .
. any .proposed increase. in the effective tax rate. of
J,.more than: eight cents" automatrcally tnggers ‘a
:’rollback electlon 111 whrch voters give their thumbs =

s

'Lto make ‘up the differénce. Thus it- would replace
“. révenues prevrously raised by the wealthrest districts -
‘-;wrth revenues rarsed by state’ taxpayers

up.’or down to the rate hike. Under ‘HB 4, an -’ >

:‘automatlc election would be’ requlred if a drstrrct .
", raised its effectrve tax ‘rate” by more -than ‘two cents. -

Effectlve tax rates, however are . drfferent from the
nommal rate: The nominal rate 'is: the. amount pub-

lisked on the tax form. The -effective rate is, the rate. .
'~needed to. rarse the same amount of money - as the -

drstrrct drd the prevrous year If the property wealth

W
N4
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. of the drstrlct goes up, the effectlve rate. goes down

because the district can ‘Charge less and still raise the_.?
same amount. If the property. wealth decreases the-

‘effectlve rate must 1ncrease to: stay even.

' While the strict. rollback pro‘cedure is- aimed at
: preventrng ‘tax creep ’‘that . would reverse the' beneﬁts* ,
" of the rate cut, ¢oncerns have been. raised that such,
a strict provision might be considered a state property -,
~.tax. According to Edgewood III, a tax can be
consxdered an unconstitutional ‘state property tax -
-~ when the Tocal taxing body has no meaningful
It could be aroued:\;

" discretion over the tax rate set.
that HB 4 would meet thlS crlterron

ATax Alternatlves

Because of concerns regardmg the state’s: future

abrlrty to -finance public schools,’ the House select:

committee is exploring alternatives to the governor’s

proposal that would shift the tax burden of fundrng’ ",/
public schools from residential and business property .

owners . to other séctors of the economy "For dis-
cussion purposes the’ commrttee assumed a lower

‘local property’ tax rate of '$0.50 on re81dent1al'
property and $1.00 on busrness property This would ¥

" have the effect of reducmg property taxes by $11.476

“billion in’ fiscal 1998-99. Based on- total. publrc
education fundrng for ﬁscal 1998-99 at $38 billion, :

the committee’s scenerro would increase the state

share of public school finance by $8.8 billion, to
-~ béen criticized for maklng the' effective. tax rate

»'greater than the nominal- rate, especrally when there o

$26.5 billion, or 70 percent of pubhc school funding.
_If a statewide property tax became part of the state

" allocation, the state would assume 90 percent of

' fundlng and localmes 10 percent

The select commlttee has 1dent1ﬁed nearly $9 745 -
“billion in revenue from a number of exrstmg ‘sources”

E that could be ‘used to supplant local property taxes
mcludmg : c

‘e expandlng the‘ sales tax base -
-® expanding the franchise tax base;

) applying a six cents per gallon tax on certaln motor fuels "v

(ie, aviation fuel);

applying a tax on coal lignite use
expandlng insurance premrums taxes
increasing the.cement and fly ash tax rates;.
1ncreasmg the gas, electric and water utrhty tax rate
increasing the hotel and motel tax;’ C
raising the cigarette tax per pack by 20 cents;
applying a sales tax on lottery ticket sales; and
applying a sales tax on commercral leases.. . )

'ductron

raising gasoline and diesel fuel tax by 10 cents per gallon

Chalrman Sadler also asked the Comptroller s

. Offrce to determine how much property tax relief the
:$1 bllllOl’l state- surplus could realize for homeowners. -

In a February 17 letter the office estimated the sum

".would provide an addrtronal $11,000 homestead'
. exemptlon for each home owner g

Besrdes'the revenue sour’ces mentioned above, the’

\)commrttee has looked at new sources of- tax revenue, -
’«mcludmg ‘the gross recerpts tax, a value added tax = -
'and a statew1de assessment of busmess property o

| Busmess gross recelpts tax

A busmess gross recelpts tax is collected on the

-~ ‘total recerpts or total revenue of . a busmess The -tax-
’applres to all businegs sales; however _certain com-
fvadltleS or 'sales by certain entities,. o
" government or nonprofit entities, generally are ex--

empted. Transactions of 1ntermedxate goods are taxed

in this' system wrth the tax passed on in the form of : L

~increased prices to the next -stage of production, .

-‘creating a pyramld effect Thus the net effect of the

- tax cascades and can. be larger than if there were a -~ - .-

’ smgle tax on the end user.. The gross receipts tax.can

be exported in the cost’ of manufactured _goods sold

- outside the state one reason why Washrngton whose" ‘

* major’ 1ndustr1es are Boerng and Mrcrosoft has a-tax’

- on gross recerpts S

such as

The pyramrdmg effect of the gross recelpts tax has K

are a.number of stages of production;. creating arbi-

© trary tax rates between different economic sectors

depending on the stages of productlon and. creating -

 an 1ncent1ve for ‘companies to own all aspects of pro-* -
vertlcally integrate, to reduce the tax .
o pa1d The comptroller estimates that a one-percent tax

on gross recelpts over '$500,000 would raise almost

71$9.5 billion in.the fiscal 1998-99 because of the
. enormity of the tax base caused by the pyramiding
g effect of collectmg taxes at every stage of productron ,

Besrdes Washrngton other states employmg a

'fbusrness gross recerpts type ‘tax are Hawaii, -
- Delaware and, New Mexico. Hawaii and Washington, -~
“like Texas, do not have an income tax, and Delaware

and New Mexico. have a- busmess gross recerpts tax

“in-lieu of a sales tax In general ‘the states 1mpose

- -+ the. gross receipts .tax on different. busmesses at
- varying rates to adjust for proﬁt margins of drfferent .
businesses. For. example in ‘Washington, the gross™
‘ 'recerpts tax ranges from 0 4 percent to 2 percent ‘

N
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‘ - ultimate level ‘the consumer.- However, not all busr- :
. nesses’ can péss- the ‘cost of the" tax on" ‘to the-’
" consumer “but must. absorb the” expense in-some. way,
producmg a dtfferent klnd of economic 1mpact like

- ‘,lowermg wages or h1r1ng fewer employees L

':‘ Busmess value added tax

f51m1lar to a VAT 1n 1mpact/ S

sl

‘

-tax because- it: typrcally is: passed through to the ’

t

AL value added tax (VAT) is a tax on the value
sThe\

that a busmess adds- to goods and services.

“labor, machrnery, bu11d1ngs ‘and capltal used by a
“business ‘in handling or processing its purchased*
- goods and services add value to those purchases A
| VAT is 1mposed on the value added at each’ stage of -
< The busmessgj»‘ '

the production or drstrrbutron process. .

“activity tax proposed by Gov. Bush.is a type of VAT.
‘'The Michigan Single Business Tax. adopted in- 1975 ‘
"_V,as a replacement for the corporate income. tax and -
. other busrness taxes also is a VAT.
Hampshrre broadened the. base .of its busmessA,

enterprise tax: to the extent that it/ is con51dered to be

linked’ ‘to the state is taxed.

the gross base.

busmesses

o

Personal mcome tax

Texas is' one of seven states w1thout a personal g
income’ tax Texas - Alaska, Florlda Nevada South- -
- Dakota, Washlngton ‘and- Wyoming. do.not tax®
B personal icome;: Tennessee and New Hampshrre tax-:
- only investment income. The 1991 Governor’s Task
-Force- on: Revenue reoommended implementing both
‘ personal and corporate jncomes taxes in Texas. Onf
: November 2 1993 -a majorrty of Texans approved ‘a

“The gross rece1pts tax is consrdered a consumptlon

-In’ 1993 New.

\ Leglslature

Under Art 8 sec” 24 the Texas Constrtutlon now'

1n1t1at1ve ) ;; o - i N v~ B

: educatron

W N

The Comptroller s Ofﬁce has calculated that a one

"{percent personal mcome ‘tax - effectrve January 1,

1998, with. standard deducttons of $5,000 smgle/
.$10,000 marrled/$7 500 head of. household would: .

. Corporate mcome tax

)
T,

-

R ) . A ) -
|1 R S
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- constrtutlonal amendment prohrbrtlng the Legrslature o
> from 1mposmg an mcome tax w1thout voter approval s

requrres that ‘the voters of” Texas approve any. law .
-that would impose an incomie tax.or. have ‘the effect |~ :
cof i 1ncreas1ng income tax 11ab111ty on 1nd1v1duals in- "
. wcludmg a tax-on an individual’s share of income in.- -~
© ' ‘a partnership or- unmcorporated assoc1atron In’ the
. initial vote, the ballot would have to. spell- out. the-in-
" come, tax rate; in successrve electrons it would have * —
to- state the manner in whrch 1ncome ‘tax ‘rates ‘would -
- be 1ncreased ‘Once ‘an income tax- was’ allowed the O
: Legrslature could repeal or lower the rate on 1ts own" S

All 1ncome tax revenue would be dedrcated t0 fund - * "
At ledst two-thirds of the-met revenue - ..
- from an income tax would be-used to reduce the rate .
»"»,of pubhc school M&O property taxes the: remarnmg :

. One-third would bé used to support educatron _either
~ public or. htoher education,’ -as_ d1rected by the . .
, ‘A school district’s maxrmum M&O. tax "+
o ...rate’ would be reduced to account for the. amount.‘of

" income tax revenie dedrcated to property tax relref
A VAT is calculated by totalrng a- frrm s“,.;,fA school drstrrct could later. 1ncrease 1ts maxrmum
. compensatron expendrtures, deprematron interest M&O tax rate Wlth voter approval '
. expense and profits to" establish a ‘gross tax base.

. Only the proportron of the tax base that is drrectly,

: ~An apportronment”
:-formula based on some combmatlon of the firm’s:
igross recetpts payroll and property is used’ to adjust’

.The apport1oned tax “base is then.

. further. adyusted by deductrons ‘and exemptions that”
.+ 7 .can be des1gned to promote certain goals, such as

o reward1ng capital 1nvestments or: protectmg small )
. “The adjusted tax base is. multrphed by. -

" ‘the_tax rateto -determine the firm’s tax’ hablllty e
: Another method, -which'reaches the same result, is to

"subtract from a firm’s gross: recelpts the cost of -
goods and servrces< purchased from other flrms ‘

>

. bring-in.$2.534 billion over fiscal’ 1988 89 and
"'5$4 376 in the followmg b1enn1um I . o

‘. The most common state busmess tax is thel
"icorporate income tax 1mposed by all states ‘except- -
Texas, Nevada, WashmOton and- Wyomrng The prl-“_'l
“mary argument in favor of a corporate income tax.is
“that it is drrectly related to.a firm’s abrlrty to pay. .
“A busrness pays an income- tax only’in years in which -
. it reports a profrt Texas’ .
,}J’,/reqmres a corporatron to pay taxes based on its net .- .
“‘worth in’ years 1n whlch it. does not: generate net’_x .
1ncome SRR -

current . franchrse tax~ .

A corporate 1ncome tax does not dlscrlmmatej‘.
»j'among businesses’ accordmg to therr relative use of’
'caprtal or labor whrch varies amono dlfferent sectors . L
. of the economy. " A tax based on cap1ta1 assets, such.:
vas the former Texas franchrse tax,’ tends to tax more e
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heavily firms in industries requiring large capit‘al/ o
' : Some ‘argue a
business income tax .should be lrmrted to. large‘.,
" corporations to protect small busrness, the most ..
~ vibrant sector of the state economy. Others say
) lrmmng a tax to corporatrons ‘would’ unfarrly favor
such as-

“investment, e.g., manufacturing. .

- other forms of business organ1zat1on
'partnershrps, sole proprretorshrps and professronal~
assocratrons - .

PR ,),,'

Revenues from a corporate income tax can.
fluctuate: srgmﬁcantly as profits rise ‘and fall during

. an economic cycle. The net worth component of the -
. raccordlng to a formula that would further reduce-the.

: ‘;varlatron 1n how school drstrrcts 0enerate revenue

current Texas franchrse tax acts as a floor to

' guarantee a mrmmum stream of revenue even in

“years in which corporate income fails.to generate

state revenue. through the income component of the

- tax. The.corporate income:'tax is considered by many

.as very complex to ﬁgure and’ drfﬁcult to admlmster ‘

| .'Statewrde busmess property tax

and commercial ‘property. Because school drstrrcts

'wrth large  business propertres generally have per-
student wealth well above the state average, they are:
- able to support school programs with below-average .

tax rates. Although the disparity in tax rates has been

- narrowed by successrve school-finance plans,,some
business properties could face large tax increases. 1f S

a umform property tax rate were levred statewrde

. In response(to;the \'Texa’s' Supreme Cou’rt' s ’1992

v_‘rulmg in the Edgewood case, Gov. Ann Richards at

one time proposed imposing a uniform state ‘tax -on -
business property and redistributing the revenue to .
school districts statewide.-

oil and. gas production facrhtles — are responsible

. for ‘much of the 1nequ1ty in property ‘wealth per -
‘student among school districts, allowing districts to
tax only resrdentral property could reduce much of |
. the drsparrty in. ‘the’ property wealth available to each-
* school"district.. The revenue collected from the - ...

statewrde tax .could be ‘distributed to local drstrrcts

Gov chhards proposal was questroned not only,"

o 'because of its potent1al impact on'school funding but
~ also because. it would reduce local control over’
. taxation. Local. _)UI'lSdlCthIlS competrng to .attract
" business’ relocations and investments, rely on property.
‘tax ‘abatements and exemptlons some said, and tax -
J:appralsals and rates should be set by local offrcrals

A statew1de bus1ne$s property tax could help to._\n‘)t by the state

: equalrze public education fundmg by elimimating "~
- ‘inequities in. property taxés among one district-to o
another caused by disparities in the value:of business . . 1mplement a statewide business property.tax system. -

' These include how statewide- appraisal standards :
‘whether appraisals would be- con--
' “ducted by- the state ‘or the local apprarsal drstrrct
‘what- mechanrsms would assure equity among L
apprarsal values and who would collect current and o

, delrnquent taxes

Several 1ssues would have to addressed to

would be set;

BN "— by Patrrcla Trerney AIofsm o
i ’ and John J Goodson
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Since high-value business = -
' property — part1cularly refrner1es power ‘plants; and '
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