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Utah Implements Optional Flat Tax

Nearly two years after then-Governor Olene Walker proposed a flat individual income tax, Gov-
ernor Huntsman signed legislation that allows taxpayers to choose between the existing bracketed
income tax or a flat tax of 5.35% with no deductions or exemptions except for state tax refunds and
those required by federal law such as interest on federal bonds.

Your Utah Taxpayers Association, Governor Huntsman and key legislators like Sen. Curt Bram-
ble and Representatives John Dougall and Wayne Harper have been pushing for flat tax system in
order to improve Utah’s competitiveness with other states. Please go to www.utahtaxpayers.org to
read a summary of what other states have been doing in recent years regarding individual income
tax rates.

State economists estimate that 4% to 5% of taxpayers will opt for the 5.35% income tax and will
result in a tax cut of about $36 million. As Governor Huntsman and key legislators have noted, tax
reform is not finished and this legislation is just the first step. Your Taxpayers Association advo-
cates for the creation of means-tested credits in the flat tax system. Since the credits would be
phased out as household income increases, the benefit would be targeted to middle and lower in-
come households and the impact on state finances would not be significant. While such credits
would mean that the flat tax system would not be a pure flat tax, such a system would still have a
broader base and a lower rate than the traditional system.

Utah Finally Indexes Income Tax Brackets

The Utah Legislature approved legislation in the recent special session that will annually index
individual income tax brackets for inflation. Governor Huntsman immediately signed the bill into
law. In addition to annual inflationary increases in tax brackets, the approved legislation also im-
plements a one-time increase in tax brackets. The one-time increase and the ongoing increase in
tax brackets mean that less individual income will be taxed at the highest rate. The top marginal
tax rate was also lowered from 7.0% to 6.98%. The rate reduction and tax bracket increase will re-
duce taxes by $42 million. The accompanying table summarizes the new tax brackets and tax rates.

The Utah Taxpayers Association has been advocating for annual inflationary adjustments to

Current and Expanded Utah Individual Income Tax Brackets

Current Brackets Expanded Brackets

Lower Upper Add Rate Lower Upper Add Rate

$0  $1,726 $0 2.30% $0 $2,000 $0 2.30%
$1,726  $3,450 $40 3.30% $2,000 $4,000 $46 3.30%
$3,450  $5,176 $97 4.20% $4,000 $6,000 $112 4.20%
$5,176  $6,900 $169 5.20% $6,000 $8,000 $196 5.20%
$6,900  $8,626 $259 6.00% $8,000 $11,000 $300 6.00%
$8,626  And up $362 7.00% $11,000 And up $480 6.98%

Source: Office of Leaislative Research and General Counsel
individual income tax brackets for years. Without bracket adjustments, effective tax rates increase
over time because, as wages increase due to inflation, more and more income is taxed at the
highest marginal rate. While lack of indexing harms nearly all taxpayers, low and middle income
taxpayers are impacted the most as a percent of income. (However, taxpayers with zero, near-zero,
or exceptionally low taxable income typically do not benefit from indexing.) The accompanying
chart illustrates the impact of not indexing tax brackets for inflation.

The Utah Taxpayers Association has a PAC!

Go to www.utahtaxpac.org to donate and learn more. The PAC will provide yet

another way for our members and other taxpayers to be involved in the
political process.

Visit Us at www.utahtaxpayers.org
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For example, a typical 2-parent, 2-child household with AGI of $40,000 in 2005 had an
effective tax rate (ETR) of 2.97%. Had brackets been indexed for inflation since 1973, the ETR
would have been 1.70%, a 43% reduction.

The same household configuration with AGI of $200,000 in 2005 had an ETR of 5.12%. Had
brackets been indexed, the ETR would have been 4.78%, a 7% reduction.

While all households would have lower tax burdens if tax brackets had been indexed every year
since 1973, lower and middle income households would have received the largest tax breaks in
percent terms.

Effective Utah State Individual Income Tax Rates for Typical Family of Four
$30,000 | $40,000 | $50,000 [ $60,000 | $70,000 | $80,000 | $100,000 | $200,000

Current
Brackets
(TY2005)

If Brackets
Adjusted
for Inflation
Since 1973
Percent
Reduction
Percentage
Point Re-
duction

1.62% 2.97% 3.24% 3.69% 4.06% 4.20% 4.56% 5.12%

0.92% 1.70% 2.00% 2.55% 3.08% 3.34% 3.88% 4.78%

-43% -43% -38% -31% -24% -20% -15% -7%

0.70% 1.27% 1.24% 1.14% 0.98% 0.86% 0.68% 0.34%

Source: Calculations by Utah Taxpayers Association based on Utah State Tax Commission data

In the 1970s, "bracket creep" was a household term in the U.S. because the federal government
did not automatically index federal tax brackets for inflation. As a result, effective tax rates
increased, especially during periods of high inflation. The term is not widely used any more
because the feds began indexing tax brackets more than twenty years ago. However, prior to last
month’s special session, Utah had made only one adjustment to tax brackets since 1973, a 15%
increase in 2001 sponsored by Sen. John Valentine. In 1973, the top marginal tax rate kicked in at
taxable income of $7,500. Prior to last month’s change, the top rate kicked in at taxable income of
$8,626. If tax brackets had been adjusted continuously for inflation since 1973, the top rate in
2005 would apply to taxable income in excess of $32,990. The annual tax increase due to NOT
indexing is not very large, but the small increases add up over time.

My Corner - by Howard Stephenson
“User Pay” — Good for Funding Transportation

November’s general election ballot in Salt Lake County will include a question
regarding a new %4 cent sales tax for roads and transit. The special session of the
legislature which empowered the county council to place the measure on the ballot
adopted the Utah Taxpayers Association recommendation to ensure that the
transportation projects will be prioritized on a need basis and not politics. The Association was
also successful in getting into the legislation a provision that %4 of the %4 cent must be used for
transportation corridor preservation.

HOT Lanes, Tolling, and Congestion Pricing

Some have wondered why the Taxpayers Association would also suggest that the legislature and
the Utah Department of Transportation (UDOT) look for more opportunities for congestion pric-
ing and tolling on Utah urban highways.

One person commented, “Aren’t tolls another name for tax increases?”

Some one else was upset that single occupancy vehicles could pay extra to use the HOV lanes.
“That violates the principle of High Occupancy lanes. Why should fat cats be able to pay to use the
fast lane?”

Another said, “Why would a free-market advocacy group like the Taxpayers Association support
the idea that commuters would pay more for using highways during peak times?”

And another: “Highways belong equally to all of us and all lanes ought to be available for free at
all hours. Tolling is a socialist idea.”

When People Don’t Pay, They Don’t Pay Attention

I suppose everyone has heard the axiom that when government subsidizes something it tends to
get overused, requiring an even greater subsidy.

An example of government subsidy is water delivery in Utah, a desert state. Our water rates are

Visit Us at www.utahtaxpayers.org



When users pay for
the choices they make,
they tend to conserve.
When society as a
whole pays through a
socialized funding
structure, people tend
to overuse the free op-
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It's true that tolls are
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for every guy who
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among the lowest in the nation and our consumption per capita among the highest, in large part
because we subsidize everyone’s water bill through property and sales tax revenues. If 100% of the
cost of water consumption were reflected in water bills, we'd have a lot more water available.

When users pay for the choices they make, they tend to conserve. When society as a whole pays
through a socialized funding structure, people tend to overuse the free option.

This is true with education as well. | support student fees in public education because they tend
to generate greater parent involvement and scrutiny. When education is totally “free” parents and
students take it for granted.

Don’t Tax Me, Don’t Tax Thee

It's true that tolls are a tax increase, but new revenues for transportation are going to be raised
one way or another and therefore ought to come more and more from those who use the roads.
With a backlog of $20 billion to $30 billion in unmet transportation needs there is no question
that increased taxes are required to pay for the projects. If we don’t pay for the projects, we'll pay a
higher price in economic costs.

So, the question we should ask is, if we have to collect more money for roads, how should it be
done? Most economists would tell you that if you want to get greater capacity out of whatever
transportation system is available, you should charge more to use the system during peak traffic.
This naturally motivates people to take optional trips during the cheaper or free time slots, reduc-
ing the magnitude of the peaks and evening out the traffic flows.

Allowing “fat cats” to buy their way into the HOV lane, at first rankles those who would never
pay the extra price and are a bit jealous of those who do. What is not obvious at first, however, is
that for every guy who voluntarily pays to drive the carpool lane, there is one less car in the non-
HOV lanes ensuring that the non-payers are benefited too. It’s the ultimate win-win solution.

When UDOT recently sold the first 600 HOT lane permits for $50 per month the first 500 per-
mits sold out instantly and the remaining 100 took another hour and a half due to website prob-
lems. Another 500 permits were put on sale recently and the first 250 were sold in the first half
day. At press time there were still some permits left unsold. UDOT will pay $180,000 per year to
the Utah Highway Patrol for enforcement of the HOT lanes.

I couldn’t believe my ears when one complainer said

tolling is a socialist idea. Actually the free use of roads
24-7 is the ultimate in socialism. The free market
solution would be to require all users of the road to pay
their own “freight” so to speak. The socialized
approach we currently use requires that we build more
lane miles than we really need. We build excess
capacity at a very costly price in order to take care of
the peak traffic times.

Another good “user pay” option is to raise more
highway revenues through gas taxes rather than non
vehicle related taxes. Conservation is increased when
the full price of a commute is paid directly by the user.
Examples of communities with congestion pricing

Lee County Florida found that 7% of commuters
voluntarily changed their drive times from peak to non-
peak to save 50 cents on a $1 toll to cross two bridges.
Called Transportation Demand Management (TDM),
the federally funded experiment has continued well
past its expiration date.

San Diego’s eight-mile reversible two-lane portion
Interstate 15 had significant excess capacity (meaning
that the lanes were seldom a full capacity even during
peak drive-time). Permits were sold for solo drivers to

Quote of the Month #1
“Adolf Hitler started virtu-
ally the same way we’re
starting this . . . If you read
about the rise and fall of
Adolf Hitler, he started the
very same way we've started
some of these charter
schools.”

Outgoing Representative David
Ure speaking in opposition to
appointed charter school
boards. Ure implied that the
ability of parents to choose char-
ter schools and, in essence, vote
with their feet, is not sufficient
to ensure quality charter
schools. Instead, he supports a
state mandate that charter
schools have “elected officials”

on their governing boards.
Source: Administrative Rules Review
Committee recordina 10/02/2006

of

use the lanes similar to Salt Lake’s new program. Two years later the program switched to “vari-
able pricing” which based fees on the actual level of congestion in the HOV lanes. Transponders
deduct the fee when the vehicle travels under overhead readers with tolls ranging from 50 cents to
$4 per one-way trip. Pricing is managed to change every six minutes in response to real-time con-
gestion levels to ensure free-flow of the HOV lanes. As the lanes begin to fill the price goes up.
Message signs in advance of the entrance indicate the current fee, allowing transponder owners to
make choices about the current market price. The program is wildly successful with users while
freeing up space on non-HOV lanes.

Visit Us at www.utahtaxpayers.org
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Houston Texas utilizes 12 miles of HOV-3 lanes on the Katy Freeway which require at least
three persons per vehicle. The project was changed to allow two-person carpools to utilize the
lanes for a fee. Transponders are utilized to charge the owner when he chooses to use the HOV
lane.

Orange County California has the nation’s first variable-priced and fully automated (no toll
booth) highway. The highway tolls of $1.15 to $8.50 depending on the time of day relating to a
fixed schedule which replicates expected daily peak traffic. A 50% discount is given to car pools of
three or more persons. Within a few years over 100,000 transponders have been issued. Toll
revenues cover highway operations and maintenance costs and have recently grown to levels which
would cover express lanes bond obligations.

Rainy Day Funds Reach All-time Highs

Utah's financial situation looks better now than it has in a very long time, due to an expanding
economy that has generated huge increases in state tax revenue.

Utah's rainy day funds -- officially known as budget reserve accounts -- are now at all-time
highs and have reached their statutory limits. According to data just released by the Division of
Finance, the General Fund Budget Reserve Account now has a $132.1 million balance, and the
Education Budget Reserve Account now has $122.9 million for a total of $254,925,000. State
statute allows the budget reserve accounts to retain a maximum of 6% of general fund and
education fund appropriations.

Some may dispute that the statutory 6% reserve limit is too low. Cities are allowed to have
reserves equaling 18% of general revenues while counties are allowed to have 20% in reserve.
School districts, on the other hand, are allowed to have 5% in reserve. The lower limits for the state
and school districts are probably attributable to the fact that there is significant overlap between
state and school district budgets and reserves held at the school district level lessen the need for
the state to have reserves of its own and vice versa.

It was only a couple of years ago that Utah had bled its rainy day fund down to $19.5 million in
FY2002 from the previous high of $120.3 million in FY2001.

Also, Utah unofficially has a "working" rainy day fund. A "working" rainy day fund consists of
cash revenues -- as opposed to bonds -- that are used for capital projects. In FY2007, about $708
million in cash are being used for capital projects like roads and buildings. Normally, state and
local governments in the U.S. use bonds to fund capital projects, but the state of Utah to its credit
has also relied heavily on cash to fund capital projects. In addition to avoiding interest expenses,
using cash to fund capital projects allows the state to manage its budget more effectively if
projected revenues do not materialize.

These funds are frequently called "working" rainy day
funds because the funds are actually being "put to work™
by funding the construction of a capital project instead of
just sitting in a bank account collecting interest and the
funds can be transferred from capital projects to cover
ongoing operating general expenses if projected state
revenues end up being lower than initially projected.

If cash is transferred from capital projects, the projects
are then either funded with bonds or are delayed.

Diverting cash, particularly ongoing revenues, to capital
projects has the added advantage of slowing the growth of
ongoing operating expenditures, although some would
argue that using ongoing revenues to build state buildings
ultimately increases ongoing expenditures because these
buildings are then filled with state employees and the
buildings require ongoing maintenance. Nevertheless,
even if ongoing expenses are increased when buildings or
roads are built, the increase in ongoing expenditures
would be higher if the ongoing revenues had initially been
used exclusively for ongoing expenditures instead of
capital.

Quote of the Month #2

"As the furor over Utah's
proposed Major League
Soccer stadium fades, one
financial mystery remains:
Does Real Salt Lake really
have the cash? Peter Cor-
roon, the fiscally conserva-
tive Salt Lake County
mayor, is determined to
find out.”

Salt Lake Tribune reporter
Derek Jensen, describing "fis-
cally conservative" Mayor Peter
Corroon's concern about
whether Real Salt Lake has
enough money to warrant sub-
sidies from Salt Lake County

taxpayers.
Source: Salt Lake Tribune 09/28/2006

During the last recession when revenues stopped growing, the state relied on rainy day funds
and "working" rainy day funds to balance the budget. Although the state raised taxes in the last
recession (K-3 district option property tax, cable and satellite TV tax, individual income taxes due
to lack of bracket adjustments), these tax increases were small compared to the tax increases of
1987 which in today's economy would be the equivalent of hundreds of millions of dollars.

Visit Us at www.utahtaxpayers.org
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County Option Sales Tax for Roads and Transit

As originally proposed, the sales tax increase for transportation was riddled with problems from
a taxpayer perspective. However, your Taxpayers Association successfully lobbied for some
changes, including increased spending on corridor preservation and a prioritization of roads and
transit based on cost-effectiveness of congestion reduction.

Corridor preservation

The Legislature approved a 0.25% county-option sales tax. One quarter of this increase must be
spent on preservation of transportation corridors. Corridor preservation is definitely one of the
most cost-effective uses of tax dollars. In some cases, land acquisition can account for 50% of total
highway costs. By purchasing the land many years before residential and commercial development
encroaches upon the transportation corridor, the state can save tens of millions of dollars. In the
upcoming general session, your Taxpayers Association will be lobbying for issuance of a major
bond which will finance preservation of transportation corridors. To read more about this, go to
http://utahtaxpayer.blogspot.com
Prioritization process

Your Taxpayers Association also lobbied to ensure that the sales tax increase for transportation
includes language that requires road and transit projects to be prioritized based on the cost effec-
tiveness of each project to reduce congestion, address safety concerns, and other factors. Surpris-
ingly, this has never been done in Utah or anywhere else.

Of the four proposed mass transit lines, the airport line is clearly an inefficient use of tax dol-
lars. There is no congestion around the airport that needs to be relieved and airport employees ar-
rive and leave the airport during off-peak hours so they are not causing congestion on 1-15 or other
roads. Some have argued that the airport line would be a good way to promote tourism and reduce
pollution. However, at a cost of up to $290 million plus interest, there are definitely more cost ef-
fective ways to reduce pollution and promote tourism.

The legislation empowers councils of governments to establish a prioritization process with
each county. To ensure that they prioritize the projects accurately , your Taxpayers Association ob-
tained an amendment to require each county to obtain legislative approval of the county's prioriti-
zation process.

Problems with Legislation

Tax Questions on the November Ballot

The transportation bill has a couple of Amount
problems. First, local taxes are being School Districts |(in millions) |Reason
raised to fund projects that should be Alpine $ 230.0 |Schools
funded at the state level. Funding for Duchesne $ 3.0 [Special Ed Bldg.
major roads and rail should occur at the Morgan $ 25.0 |Schools
state level because these roads and rail Wasatch $ 60.0 |Schools
lines are part of a statewide transportation Counties
system. A failure in the transportation Salt Lake $ 65.0 |Recreation
system in one part of the state impacts Salt Lake 3 48.0 |Open Space
transportation in other parts of the state. Salt Lake 1/4 cent Transportation
If taxes absolutely need to be raised, Utah 1/4 cent Transportation
then user fees such as the gas tax and please check www.utahtaxpayers.org for updated chart

transit fares should be increased, not
general taxes like sales taxes. In fact, the best user fee would be congestion pricing. In addition to
being a funding mechanism for roads, congestion pricing encourages commuters to carpool, tele-
commute, and/or live closer to work. In the long run, government will spend less money to achieve
congestion reduction if commuters have a financial incentive to reduce usage of state highways
during peak congestion time. To read more about congestion pricing, please go to
http://utahtaxpayer.blogspot.com

If congestion pricing is not implemented soon, growth in vehicle miles traveled will continue to
impose burdens on the transportation infrastructure and taxpayers along the Wasatch Front could
be paying 8% sales taxes by 2030 or earlier. Unfortunately, legislators are not too concerned about
this possibility since they can pass off responsibility for increasing taxes on to local governments.

The Utah Taxpayers Association has a blog!
The Utah Taxpayers Association has a blog. Go to www.utahtaxpayers .org for

a link. The blog will provide yet another way for our members and taxpayers in
general to get up to date information on Utah tax and spending news.

Visit Us at www.utahtaxpayers.org
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City Creek Center — No RDA Funds Requested

City Creek Center, the LDS Church's recently announced downtown development -- will not be
subsidized by taxpayers. What does this mean?

This means there will be no so-called "public-private partnership or tax increment financing.
No free infrastructure or diversion of tourism taxes. There will be no new taxpayer-funded
parking facility or logic-free claims by county and city officials that subsidies for locally-driven
retail and entertainment "grow" the economy.

Let's hope this marks a turning point in Utah. If a retail project of this magnitude that requires
expensive demolition and site preparation doesn't need taxpayer subsidies, then other retail
projects don't either.

And yes, this development will be fully taxable like any for-profit entity.

History of RDAs

RDA growth rate in 2005 was significantly lower than the annualized RDA growth rate for the
previous ten years. This is good news for taxpayers, school districts, and existing businesses that
have to compete against companies receiving RDA subsidies. Will this trend of slower RDA growth
continue? Maybe. This is not the first time RDA growth has slowed only to be followed by explosive
growth in the following year.

In 2005, RDAs diverted $90.7 million from local governments, an increase of 4.25% over 2004,
according to data from the Utah State Office of Education (USOE). Go to
http://www.schools.utah.gov to see the USOE's detailed file on RDA diversions.

The 4.25% growth rate is much lower than the annualized RDA growth rate of 11.0% for the
previous ten years (1994 to 2004) and is slightly lower than the total property tax growth rate of
5.1% (including automobile fee-in-lieu but prior to adjustment for RDAs). Excluding automobile
fee-in-lieu, which decreased from 2004 to 2005, property tax growth rate -- unadjusted for RDA
diversions -- was 6.2%.

In response to RDA abuses, the Legislature passed bills in the 2005 and 2006 general sessions.
Sen. Curt Bramble (R-Provo) was the sponsor of these reform bills. In 2005, the Legislature
imposed a moratorium on RDAs, which covered most of 2005 and part of 2006. This moratorium
partly explains the slow growth in 2005 (RDAs that were approved in the earlier part of 2005 were
exempt from the moratorium). In 2006, the Legislature passed a bill that makes RDA approval
more difficult.

However, RDA diversions do not necessarily occur in the year that the RDA was authorized
since tax increments are usually not generated until the project is completed, which can be a year
or more after the RDA was created. In other words, RDA diversions in 2006 may spike because of
RDAs approved just prior to the 2005 moratorium and prior to the 2006 reform.

Cities use RDAs to subsidize business activity that in most cases would occur on its own
somewhere in Utah without subsidy. Most RDA subsidies are used to incentivize retailers to locate
in a certain city. Retail, particularly retail targeted to local customers, occurs on its own and does
not need to be subsidized. Fortunately, the Legislature recognized this and passed reforms. Time
will tell how effective these reforms are. Hopefully, we'll see negative RDA growth rates in the
future.

Visit Us at www.utahtaxpayers.org



