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Building a Reliable, Fair and Accountable
215 Century Revenue System

A sound and adequate state revenue
system must be reliable, fair and
accountable. Connecticut can and must do
better on each of these measures if it is to
make the strategic public investments
necessary for success in the 21* century
global economy. On our current course, the
state will fall short of raising the revenues we
need to maintain the public structures that
keep Connecticut strong and vibrant,
including our education, health, public safety,
environmental protection, and transportation
systems.

A reliable revenue system provides
sufficient funds for investing wisely in our
children and our future. Connecticut’s
revenue system does not meet this test.
After several years of state budget surpluses,
Connecticut’s budget again is projected to be
in the red. The Office of Fiscal Analysis
projects General Fund deficits for the next
four years: $139.4 million in Fiscal Year FY
2009, $848.2 million in FY 2010, $1.17
billion in FY 2011 and $965 million in FY
2012. Projected revenue growth (further
dampened by the current recession) is not
keeping pace with growth in spending on
current services and there is not enough
revenue for the snereased investments in areas
such as infrastructure and education
necessary for Connecticut to remain
competitive in the 21 century global
economy.

This structural deficit is the predictable result
of some poor budget choices, including: an
erosion of our tax base through new
exemptions to, and credits against, our key
state taxes; recurrent use of one-time
revenue sources to balance recent budgets;
larger debt service payments due to increased
reliance on bonding; and a failure to
modernize the tax code as Connecticut’s
economy has changed. For example, $290

million in one-time FY 2007 surplus funds
and another $16 million of FY 2008
transferred revenues now are funding
ongoing expenses in this year’s (FY 2009)
budget. Further, $480 million in unspent FY
2008 funds is being carried forward to pay
ongoing FY 2009 expenses. Were this
funding not used for operating expenditures,
State Comptroller Nancy Wyman explains “it
could have been used to fill the rainy day
fund and to pay down state debt.”” Thus, a
large part of the state’s projected FY 2010-
FY 2011 deficits result from budget
gimmicks that merely delayed the need to
address projected revenue shortfalls. True
leadership would avoid the gimmicks and
create a modern revenue system that is well
balanced and adequate to meet state needs.

In a fair tax system, wealthy residents do
not pay a smaller share of their income
in state and local taxes than residents
struggling to make ends meet. Yet, that
is the case in Connecticut. After federal
income tax deductions, our wealthiest
families pay an average of 4.7% of their
income in state and local taxes, compared to
10.2% for middle-income and 10.9% for
poor residents.”> While Connecticut’s income
tax is progressive for very low-income
earners, it is otherwise essentially flat. And it
is not enough, even when combined with
Connecticut’s progressive estate/gift tax, to
overcome the impact of Connecticut’s more
regressive sales and property taxes.

A transparent and accountable revenue
system is one in which the distribution of
taxes and special tax benefits are
transparent, publicly reported, and
evaluated for cost-effectiveness. In
Connecticut, too much of this
information is unavailable or kept secret.
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Each year, hundreds of millions of
dollars in tax credits and other tax
preferences are given to businesses
to promote economic development.
The identities of all these businesses
are not disclosed, nor is there
adequate evaluation of the benefits
to all taxpayers. The loss of state
revenues from corporation business
tax credits alone (an estimated
$305.6 million in FY 2009) has
increased 113-fold since 1987.
Notably, no comprehensive
economic development plan guides
the adoption of new tax credits.
Indeed, more than one-third of the
projected FY 2009 revenue loss
results from three new “film
industry” credits.’

Relatively few of Connecticut’s
business tax credits put a ceiling on
the total amount of credits that can
be claimed in a given year. As a
result, the state’s total revenue loss
through tax credits is open-ended.
Further, there currently is no
ongoing process to review the
existing tax credits (like our Results-
Based Accountability for
appropriated spending) and to repeal
those with inadequate economic
return.

Connecticut can raise additional
revenues without imposing
undue hardship on businesses or
individuals. By many measures,
Connecticut is the wealthiest state in
the nation, well-equipped to afford
the investments in our children and
infrastructure that will provide huge
returns in the future:

e Connecticut enjoys the nation’s
highest per capita income
(849,459 in 2006, 39% higher
than the 50-state average).

e Many Fortune 500 companies
are based here.

e Connecticut ranks Jighest among
states in “fiscal capacity;”
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meaning its ability to fund
needed public investments from
its own state and local revenues.*

o Connecticut ranks third /Jowest
among states in total “own
source” revenue (total state and
local taxes, fees, charges, and
other revenues) as a percentage
of state personal income (US
Census Bureau, for FY 2005-
2000).

o Connecticut ranks third /Jowest
among states in total state and
local business taxes as a share of
total state and local taxes, and
fourth lowest in the zucrease in
these business taxes between FY
2000 to FY 2004 (Council on
State Taxation, 2005).

These steps can make
Connecticut’s revenue system
more reliable, fair and
accountable:

e Enact a more progressive
income tax by imposing higher
rates on higher income brackets,
thereby generating additional
revenues and making our tax
system more equitable.
(Connecticut’s top rate of 5% is
tied with Alabama and
Mississippi as the second lowest
among the 41 states with a
broad-based personal income
tax.)

e Enact a state Earned Income
Tax Credit (EITC) to help
rectify the state’s regressive tax
system and address the erosion
in real (inflation-adjusted) wages
among Connecticut’s lower-
income working families.

e Maintain Connecticut’s
combined estate/gift tax to
preserve one progressive
element in our tax code and
retain needed revenues.

¢ Lower Connecticut’s
dependence on local property
taxes by increasing state K-12

education funding and state
Payments in Lieu of Taxes
(PILOT). This also would
reduce the disparities in property
taxes among towns.

¢ Require disclosure of
corporate tax breaks through
company-specific reporting
of business tax credits and
exemptions taken. This would
enhance the accountability and
transparency of our tax system.

e Repeal the special tax
accounting rules that favor
large, multi-national
companies over smaller, local
businesses unless the benefits
to the state outweigh the costs.
This can increase tax equity
among state businesses and
accountability in Connecticut’s
revenue system.

® Modernize the sales tax in
light of changes in Connecticut’s
economy (from product-based to
service-based, from local
businesses to multi-state and
multi-national corporations, and
from storefront to online sales)
to make our revenue system
more efficient and reliable.
Repealing some of our $2.6
billion in sales tax exemptions
could lead to a reduction in the
sales tax rate.
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