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SUMMARY
Texas has one of the nation's most restricted sales
taxes.
During virtually every .legislative session since the
Texas sales and use tax was adopted in 1961,
lawmakers have granted new exemptions of one kind
or another to the tax.
The value of these exemptions and exclusions will
reach an estimated $7 .6 billion next year compared to
expected sales tax collections of $4 billion.

The next time the Legislature meets there may be a
different focus on exemptions. Instead of adding to
the list, lawmakers may be looking for exemptions to
eliminate in an effort to produce new revenue.
.This report examines Texas sales tax exemption
policy. It also provides detailed estimates of how
much each of these exemptions "costs" in foregone
sales tax revenue. But what "costs" government, in
this case, means savings for Texas consumers.

VALUE OF MAJOR EXEMPTIONS

• Materials used in manufacturing

• Food

-~I $2,980.5 million
• Items taxed by other statutes

$427.4 million
• Certain industrial gas and
electricity sales

$337.8 million
• Agricultural machinery and
supplies
• Various services

$235.5 million
• Residential gas and electricity

$866.8 million

edr;\

$203.3 million

BOB BUILOCK, TEXAS COMPTROUER OF PUBLIC ACCOUNJ'S, JUNE 1984.

1

I

I
I
THE LIMITED SALES TAX AND
THE VALUE OF TEXAS EXEMPTIONS
During virtually every legislative session since the
Texas sales and use tax was adopted in 1961, lawmakers have granted new exemptions of one kind or
another to the tax.
Tax-free goods include such common items as groceries and prescription drugs, and other less common
ones like sales of certain gold and silver coins, an
exemption added by the Legislature last year.
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The next time the Legislature meets there may be a
different focus on exemptions. Instead of adding to
the list, lawmakers may be looking for exemptions to
eliminate in an effort to produce new revenue.
Those who examine Texas' sales tax exemption
policy will find a long list to search through. Despite
its importance in the state tax system, the Texas sales
tax is one of the most restricted sales taxes in the
nation. That is, Texas exempts more items from its tax
base than almost any other state (Table 1).
The Texas sales tax laws contain virtually every
major consumer exemption except alcoholic
beverages. One other notable exception to the state's
extensive exemption policy is the sale of most
production machinery--such as manufacturing
equipment--which is taxable in Texas, but which is
exempted by 30 other sales tax states.
This report examines Texas' sales tax exemption
2

policy. It also provides detailed estimates of how
much each of these exemptions "costs" in foregone
sales tax revenue. But, what "costs" government, in
this case, means savings for Texas consumers, savings
that may reach $7.6 billion in fiscal 1985.
A "Limited" Sales Tax
The large number of items excluded from the
Texas sales tax base is a matter of both design and
circumstance.
The lawwhich established the tax in 1961 labeled it
a "Limited Sales, Excise and Use Tax," and much of its
support in the Legislature at the time depended on
including a wide range of consumer exemptions
designed to protect low income Texans from bearing
a heavy tax burden.
The original sales tax law specifically exempted 16
categories of items, ranging from food to raw materials used in manufacturing. In addition, a number of
other items--notably services--were excluded from
the tax base by the way a "taxable sale" was defined.
The original, and already lengthy, list of exemptions grew even longer in subsequent legislative sessions, a process made possible, especially during the
1970s, by the sales tax's strong growth.
The exemption of residential gas and electricity
sales has been the single most important addition to
the list since 1961. It was adopted as part ofa tax relief
package in 1978. Today, this exemption saves Texas
homeowners an estimated $200 million per year.

Classifying the Exemptions
The various Texas sales tax exemptions are divided
into three broad categories: exemptions, exclusions,
and services.
Exemptions include items which would be taxable except for specific provisions in the law which
protect them from taxation. Most of the familiar consumer exemptions, such as food and drugs, fall into

this category, as does the general exemption granted
certain educational, charitable, and religious groups.
Exclusions are transactions that simply aren't contained in the definition of a taxable sale under Texas
law. In general, the Texas sales tax is imposed on the
final sale or use of a good. All intermediate sales--by
manufacturers or wholesalers, for example--are
excluded from the tax to avoid double taxation.
Also excluded from the sales tax to avoid double
taxation are items already taxed under other state

laws--motor fuels, cigarettes, oil and natural gas. One
notable exception to this type of exclusion is alcoholic beverages (except mixed drinks), which are
subject to both the sales tax and separate excise taxes.
Services are, in reality, a type of exclusion, since
the Texas sales tax is levied, by definition, only on
sales of "tangible personal property'' --on the sale of
goods rather than services. But, a number of states
have extended their sales tax bases to include at least
some services, and much of the interest in broaden-

TABLE 1
MAJOR SALF.S TAX EXEMPI'IONS, 1984

Consumer Goods
Groceries
Prescription medicine
Motor fuels
Alcoholic beverages
Cigarettes

Number of
States Exempting1

Exempt
in Texas?

28

yes

42

yes
yes
na2
yes

37
4
12

Services
Residential gas and electricity
Residential water
Telephone and telegraph
laundry and dry cleaning
Barber and beauty services
Amusements
Management consulting
Computer and data processing
Legal services
Maintenance services
Auto repair services

41
21

Agricultural Goods
Feed, seed, fertilizer, etc.
Agricultural machinery

43

Business Goods
Sales for resale
Production machinery
Materials used in processing

27

38
18
28

43
26
43
37
24

24

44
30
44

yes3
yes
yes
yes
yes
yes

yes
yes
yes
yes
yes
yes
yes
yes
no
yes

Forty-five states and the District of Columbia impose a general sales tax.

1

'Texas exempts alcoholic beverages taxed under the mixed beverage tax.
-'Besides residential gas and electricity, Texas also exempts certain industrial and agricultural uses of ga~ and electricity.
SOURCE.'>:

Commerce Clearinghou~e, State Tax Guide--AllStatesand State Tax Review(Chicago: Commerce Clearinghouse, 1984); Federation
of Tax Administrators; and telephone survey.
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ing the Texas sales tax base focuses on adding various
services.
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Exemptions
The estimated value of items specifically exempted
from the sales tax will reach $1.6 billion in fiscal 1985
(Table 2). (All estimates are based on the four percent
state rate.)'
The largest single exemption is for food, which is
expected to have an estimated value of$427 .4 million
in 1985. The state exempts only food that is not ready
for immediate consumption. Food that can be eaten
where it is bought, such as a meal in a restaurant, is
taxable. Also taxed are certain "nonessential" foods
like candy and soft drinks.
Another· important exemption is on agricultural
supplies and machinery, which is expected to have an
estimated value of $235.5 million in 1985. This
exemption follows the traditional Texas policy of
promoting food and fiber production.
The other major exemption from the tax is for
residential, agricultural, and certain industrial gas and
electricity sales. Together, these exemptions will
represent an estimated $546.1 million in foregone
sales tax in 1985. The residential exemption was
enacted for tax relief purposes. The industrial use of
gas and electricity has been considered a raw material
used in the production process. Such raw materials
are excluded from tax under the Texas law.
Some of the exemptions in Texas law are dictated
by the legal relationships between various levels of
government. For example, an estimated$29.2 million
in revenue will be foregone because of the exemption of sales to governmental units.
Another large exemption in this vein is for equipment and supplies purchased by a contractor for work
on property owned by an exempt organization.
Although this exemption covers all sorts of tax-free
groups, its main impact is from governmental projects, and it primarily encompasses cases where a
contractor purchases equipment and supplies for use
on a government construction project. The exemption will cost an estimated $65.6 million next year.
Nine states have extended their sales taxes to
include equipment, supplies, and material incorpo'The estimates shown here are for the full 12 months of 1985. Because of
the lag in tax collections after a taxable sale occurs, the actual fiscal imr,act
of removing one of these exemptions would depend on the date the
change in the law took effect.

4

rated into f edera/. government construction projects.
Exempting federal government projects will cost $39
million in Texas in 1985.
Two unique exemptions on the Texas list are those
on certain pieces of oil and gas drilling equipment
and on certain aircraft.

The oil and gas exemption is on equipment used in
offshore exploration outside Texas waters and on
drilling and production equipment for export outside
the state. These exemptions are valued at $82.2 million in 1985. In both cases, thepurposeoftheexemption is to bolster the state's oil and gas field machinery
industry and to avoid imposing taxes on what is,
essentially, interstate commerce.
The aircraft exemption is valued at $43.9 million in
1985. It covers aircraft sold, leased, or rented for use
by commercial carriers, for pilot instruction, and for
use by foreign governments or to persons who are not
residents of Texas. The purpose of these exemptions
is, again, to avoid burdening interstate commerce and
to give a competitive advantage to the Texas aircraft
industry.

Computer Software
One sales tax exemption which has received a
considerable amount ofpublic attention is the one on
computer software. The exemption will cost $23.2
million in 1985. It is among the fastest growing
exemptions due to the high interest in computers,
and it is one ofthe few exemptions not brought about
by legislative action. It results from a court case.
Until 1979, Texas taxed computer software on the
assumption that it was tangible personal property.
This changed following the case of The FirstNationa/.

TABLE2
ESTIMATED COST OF SALES TAX EXEMPl'IONS
FISCAL YEARS 1985-1987

(Millions of Dollars)
Item

Food
Agricultural machinery and supplies
Residential gas and electricity
Certain industrial gas and electricity sales
Agricultural gas and electricity sales
Certain drilling equipment
Contracts with exempt organizations
Certain aircraft
Sales to governmental units
Water
Food products sold by PTAs, etc.
Prescribed medicines and devices
Computer software
Rolling stock
Newspaper sales
Motion picture leasing and licensing
Certain ships and equipment
Sales to religious and public service organizations
Magazine subscriptions
Solar energy devices
Sales of film, etc., used by broadcasters
Religious writings
Licensed carriers' equipment and supplies
One-time sales by exempt organizations
Sales of food products by youth groups
Certain equipment for the blind
Publications by licensed carriers
Hospital Equipment Financing Council purchases
Sales by development corporations
Agricultural produce containers used for transportation
Certain coins and precious metals
Sales by, or to, Indian tribes

·.~
~

198S*

1986

1987

$ 427.4
235.5
203.3
337.8
5,0
82,2
65.6
43,9
29.2
24.9
22.4
16.9
23.2
11.6
6.2
5.7
4.3
3,3
2,3
0,8
0.6
0.4
0,3

$ 457.8
250.4
213.7
372.2
5.8
90.3
71.2
46,6
30.2
26.4
24.0
18,0
27,2
12,7
6.8
6.1
4.6
3.7
2.5
0.8
0,6
0.4
0.4

$ 489.7
267.5
230.7
466.3
8,0
98.2
75,7
48.9
32.2
28.3
25.6
19.0
34.7
13.5
7.4
6.5
4.8
4.0
2.7
0,8
0.7
0.5
0.4

**
**

**
**

••

••

...

**
**
**

**
**
**

••
••
**

IDTAL

$1,552.8

**

••
••
**
**

...

••

**

...**

$1,672.4

$1,866.1

••

• The estimates shown here are forthe full 12 months offiscal 1985. Because of the lag in the collection of taxes after a taxable sale occurs, the
actual fiscal impact of removing one of these exemptions would v.uy depending on the date the change in the law took effect.
•• Negligible amount, less than $50,000.

NOTE: These are not official Comptroller estimates, but are preliminary projections based on the best available data and are
subject to change.
SOURCE:

Bob Bullock, Texas Comptroller of Public Accounts, 1984.

Bank of Fort Worth v. Bullock. 2 In this case, the court
ruled that "canned"computer software was, in essence,
the sale of an intangible product and not taxable.
Today, software is taxable under Texas law only

when it is sold as part of a complete package with
computer equipment To be tax-free, the price of the
software must be stated separately from machine
costs.3

2

3

First National Bank of Fort Worth v. Bullock, 584 S.W.2d 548 (Tex. Civ.

App. 1979).

Blank tapes or computer disks are taxable. Without the computer instructions, they are considered to be hardware.

s

Nationally, a total of 40 states tax software of one
kind or another. They do so by a mixture of specific
statutory authority, agency rulings, or even informal
practice, as was the case in Texas up to 1979.
Only 10 states have specific statutory authority covering software, with most simply defining software as
a "retail sale" for tax purposes. A few states attempt to
distinguish between prewritten software--standard
"canned" programs and games--and specialized software designed specifically for one customer. The
rapidly expanding market for software in various
forms makes such distinctions very difficult to administer because of the constantly changing boundaries
of the market.

Exclusions
The most important sales tax exclusion is materials
used in manufacturing, which is valued at almost $3
billion in 1985 (Table 3 ). This figure includes the cost
of raw materials at various stages of the production
process but excludes the cost of most machinery,
which is taxed, and industrial fuel purchases, which
are estimated separately (Table 2).4

While this appears to be the largest single exclusion from the sales tax, it is important tO' understand
why it is there. Like almost all sales taxes, the Texas tax
is levied on the final sale of taxable goods. To extend
the tax to the parts that go into the production of the
final good would effectively convert the Texas tax
from a sales tax to what is commonly known as a
"value-added" or "turnover" tax, which is used extensively in other countries and which taxes the value
added to a good at each stage of production and
distribution.
This same principal extends to the sale ofgoods for
resale, which is not estimated due to data limitations.
This exclusion is potentially worth an enormous
amount of money, but again, such sales are excluded
to avoid taxation at multiple points before the final

sale.
Also important in the exclusion category are items
taxed under other laws. This involves a significant

•Machinery and equipment with a useful life of more than six months is
taxable.

TABLE 3
FSTIMATED COST OF SALES TAX EXCLUSIONS
FISCAL YEARS 1985-1987

(Millions of Dollars)
19851

1986

1987

$ 953.3
656.4
376.4
72.3
55.9
28.2
14.7
2.4

$ 925.4
678.1
387.9
80.2
57.2
28.2
14.7
2.4

$ 947.5
714.0
392.9
89.8
58.5
28.2
14.7
2.4

2,980.5

3,164.6

3,299.0

$5,140.1

$5,338.7

$5,547.0

Items taxed under other laws
Crude oil
Motor vehicles
Motor fuels and special fuels
Mixed drinks
Cigarettes
Cement
Sulphur
Cigars and tobacco products

Materials used in manufacturing2
TOTAL

'The estimates shown here are for the fi.ill 12 months of fiscal 1985. Because of the lag in the collection oftaxesafiera taxable sale occurs the
actual fiscal impact of removing one of these exemptions would vary depending on the date the change in the law took effe<.t.
'
'Does not include industrial gas and electricity sales which are estimated in Table 2.

NOTE: These are not official Comptroller estimates, but are preliminary projections based on the best available data and are
subject to change.
SOURCE:
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Bob Bullock, Texas Compuoller of Public Accounts, 1984.

amount of money, and it is one area where some
states have turned for additional revenue. For example, 34 states currently tax cigarettes under both the
sales tax and a separate excise tax. Nine states tax
motor fuels under two taxes, and 42 states, including
Texas, have dual taxes on alcoholic beverages.
The major oil and gas states have not been inclined
to levy multiple taxes on state oil and gas production,
although New Mexico levies both an oil and gas
severance tax and a privilege tax on individuals in the
oil and gas business.
Services
In the past two decades, the U.S. and Texas economies have become increasingly service-oriented.
Today, the various businesses classified as service
industries account for almost 19 percent of Texas
nonfarm employment, more than any other Texas
industry, including manufacturing and retail trade. If
the financial, insurance and real estate industries are
added in, the service industry accounts for almost a
quarter of state employment and 29 percent of state
wage and salary income.
Despite its size, the Texas service industry contributes a relatively small percentage to the sales tax base
because it is excluded. In calendar 1982, for example,
the industry accounted for just 6.2 percent ofthe state
tax base, compared with 58.5 percent for retail trade
and 14.9 percent for manufacturing.
The service industry is growing rapidly in most
states, including Texas. Average annual growth in
service employment and sales in Texas have been
substantially above the overall state average for all
industries. The service industry was also one of the
Texas industries least affected by the 1982-83
recession.

The services most frequently taxed in other states
are consumer services. This is a natural extension of
the sales tax in many states, where the sales tax is
primarily a tax on retail sales. (Because ofthe taxation
of production machinery and the large number of
exemptions, it is estimated that as much as half of
Texas' sales tax comes from business-to-business
transactions, in sharp contrast to other states.)
The service exemption with the largest value is
telephone and telegraph services at $157.4 million in
1985 (Table 4). These services, however, are already
subject to state gross receipts taxes.
Another major exemption is construction labor,
with a value of $131.7 million in 1985. The estimate
includes labor services in remodeling, repair of real
estate and new construction.
In the repair services category, the largest individual exemption is for non-automotive repair services.
This covers a wide range ofservices, including repairs
of appliances, furniture, cameras, lawn mowers and
luggage. Other important personal services are automobile repair, barber and beauty services and laundry
and dry cleaning services.

Gauging The Impact
If all of these exemptions and exclusions are
totaled, the value ofsales tax exemptions estimated in
this report will be $7.6 billion next year (Figure 1).
This compares with estimated sales tax collections of
just over $4 billion.
In using these estimates to gauge the impact of
state exemption policy, though, it is imponant to bear
a couple of points in mind.
First, in considering the role of exemptions in state
tax policy, different exemptions have different significance, not only in rerms of dollar value, but also in
shaping how the Texas sales tax works.
7
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TABLE4
~TIMATED COST OF EXCLUDING SERVI~ FROM

TIIE TEXAS SALES TAX BASE
FISCAL YEARS 1985-1987
(Millions of Dollars)

Item

19851

1986

1987

Telephone and telegraph seivices

$157.4

$168.9

$ 181.7

131.7

140.2

153.3

Repair seivices to tangible personal property:
Automotive repair and related seivices
Non-automotive repair

36,3
52.3

39.5
57.7

43.1
62.8

Personal seivices:
Barber and beauty seivices
Laundry, cleaning and garment seivices
Funeral services
Portrait studios
Miscellaneous personal services

26.0
20.4
12.0
0.6
8.5

28.4
22.1
13.1
0.7
9.3

30.9
24.4
14.2
0.7
10.1

Professional services:
Medical services
Legal services
Dental seivices
Data processing services
Architectural services
Accounting services
Advertising and public relations services

98.1
88.2
39.7
22.4
22.4
18.9
12.6

113.2
96.2
45.8
23.5
24.4
20.1
13.7

117.0
104.9
47.3
24.7
26.6
21.3
14.9

Recreation services:
Admissions to amusement events
Health recreation seivices

51.3
3.2

55.4
3.5

58.4
3.8

Separately-billed charges for
transportation, installation, etc.

64.8

69.0

74.0

$866.8

$944.7

$1,014.1

Construction labor2

TOTAL

'The estimates shown here are for the full 12 months of fiscal 1985. Because of the lag in the oollection of taxes after a taxable sale occurs, the
actual fiscal impact of removing one of these exemptions would vary depending on the date the change in the law took effect.
' Includes new construction as well as repair and remodeling of existing structures.

NOTE: These are not official Comptroller estimates, but are prelhninary projections based on the best available data and are
subject to change.
SOURCE:
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For example, the Legislature could vote to tax prescription drugs--or to exempt nonprescription drugs-and the basic structure of the sales tax would be
unchanged.
On the other hand, if materials used in manufacturing were taxed, the Texas sales tax would be fundamentally altered from a sales tax on final
consumption to a turnover tax imposed on most
goods at several points in their production and distribution. Such a change could produce significant
revenue, but it would make the Texas tax much different than it is today and set it apart from the "traditional" sales tax used in most states.
Second, it is important that exemptions be viewed
as more than simply "costs" to the state. Mostexemp-

tions have been included to reflect definite ideas
about how the sales tax burden should be distributed.
For example, the major consumer exemptions--on
food, medicine and utilities--are thought to be of
greatest benefit to lower income persons, a large
percentage of whose income goes for these
necessities.
Other exemptions, such as those for religious and
educational organizations, reflect other legislative
decisions about who should, or should not, bear the
burden of the tax.
Obviously, the fiscal effects of these various
exemptions cannot--and should not--be considered
apart from their broader role in shaping the direction
of state tax policy.

FIGURE 1

ESTIMATED STATUTORY REDUCTIONS IN SALES TAX REVENUE
FISCAL YEARS 1985-1987
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SOURCE:

Bob Bullock, Texas Comptroller of Public Accounts, 1984.
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FOR ADDITIONAL COPIES, WRITE:
Bob Bullock, Texas State Comptroller
Research Division and Fiscal Management Division
P.O. Box 13528, Capitol Station
Austin, Texas 78711
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League of Women Voters of Texas
1212 Guadalupe Suite 109 • Austin, Texas 78701 • Tel. 512/ 472-1100
September 27, 1983

Dear Member of the Select Committee on Public Education:
The League of Women Voters of Texas would like to commend the members of
the Select Committee on Public Education for the time and effort you have
spent traveling the state during the past few months. The school districts
of Texas are diverse, as you have lea~ned in those travels, and the League
believes that it is important for you and the public to be aware of the
vastly different problems that exist in our state's schools.
Furthermore, we are certain that you will want to seek broad-based public
support for your recommendations on dealing with these problems so that
voters will approve obtaining the funds necessary for implementing the
recommendations. To accomplish these ends, the cormnittee must see that
people feel they are a part of the process, and that their concerns have
been given serious consideration.
We see two problems in this regard. One is the lack of summarized transscripts of meetings held thus far. Such material would allow members of
the committee and interested citizens to be aware of the diversity in our
school districts. The second problem is the frustration some individuals
and groups feel because the Select Cormnittee is holding meeting s across the
state, but input has been solicited only from selected invitees. Those
who feel thwarted by the procedure want to be permitted to appear before
the committee at a reasonably convenient location. They perceive that
opportunities for public input will be limited--not only in time but in
location.
The League of Women Voters of Texas urges you to hold regional public
hearings, in addition to an Austin hearing, in order to elicit a broad
range of views on the problems of education in Texas and to generate widereaching support for solutions which your committee deems essential.
Sincerely,

dOld>~
Lois Carpenter
President
LC:djm

TO:

LL Presidents, second copy
to Program VP; DPM

FROM:

Jan Albers, Program VP -- LWV-Texas
7603 Ridges tone Dr .
Austin, TX 78731
(512) 345-8400

RE:

LWV-Texas
August 1983
LL Pres Mailing (2); DPM
II. C. 2.
F.S.G. -- General

LEAGUE POSITIONS ON FINANCING STATE GOVERNMENT AND HOW THEY
WILL BE APPLIED DURING A SPECIAL SESSION

-- -- - -

At the state board meeting in June LWV-T board members reassessed whether
the League could and should respond to legislative proposals for revenue
generation during an expected Special Session. At the present time, it
looks as though a Special Session to address education will ·not be called
before early next year . There is great pressure on the Governor to in•
clude other items in the call such as; AFDC grants, highway funding and
state employee salaries. Increased funding for all of these items would
be very costly so a variety of revenue generating measures will certainly
be considered.
After reviewing both League positions and the state fiscal cri5is, the
state board concluded that the budget adopted during the regular session
was not adequate to address the many unmet needs in Texas and that the
League should be prepared to evaluate revenue generating measures as they
are proposed. The League position in support of "an equitable system of
taxation which assures an adequate revenue, is easily administered, and is
consistent with economic and social goals" will be the primary standard
used to assess the desirability of fiscal proposals. It is our interpretation that the phrase "consistent with economic and social goals" refers
to the economic and social goals of the League and we will therefore also
use other related League positions in evaluating proposed legislation.
The League will consider how proposed legislation would affect the entire
system of taxation in Texas. We will also compare each revenue generating
proposal to others being suggested in order to assess which appear to be
most equitable and least regressive. After agreeing on these guidelines,
the state board briefly discussed some specific tax measures.
Income Tax -- Although this tax clearly could be supported under League
positioMwe will not take the lead in advocating this approach at this
time. To do so would be unrealistic and counter-productive. However, we
would consider supporting this tax if a serious proposal was offered.
Sales Tax -- This tax is generally considered to be regressive but is
less so when food and medicine are exempt c Because of the large number of
exemptions, the Texas tax is considered to be a limited sales tax. If an
increase in the tax is proposed, we would want the exemptions which make
it less regressive retained. We will also keep in mind that there are no
easy choices and will compare the proposal to others being suggested.
Motor Fuels Tax -- Under the League's conservation of energy position
this tax coul<lbe supported and it will certainly have some strong legislative support as Texas has one of the lowest taxes in the nation.
However, we will look at how regressive an increase might be as comp4red
to other proposals.
(more)

MAY 1 2 1983

TO:

LL Pres., 2nd copy to Program
VP; DP~; St. Ord.

FROM:

jan _Albers, FSG Associate Director
760~ _Ridgestone Dr.
Austir(~ · TX 78731
(512) 345..:8400

RE:

Remarks at State Convention <;:oncerning the State Fiscal Crisis

LWV-Texas
May 1983
LL Pres. mailing (2);
DPM; St. Ord.
II. C. 2.
FSG - General

The boar.dis very concerned about the financial that our state is facing
and spent time at the state board meeting preceding the convention discussing
what the League's role ~hould be in the resolution of this ·- crisis.
Comptroller Bullock's most recent estimate for the coming biennium would
permit the state to spend only about $2.3 billion more than in _the current biennium. This amount is not sufficient to meet the many critical needs that the
Leagu~ and others have ; identified. Of the $2.3 billion almost $1 billion will
be consumed by simply carrying forward our public education system and providing
teachers with no more than their 3.5 - 4.5% yearly step increase. Our growing
student population pl:-a the step increases account for most of the cost in
carrying forward public education.
Thie le~ves a little over a billion dollars to provide for increases in
state agencies due to inflati~n and t·omake up for the loss of federal funds for
some state scrvicns. It is not Gufficient to allow for more than minimum raises
for state employees or to meet the rising demand for services in a state with a
growing population. In fact, it would take approximately $2 billion additional
new state <lolla~s in the next "biennium to really address the many unmet needs
in Te.xas. Unfortur.ately, there are few sources of revenue that can generate
this mu.ch money. And with all sources of revenue there are problems--either
from the 1e·ague parspective or from the legislators' perspective.
The two sources of revenue most discussed these days are: 1) a 5¢ per
gallon increase in the rr.~tor fuel tax which would generate about $860 million
over the next biennium and 2) an increase of 1¢ in the sales tax which would
generate over ~2 billion. From a League perspective ther·e are problems with
both of these proposals. Bec~use the motor-fuel tax is constitutionally dedicated\ to schools and 3/4 to highways, it is probable that no more than
half of any additional revenue would be available to free up other money for
the general rev~nue fund. However, I would point out that under our conservation of energy position we could support on increase in the motor-fuel tax.
Ana bacauce League positions on FSG clearly call for an equitable system
of taxation consistant with economic and social goals, it is difficult to support
the general vales tax incre~se which would fall anost heavily on low-income groups.

Two sources of revenue which could generate the $2 billion but are not
being discus3ed by lawmakers are: 1) an income tax and 2) a tax on personal
services. Although League criteria favor an income tax, the tax has little
public suppoLt. In fact, most state leaders specifically promised in their
campaigns to not support an income tax.
-more-

Luxury~ Sin Taxes -- Many people do not view this tax as very regressive
as it is applied to discretionary terms. Once again, we will look at the
levels of taxation being proposed and compare the legislation to other
measures . It is interesting to note that other financially-pressed states
are increasingly turning to these taxes as well as legalized gambling to
provide new revenues .
Personal Service Tax ·__ The League believes this tax a promising one to
consider not onlybecause we are moving toward a service oriented economy,
but because with appropriate exemptions we do not think it would be very
regressive.
In the June/July issue of The Socioeconomic Newsletter it was noted that
Nevada legislators opted f~increased property taxes, excise levies and
taxes on services to offset their anticipated deficit.

A tax on personal services , such as dry cleaning, appliance repair services,
legal, accounting, and programming services has not really been fully discussed
and therefore has not been specifically:r.uledout by legislators. Such a tax,
which wo~ld broaden the base of our sales tax to include the consumption of
services as well as goods would almost certainly fall moat heavily on higher
income group~--especially if essential and human growth services were excluded
from the tax. Such services might inciude health and medical services, mass
transportation services, educational services, etc.
It baa been noted by most people that our society is moving from a producer and consumer of goods to a producer and consumer of services, and in many
ways our tax structure is out of sync with the direction in which we are moving.
It is also interesting to note that the sales tax concept has fairly high acceptance.
What I've tried to do is define the fiscal problems this state faces--there
are obviously no easy answers. The state board would like to have some input
from local Leagues so that the LWV~T can appropriately respond to the fiscal
crisis. I do not personallythin~c the resolution of this crisis will occur
during the regular session--but I would not be surprised to see a special
session address revenue problems. The League needs to prepare now for that
contingency.
The ~tate board would like local Leagues to give the following questions
some thought and to share ideas with us prior to the next state board meeting
on June 7.
1)
2)
3)
4)

To what extent are you concerned about the fiscal crisis?
Do you want the League to have an impact on the decisions that will

be made?
Do you want the League to explore the tax on personal services and
how such a tax could be administered?
Do you have other suggestions to guide the state board as we try to
address this issue?

# # # # # # # # #

