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enrollment. Therefore, students diverted to the private sector save the system $718 if the student is 
diverted from base enrollment or $3,368 if the student is diverted from enrollment growth.  These 
savings are used for those students who remain in the system.   Even though total system spending 
is reduced, the amount of funding available per student increases since costs are being reduced 
more than funding. 

In a highly publicized study, opponents of tax credits have argued that districts will lose money 
because the variable cost is less than the amount each district receives per student from state and 
local taxes. In other words, their model compares the variable cost with the revenue per student in-
stead of the variable cost per student. Basically, this merely demonstrates that less money will re-
main in the system—a point no one disputes—but does not demonstrate how much funding per stu-
dent will remain in the system. In their model, the value of the tax credit is not even considered, 
and their model predicts that districts will lose funding even if students leave the system without a 
tax credit. Their model fails to account for the increased funding per student that inevitably results 
if the value of the tuition tax credit is less than the variable cost. 

Will Private Schools Rise to the Challenge? 
Tax credit opponents are claiming that Utah’s private school capacity is limited and non-

responsive to increased demand. Opponents therefore claim that tuition tax credits will be used 
primarily by those students who would have attended private schools anyway. Based on this as-
sumption, the State Office of Education projects that the proposed tuition tax credit will cost $4.3 
million, a very small 0.14% of total education spending in Utah. The Legislative Fiscal Analyst dis-
agrees and projects a healthy yet realistic growth in private school enrollment, especially consider-
ing that private schools currently have capacity for a 25% to 40% enrollment increase. The Fiscal 
Analyst projects a net savings of $90,000 in FY 2004 and $495,000 in FY 2005.  

Tuition tax credits will increase the demand for private schools, and private schools will respond 
by increasing capacity.  

 

Credit Union Taxation in Utah 
 
 The Utah Legislature is wading into one of the most controversial issues in years: the question of 

taxing large credit unions which compete head to head with for-profit financial institutions. Before 
deciding the issue, policymakers need to understand the history behind the tax exemption and what 
has changed since the exemption was first given near the beginning of the last century. 
Background - Original Purpose and Function of Credit Unions 

Credit unions were created to allow people of "small means" to pool their resources and lend 
money to each other. Since these groups were underserved and were unable to obtain credit 
through normal means, an income tax exemption was established to increase access to credit for 
people of small means. 

In qualifying for the exemption, credit union membership was to be limited to membership with a 
common bond, typically workers in the same company or industry. As a consequence of the com-
mon bond requirement, credit unions spent very little on marketing or expansion and did not re-
cruit membership from the general public. Since credit unions had one primary purpose - providing 
credit to underserved populations-credit unions did not offer a full range of financial services. 
Some Credit Unions Have Evolved 

Many credit unions still limit their membership to the traditional common bond definition, but 
some have departed from the original purpose. A few very large credit unions no longer resemble 
the original credit unions for which the tax-exempt status was created. The large credit unions now 
serve the general population with few restrictions on membership. The traditional common bond no 
longer exists for some credit unions whose membership is open to a majority of the state's popula-
tion. These large credit unions are no longer focusing on the underserved people of small means. In 
fact, the average credit union member has a higher income and net worth than the average bank 
customer, and instead of primarily focusing on providing credit as credit unions did originally, 
many credit unions are providing a full range of services. 

The result of this evolution is clear. These credit unions act and operate just like banks but do not 
pay corporate income taxes. 
The Issue: Tax Equity and Credit Union Subsidies 

In Utah, three credit unions have experienced dramatic growth at the expense of banks as well as 
small credit unions. Tax exempt retained earnings have financed much of this growth, an advantage 
that credit unions have over banks. Banks are required to pay 35% federal taxes and 5% state taxes 
on profits while credit unions pay 0% on their retained earnings. 

Member ownership, as opposed to shareholder ownership, is not a justification for tax exempt 
status. Mutual savings banks are required to pay taxes as are member-owned cooperatives. 
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Businesses don’t pay taxes. People do. When a bank is taxed, its customers, shareholders, and  
employees pay the taxes. Credit unions should be no different than their competitors. 

 

2003 Taxpayer Watchlist  
 
Here is a partial list of bills from the 2003 legislative session your Taxpayers Association is track-

ing. For a complete list please go to our website at www.utahtaxpayers.org. 
HB162 (Alexander) – imposes state income tax and a competitive equity fee on large credit unions.  

See the Association’s report on Credit Union Taxation in Utah on our home page at 
www.utahtaxpayers.org. 

HB183 (Jones) – would limit personal and dependent exemptions to two per family.  The bill has a 
fiscal note of $90 million.   

HB221 (Ure) – modifies the Air Conservation Act by extending the time period for claiming a sales 
and use tax exemption on materials, equipment, and services used for the 
construction or installation of a pollution control facility.  The exemption is scheduled to end June 
30, 2004.  The bill requests an extension to June 30, 2009.   

HB151 (Litvack) – would reduce vendor discount from 1.5% to 1% and increases taxes by $5.6 mil-
lion.   

SB34 (Buttars) – is a non-refundable tuition tax credit for children enrolled in a private school.  
SB46 (Mayne) – provides a residential property tax exemption for remote mountain cabins.  The 

exemption is to be funded from the general fund.   
SB139 (Hillyard) – would exempt voted leeway from Truth-in-Taxation.   
SB147 (Hillyard) – is part of a multi-state movement to streamline the sales tax to make it possible 

to collect the sales tax on online and catalog purchases.  The bill would change the origin of collec-
tion from the point of sale to the point of delivery.   

HB256 (Jones) – would reduce federal income tax deductibility from 50% to 25%. 
HB341 (Styler) –  exempts statewide basic tax rate from Truth-in-Taxation.   

 

Low Voter Turnout Equals 
 Tax Increases 

 
This February three school districts capitalized on low voter 

turnout.  In Granite and Jordan school districts, voter turnout was 
5.5%.  In Carbon school district, voter turnout was 15%.  With 
voter apathy comes the ability of school districts to rally the troops 
and push through tax increases.  Jordan school district reaped 
large rewards with the approval of a $281 million bond- the largest 
in state history.   

Granite School District: 62% of the voters approved a 
0.000200 increase in the voted leeway. The tax increase will gen-
erate $2.8 million additional revenue for the school district. Prop-
erty taxes would increase by $17.60 for a $160,000 home and 
$32.00 for a $160,000 business.  

Jordan School District: 70% of the voters approved to issue 
a $281 million bond and 60% agreed to increase the combined voted and board leeway from 
0.001400 to 0.002000. The voted leeway increase is intended to be used for maintenance and op-
eration costs of the twenty two schools that will be built with the $281 million bond. 

District officials are stating that the $281 million bond will not necessitate a tax increase since 
new growth will increase the number of taxpayers. Also, new debt will be issued as existing debt is 
retired. However, without the bond, taxes would automatically decrease as existing debt is retired. 

The voted leeway, once fully implemented, will generate $9 million of additional revenue per year 
and will increase taxes by $33 per year for a $100,000 home and $60 per year for a $100,000 busi-
ness. 

Carbon School District: 50.6% of the voters barely approved increasing the voted leeway by 
19%. The school district’s revenue will be approximately $1.5 million. Property taxes will increase by 
$60.50 for a $100,000 home and $110 for a $100,000 business. 

District officials intend to use the increase to make teacher salaries more competitive. With the  
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tax increase Carbon School District’s property tax yield per student will increase to 64% higher than  
the state average. 

 

Results of the 2003 Membership  
Opinion Survey 

 
In January, the Association conducted its annual Membership Opinion Survey asking members 

about important tax issues. Of the responses received to date, here are the results which will be 
considered by the Legislative Committee and Board of Directors in determining the Association's 
position on pending bills. 

1. Two years ago the legislature reindexed Utah individual income tax brackets to adjust for infla-
tion for the first time in more than 25 years. This one-time adjustment saved taxpayers $18 million. 
However, without annual reindexing of tax brackets, Utah taxpayers receive an automatic, hidden 
$4 million tax hike each year.  Many people ask, since Congress has automatic annual reindexing, 
why doesn’t a conservative state like Utah?  Do you favor legislation that would enact auto-
matic reindexing of Utah income tax brackets to adjust for inflation? 

91%  Yes          9%  No 
2. The Federal government recognizes a distinction between ordinary income and capital gains. 

Federal taxes on capital gains are capped at 20% for individuals in tax brackets with rates of 28% 
and higher. Federal taxes on capital gains for individuals in the 15% tax bracket are capped at 10%. 
Currently, the State of Utah does not recognize a difference between capital gains and ordinary in-
come. Do you favor state legislation that would tax capital gains at a lower rate than 
ordinary income? 

85%  Yes           15%  No 
 3. By 2010 the public school enrollment is expected to increase by more than 20%. To accommo-

date this growth, the state will have to build an additional 170 schools. State officials anticipate that 
by 2010 an additional $1 billion will be needed annually to educate the additional 100,000 students. 
To mitigate the cost of this expansion, many are proposing a $2,500 universal tuition tax credit that  
would encourage parents to enroll their children in private schools thereby saving taxpayers $1,500 
per student as well as reducing the need for additional school construction.  Do you support tui-
tion tax credits as a means of controlling student growth in the public school system? 

73%  Yes           27%  No 
 4. Currently, parents can claim dependent children on their state income taxes. This amounts to 

$153 per dependent child for those in the 7% tax bracket. Since Utah state income taxes are allo-
cated only for education, some argue that parents of children in public schools should not get a tax 
break for using the system for which income taxes are earmarked. Some say that offering an income 
tax exemption for children who happen to attend public schools would be like offering a fuel tax ex-
emption to people who drive on    I-15.  Would you favor eliminating the dependent exemp-
tion for children in the public schools? 

43%  Yes           57%  No 
5.  The Employers' Education Coalition has recommended an education reform package which 

would create structural changes in education administration, require greater accountability of Utah 
public and higher education, enact tuition tax credits to provide competition in the education mar-
ketplace and provide $90 million in additional funding for education.  The business groups calling 
for these changes say these reforms must be enacted as a package or not at all.  Would you sup-
port a legislative package that included the features in the first four questions of this 
survey: Indexing of income tax brackets; reducing capital gains taxes, enacting tuition 
tax credits, and raising taxes through elimination of the dependent exemption? 

58% Yes           42%  No 
6. Following the wake of the 9-ll disaster, the federal government allowed businesses to 

claim 30% accelerated depreciation for capital equipment purchased after September 11, 2001 and 
before September 11, 2004. Since Utah's corporate franchise tax is tied to the federal corporate in-
come tax, the accelerated depreciation reduces state revenue by as much as $20 million per year for 
the next couple of years, all of which will be recouped in later years as less depreciation is claimed. 
To avoid revenue losses in the first couple of years, some have recommended that the state "de-
couple" from the federal tax code by requiring businesses to "add back" the bonus depreciation on 
the state income tax. This would require businesses to maintain a separate set of records for state 
tax purposes.  
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Do you support legislation that would decouple state corporate franchise tax depre-
ciation from the federal corporate income tax? 

12%  Yes           88%  No 
7.  Dr. Richard Vedder, Economist and keynote speaker at last year’s annual Taxes Now Confer-

ence, claimed that states that control taxes and spending will experience economic growth.  Accord-
ing to Dr. Vedder, Utah’s fiscal policies or more generally their environment for business, received a 
C- as a median grade from five different studies.  In part, this is a result of Utah’s spending limita-
tion law being amended and weakened to allow taxes and spending to grow faster than the original 
law would have allowed.  Do you support legislation that would tighten Utah’s spending 
limitation law?    

90.5%  Yes          9.5%  No 
8. Utahns have always been required to pay sales and use taxes for purchases made through out-

of-state vendors.  However, this law has been ineffective because enforcement wasn’t possible.  The 
Streamlined Sales Tax project provides a mechanism for states to cooperate in collecting these 
taxes.  Do you support this legislation that would create a level playing field for Utah 
retailers by requiring out-of-state competitors to collect sales taxes from their Utah 
customers?   

71%  Yes           29%  No 
9. Utah is one of the driest states in the country yet Utah has some of the lowest water rates in the 

nation, in part because water costs are subsidized by property taxes and sales taxes.  Many suggest 
that just as gas taxes finance roads, user fees should finance water consumption.  Do you favor 
reduction in property tax and sales tax subsidies for water so that water bills more 
fully reflect the true cost of water?  

69%  Yes           31%  No 
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