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Stand for Children

Getting on Track to Strengthen Oregon Communities:
A Report from Stand for Children’s Taskforce on Sen  sible Tax Reform

EXECUTIVE SUMMARY

To make sure every Oregon child is safe, healthy, and well educated, we
must change the way Oregon raises and spends revenue.

Stand for Children members recognized this fundamental need in 2006
when they approved a 10-year policy agenda that included a commitment
to tax reform. After four months spent examining opportunities to improve
Oregon’s tax structure, Stand for Children’s Task Force on Sensible Tax
Reform has concluded:

There is no silver bullet. Within the current context of voter attitudes
and beliefs, there is no viable reform or package of reforms that
would generate significant revenue for schools and other services.

There are a number of things we can do to improve Oregon’s ability
to provide a quality education to every child and adequately fund
other necessary services.

While we were disappointed to conclude that there are no easily achieved
solutions to the problems with the way Oregon raises and spends revenue,
we identified four strategic objectives to guide Stand for Children’s work on
tax and spending reform:

1. Prevent further damage to Oregon’s ability to fund education and
other services.

2. Improve the way Oregon raises and spends public tax dollars to
Increase accountability, adequacy, stability, and fairness.
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3. Increase the number of Oregon legislators committed to adequate
funding of education and other services that strengthen our
communities.

4. Expand the constituency committed to supporting reforms that
generate significant additional revenue in future elections.

This four-pronged strategy is guided by a set of policy goals. Together,
these policy goals represent a vision of a tax and spending system that is
accountable, fair, stable, and produces adequate revenue to meet the
needs of all Oregonians.

Once Stand for Children members have endorsed this policy framework,
we will work in partnership with a wide range of stakeholders to develop
specific opportunities to advance our four strategic objectives.

Improving our state’s tax system depends on each and every one of us
doing our part.

As a Stand member, you can help Oregon stay on track by working to
defeat bad ballot measures, advance viable reforms, elect more legislators
who share our goals, and increase the number of voters committed to
adequate and accountable funding of schools and other critical services.

With a pragmatic, focused, strategic effort, we will make significant
progress for our children, our communities, and our state.
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. WHY WE MUST ACT

Stand for Children members are committed to moving Oregon’s public schools into the nation’s
top 10 by 2016 in student achievement, high school graduation rate, and college preparedness.’

We also recognize the importance of preschool and higher education, access to affordable
health care, and the range of other services that enable Oregonians and our communities to
thrive and compete in today’'s global marketplace.

Where We Stand Now

Right now, Oregon’s 550,000 public school children are taught in some of the largest classes in
the nation during a school year that is one of the shortest. Students today have less exposure to
music, art, physical education, vocational training, and foreign language than their parents had a
generation ago. As growing numbers of children bring the effects of poverty and parental
neglect to school with them, there is inadequate support available from counselors, nurses, and
specialists that might help them catch up to their more fortunate peers. Oregon ranks near the
middle, or worse, relative to other states on key educational indicators.?

The story is similar for other critical public services. In health care, mental health, the foster care
system, higher education, and other sectors, the state is failing to meet the needs of too many
Oregonians. Substance abuse treatment, for example, is now available for only 40% of the
families who need it — down from 80% six years ago.’ This, despite research proving that every
dollar spent on prevention and treatment saves $5 to $7 in related costs from health care, law
enforcement, and criminal justice.*

Short-sighted spending decisions and continued budget shortfalls diminish more than the
chance for Oregon’s children to succeed. They weaken our business climate and our quality of
life. Oregon’s well-publicized education funding problem has hurt the state’s ability to attract and
retain businesses and skilled employees.®

Oregon’s Flawed Tax System

At the root of the problem is Oregon’s flawed tax structure, which does not deliver the resources
needed to educate Oregon children and care for those in need. This current biennium’s budget,
the strongest in over a decade, still falls short of funding basic investments in education and
other services needed to make Oregon healthy and competitive. At exactly the time when we
need an even more skilled workforce, the needs of our populace, and the cost of meeting those
needs, are increasing. Confronted with more special education students, greater numbers of
people in poverty, unfunded federal mandates, and a broken national health care system, our
current revenue system is not keeping up.

Oregon’s tax structure is unstable. With no general sales tax and limited property taxes, Oregon
is more reliant on a single revenue source — the personal income tax — than any other state.
Income tax revenue fluctuates wildly with the economy, making state revenue highly unstable.
Voter-approved property tax changes that disconnect assessed value from real market value
will create even greater revenue losses in future years. While the lottery is the fastest growing
part of our revenue stream, it accounts for less than 10% of overall revenue.

The “kicker” provisions in the State Constitution prevent the state from saving during good times. In
most states, when revenues exceed expenses, the surplus can be put into reserves to guard
against future downturns or invested into infrastructure improvements. In Oregon, any revenue that
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exceeds by 2% the prediction made by the state economist two years earlier has to be returned to
individual and corporate taxpayers. In 2007, a record 23% of 2006 personal income taxes will be
refunded, totaling $1.2 billion — while the state still lacks an adequate Rainy Day Fund and our
bridges, roads, and buildings continue to deteriorate. This “kicker” law, the only one of its kind in
the nation, is in Oregon’s Constitution.

Oregon’s taxes and spending have not increased over time, and rank in the mid-range among
states. When all taxes, charges, and miscellaneous revenue are totaled (called “own sources
revenue”), Oregon ranks 29" in the nation, and 24" in the revenue collected as a percentage of
personal income. ® Oregon ranks 10" in the nation on the State Business Tax Climate Index
(Washington is 11", Idaho is 32", California is 45™).”

The imbalance in personal and corporate taxes is growing. Twenty years ago, corporations in
Oregon paid for 14% of General Fund services. Today their contribution is down to 4%.2
Individual Oregonians pay 90% of the tab for schools, public safety, and health care while many
corporations pay only the minimum corporate tax of $10 that has not changed since 1931.°

Tax breaks drain funds from the budget. Oregon currently provides 362 different tax breaks (also
called tax expenditures because they cost the state money) which will cost the state about $29
billion in the 2007 — 09 budget cycle.'® Many of these credits, deductions and exemptions are
popular, and many advance public priorities such as helping with homeownership or healthcare
costs. Some do not serve any broad public purposes, such as those for pleasure boats, income
earned abroad by U.S. citizens, and foreign operations of Oregon corporations.

Voter mandates have reduced funds for schools and other services. Since 1990, 50% of state
spending has been mandated by voters through the initiative process.™ Public opinion surveys
reveal that most Oregonians don’t understand how much General Fund revenue is earmarked,
and how inadequate the rest is to meet the state’s needs.

The voter-mandated prison build-up required by Measure 11, for example, will cause a 19%
increase in the Department of Corrections budget over the next two years. Since mandatory
minimum sentences took effect in 1995, the number of people incarcerated by the state has
nearly doubled, requiring construction of 3 new prisons and expansion of another 5. Oregon’s
14" prison will open this fall. The state’s 15" is in the planning stages despite a consensus
among researchers that, with so many of the state’s career criminals already behind bars,
additional cells have far less impact on reducing crime.*

Conclusion

Without significant changes in the way we raise and spend state dollars, Oregon’s public schools
and other services will continue to be inadequately funded. Our economy and quality of life will
continue to decline.

II. POLICY GOALS TO IMPROVE REVENUE AND SPENDING | N OREGON

Stand for Children supports the following changes to increase accountability, adequacy,
stability, and fairness in how the state of Oregon raises and spends tax dollars.

1. Accountability: Tax dollars must be spent wisely

Public agencies must be accountable to taxpayers. Oregonians have the right to expect
smart, efficient, effective use of their hard earned tax dollars. Schools and school districts,
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cities, counties, and the state — all have the obligation to use our tax dollars in ways that
best meet the needs of Oregonians and to constantly search for ways to improve. While
we believe that most public agencies in Oregon are responsible stewards of our tax
dollars, Oregon voters are increasingly skeptical. More must be done to rebuild trust.

We recognize that elected officials’ and public agencies’ hands have been tied when it
comes to some of our most significant cost drivers. The astronomical increase in health
care costs is driven by national forces. Reforms to the Public Employee Retirement
System (PERS) have been made to the extent allowed by the courts, but it will take
years to significantly reduce costs. The massive debt we’re incurring to build more
prisons is the result of voter mandates.

To ensure tax dollars are spent wisely, Stand for Children supports:
a. Transparency in budgeting at all levels of government.

b. Accountability and efficiency mechanisms such as performance audits, incentives,
and independent citizen oversight committees.

c. Anincreased emphasis on fiscally sound investments that reduce later costs such as
early education and drug and alcohol treatment.

d. Smart alternatives to the prison build-up that increase public safety in a fiscally
responsible manner.

e. Increased pressure for a national resolution to the crisis in health care costs.

2. Adequacy: The tax system must adequately fund ed  ucation and other services.

Oregon’s revenue structure does not produce adequate revenue to ensure our children
are safe, healthy, and well educated and to meet other basic needs of Oregonians.

Stand for Children supports a revenue structure that would enable the state to come
much closer to fully funding the K-12 system at the Quality Education Model level and
enable greater investments in early education, higher education, health care, and other
services that help vulnerable Oregonians.

3. Stability: Our volatile tax system must incorpor ate stability measures to reduce
vulnerability to economic downturns.

Because Oregon is heavily dependent on the personal income tax, state revenue is
highly unstable. Previously, savings to protect against downturns had been limited to a
small lottery-funded account dedicated solely to schools, the Education Stability Fund.
The 2007 legislature created a small initial Rainy Day Fund which will begin to mitigate
the instability of the income tax. However, current funding for the Rainy Day Fund is only
temporary (via a one-time suspension of the current corporate kicker), and the $309
million directed into that fund this year represents only about 2.5% of the General Fund,
far less than the 15% of the General Fund the state needs. (In the 2001-2003 recession,
the General Fund was reduced by over 15%.)

While a robust Rainy Day Fund is critical to protect against downturns, our system'’s stability
could also be improved by diversification of our revenue sources.

To increase the stability of Oregon’s revenue structure, Stand for Children supports:
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a. A Rainy Day Fund of at least 15% of the General Fund.
b. Diversification of the state’s revenue sources to decrease overall volatility.

4. Fairness: Individuals and corporations must pay the ir fair share.

There are two dimensions to the question of fairness: whether the obligation to fund our
public services is shared fairly among individual Oregonians, and whether it is shared
fairly between individuals and corporations.

Fairness Among Individual Taxpayers
Progressive taxation requires the wealthy to pay a higher share of their income in taxes
than the poor. A tax system is considered regressive when it taxes lower-income people
at a higher rate than upper-income people. Most states are regressive, overall, due to
reliance on sales and property taxes that aren't based on ability to pay. While Oregon's
tax system is considered less regressive than the average state (due to its lack of a
sales tax, limited property tax, and heavy reliance on a personal income tax), it is still
unfair to many taxpayers:
Unlike the majority of states with income taxes, Oregon requires individuals
and families living in poverty to pay state income tax, which further erodes their
ability to escape poverty.
While our graduated personal income tax requires higher-income Oregonians to
pay at a higher rate than those at lower income levels, the top bracket kicks in at
less than $14,000 per year.
Looking at all taxes, the lowest income Oregonians pay a larger share of their income
in taxes than upper-income taxpayers, a problem that has worsened over time.*?

Fairness Between Individual & Corporate Taxpayers
Since the passage of Measure 5 (which capped property taxes), taxes on businesses as
a percentage of gross state product have been cut in half. The reasons why the
business share of taxes has declined include:
Before Measure 5, businesses paid a much larger share of property taxes than of
income taxes, so reducing property taxes had the effect of cutting overall
business taxes much more than the overall taxes on individuals.
Residential property values have appreciated disproportionately compared to
business property values, so individuals have seen their taxes go up more than
corporations.
The legislature changed the formula by which corporate income taxes are
calculated, resulting in an additional reduction of corporate tax revenue.

To improve the fairness of Oregon’s revenue structure, Stand for Children supports:
a. Measures to improve the overall fairness of the tax system for individual taxpayers.
b. Increasing the proportion of taxes paid by corporations to the pre-Measure 5 level.

[ll. FROM THEORY TO ACTION: A STRATEGIC FRAMEWORK TO MOVE US FORWARD
The policy framework above represents Stand for Children’s vision for Oregon’s revenue
system. Achieving that vision will not happen overnight. Fixing Oregon’s broken system requires
a deep understanding of how the majority of voters view the situation, and a pragmatic
approach that accepts the necessity of incremental change.
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Who Makes Revenue and Spending Decisions In Oregon?

The Oregon legislature’s power is limited. A 3/5™ super-majority is required to raise revenues or
reduce or end a tax break.* While this requirement limits the ability of the legislature to act, the
political reality of voter opposition to most tax increases creates even more of a barrier. Many, if
not most, legislators believe that a vote to raise taxes will hurt their reelection prospects.
Because of the low number of signatures required for voters to force a referendum on legislative
actions, legislators also assume that any significant tax decisions they make will have to be
approved by voters.

Voters make many of the state’s tax decisions. Much of the way the state of Oregon raises tax
dollars is controlled by the state constitution. As a result, most significant changes require a vote
of the people. Oregon voters also have the power to shape spending decisions through the
initiative process. For example, Measure 5 drastically reduced property taxes for the K-12
system without providing an alternative funding source, resulting in over $1 billion in cuts to local
schools in the past decade.

Voter Attitudes and Beliefs
Oregon voters, not surprisingly, are not clamoring for tax reform.

Voters do not trust government to spend their money wisely. Distrust of government, skepticism
about tax dollars going to their intended purpose, and general cynicism are on the rise among
Oregon voters.

Voters are divided about whether the state needs more money. There is no consensus among
voters that Oregon needs better funding for education or other services. Voters are split on
whether education needs more money or should just do a better job with the money it has.
Those who believe education needs more money are softer in their belief than those who
believe education gets enough. Demand for tax reform is limited to a small number of
Oregonians.

However, voters do not believe the state has “too much money”. Oregonians have repeatedly
turned down ballot measures that would have reduced the state budget (e.g. Measures 41 and
48 in 2006, Measure 91 in 2000.)

Perception is everything. Analysis of past tax reform votes (see Appendix B) indicates that
perceived need is a decisive factor. In the current environment, the state has finally experienced
some economic recovery, the state has a record-high budget, and about 23% of 2006 income
taxes ($1.2 billion) will be returned to taxpayers in “kicker’ checks. As a result, there is little
perceived need among voters for tax reform.

Voter support for tax changes tends to decline during a campaign, not increase. Past tax reform
failures (see Appendix B) demonstrate that Oregonians express greater support for changes
when responding to a survey than when they actually vote. Past measures have all failed much
more spectacularly than predicted by polls. Voters may like a proposed change in theory, but
the devil is in the details. Generally, the more they learn about the specifics of a proposal, the
less they support it. For example, few voters approve of Oregon’s $10 corporate minimum tax,
but they generally disapprove of the specific proposals to increase that tax.
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Criteria for Selecting a Viable Tax Reform Strategy

The best policy proposal in the world is moot if it cannot win the support of a majority of voters
or assure legislators of voter approval. Following are criteria we will employ when evaluating tax
reform proposals:

1.

The proposal is sound public policy. The solution must benefit children and represent
an improvement to accountability, adequacy, stability, or fairness.

The proposal must raise significantly more money and/ or change the climate for
tax reform. To be worth the effort to run a winning campaign, solutions must provide
adequate return on the investment.

The proposal must be easy to understand.  Solutions will have a greater chance of
approval if they are simple and clear.

The proposal must be efficient to administer. Solutions are more achievable if they
include measures that assure voters that the administration will be efficient and
accountable.

The proposal must provide a compelling reason fo r a majority of voters to support it.
Fewer than 25% of voters have children in public schools, so fully funding K-12 is
unlikely to drive tax reform for a majority of voters. Solutions must answer the “what’s in
it for me” question for a majority of voters.

The proposal must be supported by a strong coali tion capable of a substantial
investment in pre-campaign marketing and then a bal lot measure campaign.

We must be prepared to counter large amounts of money from an opposition campaign.

Scientifically valid opinion research must demon strate that the proposal is winnable.

Winnable doesn’t mean “we will definitely win.” Winnable means “we won't definitely
lose.” Winnable means that we have a strong chance through marketing, using
arguments that resonate with specific segments of voters, to build a solid majority of
support (55-60% support) prior to a contentious ballot measure campaign.

IV. APPLYING OUR CRITERIA: WHAT DOESN’'T MAKE THE C UT?

The revenue options that could generate the most money do not meet the criteria for viability at
this point. These include establishing a sales tax or a business and occupation tax, or reversing
the changes to the property tax system or the personal kicker that Oregon voters have placed in
the state constitution.

Sales Tax — Oregon voters have rejected a sales tax nine times (the most recent, in 1993,
was rejected by 78% of voters). Both businesses and unions have polled a number of
sales tax packages, hoping to find some combination that would win voter approval. The
sales tax promoted by Senators Westlund, Morse, Schrader, and Deckert is designed with
“sweeteners” to lower taxes for everyone. It does not poll well enough to be considered
viable. The majority of Oregon voters reject a sales tax, no matter what form it takes.

September 2007 Page 9



2. Business and Occupation Tax — In Washington State (which does not have a personal
income tax), businesses fund a higher proportion of state services. Their economy is
stronger and the state invests more in their overall education system than Oregon. A
business and occupation tax like Washington'’s is one corporate taxation mechanism that
could generate significant revenue.

There are two major hurdles for any effort to raise corporate taxes. The first is voter
opinion: Oregon’s long periods of high unemployment have left voters nervous about
making any changes to business taxes which they perceive might threaten their job
security. Second, any significant new corporate tax proposal would face well-funded
opposition from the business community and out-of-state anti-tax groups who would play
on those fears. At this point, there isn’t the capacity or commitment for such a high-
stakes campaign among the groups whose support would be necessary.

Smaller changes to corporate tax policy, however, may be possible; see Section V.

3. Property Tax —In 1990 Measure 5 shifted school funding from property taxes at the
local level to the state without creating a new revenue source for the state to use to meet
this new responsibility. Public opinion polling shows that the majority of voters are
unwilling to reverse their decision.

Measure 5 was accompanied by an equalization formula that exports tax dollars from
higher-income parts of the state to lower-income school districts. While this feels unfair
to those communities with a net loss of tax dollars, the state’s equalization formula is
unlikely to change.

Further research is needed to determine whether smaller changes to property tax policy
are possible. For example, Measure 50 disconnected assessed value from real market
value, creating serious inequities and causing a loss in property tax revenue that will be
even more pronounced over time. Solutions to this problem may prove too complex to
win voter approval, however.

4. Income Tax — Since the kicker law was created in 1979, the difficulty of making accurate
long-term estimates by the state economist has caused nearly $2 billion in state income
tax revenue to be returned to individual taxpayers (and over $700 million to corporate
taxpayers). This year the kicker will send $1.2 billion back to individuals. (Thanks to
bipartisan legislative agreement, about $309 million of this year’s corporate kicker will be
directed into a Rainy Day Fund.) While the kicker law is terrible public policy, voters placed
it into the state Constitution and are highly unlikely to reverse themselves.

V. WHAT WE CAN DO

Despite these disappointing realities, there are four arenas in which Stand for Children can
make a significant difference to Oregon’s ability to fund schools and other services.

Working toward the November 2008 elections, Stand for Children should partner with allies from
a range of sectors to:
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1. Prevent further damage to Oregon’s ability to fu ~ nd education and other services.
Stand for Children should play a key and early role in coalition efforts to defeat initiatives
that increase the state prison build-up and decrease the General Fund.

2. Improve the way Oregon raises and spends public tax dollars to increase
accountability, adequacy, stability, and fairness.

There are three ways to effect changes in our tax and spending systems at the state level:
Through the legislative process
Through voter support for measures referred to the ballot by the legislature
Through voter support for measures brought to the ballot by initiative petition

Make Progress Through the Legislative Process

Stand for Children will work with allied organizations to develop specific proposals for
policy changes to bring to the one-month February 2008 legislative session, and to the
2009 regular session. These proposals should include substantive improvements in
accountability and the state’s ability to generate revenue.

Our chances for success on the policy front will be improved if we help elect legislators
who share our goals (see below).

Make Progress Through Measures Referred to the Ballot by the Legislature
There are a number of good proposals the legislature is likely to refer to the ballot. Stand
for Children should play a significant role in the coalition effort to win voter support for
the following reforms:
Increase the tobacco tax to fund children’s health insurance — 11/07 ballot
Amend the Constitution to allow state general obligation bonds to provide
matching funds for local school facility improvements (HJR 13) — 5/08 or 11/08
ballot
Permanently dedicate the corporate kicker to a Rainy Day Fund (HJR 36) and
put the Rainy Day Fund into the Constitution (HJR 42) — 11/08 ballot
Modify the double majority requirement (HJR 15) — 11/08 ballot

Make Progress Through Measures Brought to the Ballot by Initiative Petition

Launching our own ballot measure campaigns may be tempting, but it is difficult and
possibly unnecessary.

Thanks to the new pro-schools legislative majority Stand for Children helped to elect, the
necessity of using the initiative process is reduced because we have the opportunity to
place measures on the ballot via legislative referral.

The viability of proactive initiatives in this cycle is affected by the resources that will be
required to defeat an extraordinarily high number of bad ballot measures (described in
the companion document, “2008 Political Landscape”), the higher cost of campaigns in a
Presidential election year, and the lower perception of need during a relatively high point
in our economic recovery.
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Nevertheless, Stand should continue to work with allies to assess the viability of several
initiative options. This process includes developing specific initiative concepts, testing
them with voters through scientifically valid polling, acquiring ballot titles that don’t
diminish public support, and getting funding commitments to cover the costs of the
signature gathering phase and the campaign.

Proposals that are worth further exploration for potential initiatives include the following:
Increase the corporate minimum tax to fund education
Increase beer and wine taxes to fund alcohol and drug treatment

Allow the legislature to repeal or add sunset clauses to tax expenditures (tax
breaks) without requiring a 3/5" majority

Require any new tax breaks to be offset by elimination of current ones

3. Increase the number of Oregon legislators commit  ted to adequate funding of
education and other services that strengthen our co mmunities.
In 2006, Stand for Children played a significant role in helping to shift control of the
Oregon House to a pro-schools majority. In 2008, we have to protect that majority and,
ideally, increase it. Oregon’s ability to fund schools and other services adequately would
be substantially improved if 36 seats in the House were held by legislators who shared
that goal (the 3/5" super-majority required to raise taxes).

4. Expand the constituency committed to supporting ref orms that generate
significant additional revenue in future elections.

There are two primary arenas for Stand for Children to increase the base of voters who
share our goals:

Increase the number of grassroots leaders and members in Stand for Children,
within existing Chapters and Community Teams, and create more local Stand for
Children organizations in new communities.

Conduct outreach to voters to share effective messages. Make sure supportive
voters are registered to vote, and add their names to a pro-reform voter file.

To proceed with this strategy, Stand’s grassroots leaders should set goals for membership
growth and voter outreach. On the state level, Stand for Children should work with allies to
develop effective messages that will support the other strategies listed above.

Message Development

We already know several key things about messages that will help build a stronger base
of voters committed to our goals:

Our strongest themes are accountability, stability, adequacy, and fairness.
Voters need to have a clear understanding of what will be done with their money.

There are several potential directions for voter education campaigns that require further
development. The most effective is likely to be a combination of the following:

Focus on Oregonians’ Unmet Needs

Most Oregonians are unaware of the serious shortfalls in the state’s ability to address
growing human service needs and Oregon’s dilapidated physical infrastructure. Nor do
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they understand how money for public needs is raised and spent. There are currently
several initiatives that may help Oregonians better understand how public services are
funded:

The Adequacy Lawsuit — The state of Oregon is being sued for its failure to fund K-
12 education adequately. If the lawsuit is successful, the state will be obligated to
increase funding for K-12 regardless of the impact on other publicly funded
services. Proponents expect this to create demand for better funding mechanisms.
The Governor’s Education Enterprise — Assuming legislative approval, the
Governor’s plan calls for dedicating at least 61% of the General Fund to the
education continuum (Pre-K, K-12, higher education, and workforce training).
Proponents believe this will increase awareness among Oregonians about how their
tax dollars are spent, and will help build support for better funding mechanisms.

OpenBook$ — This Chalkboard Project initiative provides a uniform source of
information on how individual school districts spend tax dollars.

Audits and Citizen Oversight Committees — Most public services are audited and
overseen by citizen panels, but the results of their findings do not reach the
average voter. A well-designed and well-funded communications campaign could
promote awareness of this information among more voters.

Focus on the Unfairness of Our Current System

Another approach could focus on who is not paying their fair share of the services that
Oregonians need. This approach would raise awareness about the shift in responsibility
for funding services from a shared model where business paid for a greater proportion,
to the reality today where corporations in Oregon pay for only 4% of General Fund
services. According to The Oregonian, “Most households pay far more in state taxes
than the $10 paid by nearly 23,000 Oregon corporations, including 26 with Oregon
profits of more than $1 million each.” (5/21/07)

VI. CONCLUSION

In the late summer of 2006, nearly 1,000 Stand for Children members voted overwhelmingly to
approve a ten-year policy agenda designed to move Oregon’s schools into the top 10 nationally
in student achievement, high school graduation rate, and college readiness.

The policy goals adopted in that vote included the following commitment:

“Our current tax structure produces insufficient resources during economic downturns,
pitting schools against other essential services. The current tax system is unstable and
inadequate. We are committed to contributing additional grassroots energy to coalition
efforts to push for tax reforms that ensure every public school student in Oregon succeeds.”

This report expands upon the earlier policy agenda with policy goals that will improve Oregon’s
ability to fund education, human services, and the state’s physical infrastructure.

While there is no silver bullet solution that will accomplish all of these policy goals overnight, the
2007 legislature took several actions to put us on the right track. They increased stability by
temporarily diverting the corporate kicker into a small Rainy Day Fund that will grow over time.
They increased fairness by eliminating income taxes for poor families with children and raising
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them for upper-income Oregonians. And they are expected to refer a number of measures to
the voters that will increase adequacy and further improve stability.

So what can you do?

As a Stand member, you can help Oregon stay on track by working to defeat bad ballot
measures, advance viable reforms, elect more legislators who share our goals, and increase the
number of voters committed to adequate and accountable funding of schools and other critical
services.

Improving our state’s tax system depends on each and every one of us doing our patrt.

With a pragmatic, focused, strategic effort, we will make significant progress for our children, our
communities, and our state.
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Appendix A:
SUMMARY OF POLICY GOALS TO IMPROVE REVENUE AND SPEN DING IN OREGON

1. Accountability: Tax dollars must be spent wisely . To ensure tax dollars are spent wisely,
Stand for Children supports:

a. Transparency in budgeting at all levels of government.

b. Accountability mechanisms such as performance audits, incentives for efficiencies,
and citizen oversight committees.

c. Anincreased emphasis on fiscally sound investments that reduce later costs such as
early education and drug and alcohol treatment.

d. Smart on crime alternatives to the prison build-up that increase public safety in a
fiscally responsible manner.

e. Increased pressure for a national resolution to the crisis in health care costs.

2. Adequacy: The tax system must adequately fund educa  tion and other necessary
public services. Stand for Children supports a revenue structure that would enable the
state to come much closer to fully funding the K-12 system at the Quality Education Model
level and enable greater investments in early education, higher education, health care, and
other services that help vulnerable Oregonians.

3. Stability: Our volatile tax system must incorporate stability measures to reduce
vulnerability to economic downturns. To increase the stability of Oregon’s revenue
structure, Stand for Children supports:

a. A Rainy Day Fund of at least 15% of the General Fund.

b. Diversification of the state’s revenue sources to decrease overall volatility.

4. Fairness: Individuals and corporations must pay the ir fair share. To improve the
fairness of Oregon’s revenue structure, Stand for Children supports:

a. Measures to improve the overall fairness of the tax system for individual taxpayers.

b. Increasing the proportion of taxes paid by corporations to the pre-Measure 5 level.
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Appendix B:
RECENT HISTORY OF TAX REFORM IN OREGON

June 1969 : Measure 1 would have enacted a 3% sales tax exempting food and prescription drugs,
increased corporate taxes (from 6% to 7%), and dedicated the money to reducing property taxes. Also
would have limited future property taxes for some seniors. Failed 504,000 to 65,000.

May 1974: The McCall plan. Would have increased state payments to schools by increasing top income
tax rate to 11%, top corporate rate to 9%, also had an equalization component — the idea, although
apparently not a requirement, was to reduce property taxes. Supported by teachers’ union and school
boards association. Crushed 410,000 to 136,000.

November 1986 : Measure 7 would have adopted a 5% sales tax (exempting food, mortgages, rent, etc.).
70% of revenue would have been used to replace school property taxes, 30% would have gone to
property tax relief — in fact it would have limited total property tax rates to $15 per $10,000 as Measure 5
ultimately did. Lost 816,000 to 234,000.

May 1990: The voters’ opinions were sought on several “advisory” measures — a smorgasbord of reform
options, none of which the voters liked:

0 Measure 5B — An income tax increase (rates would have gone from 5-7-9 to 5.8, 8 and 10.4) to
reduce homeowner school property taxes by 50% — lost 408,000 to 178,000.

0 Measure 5C — A more progressive income tax increase (establishes new marginal rates of 12%
and 14%) to ELIMINATE homeowner school property taxes — lost even worse, 450,000 to
129,000.

0 Measure 5D — 4% sales tax (exempting food, mortgages, rent, etc.), reducing school property
taxes on homeowners by 50% — lost 385,000 to 202,000.

0 Measure 5E — 5% sales tax (exempting food, mortgages, rent, etc.), ELIMINATING school
property taxes on homeowners — lost 374,000 to 222,000.

November 1992 : Measure 7, the “split roll” which would have removed the Measure 5-imposed limits on
business property — lost 1,077,000 to 362,000.

November 1993 : 5% sales tax for schools — lost 721,000 to 241,000.
May 1998: Eliminate “double majority” — lost 319,000 to 303,000.
January 2003 : Temporary income tax increase (“Measure 28") — lost 676,000 to 575,000.

Commentary from Steve Novick, who compiled this history:

What's interesting about this sequence is that hardly anything seems to matter. “Eliminate” property
taxes for schools doesn’t seem to buy you more votes than “reduce.” (I am curious if people were
suspicious of the ‘for schools’ part — “Yeah, they’'ll impose the same tax but just won't spend any on
schools, that's how they get you.”) A more progressive income tax proposal doesn't buy you more support
than a less progressive one. Just taxing businesses didn't seem to matter.

Note that | said “hardly” anything. The vote that sticks out like a not-as-sore thumb is Measure 28 in 2003.
This did not even purport to cut any tax; it just raised taxes. Why did it do so much better than previous
efforts? Doubtless in part because it was temporary. More important, however, | suspect, was the fact that
there was a perception that the money was really needed. The ongoing budget crisis received sustained,
dramatic media coverage. A large, dedicated group campaigned for the measure. The lesson | would
draw is: The type of tax proposal doesn’t matter as much as the perception of need. [Editor’s note:
Another factor is that this special election drew fewer voters overall than the regular election measures,
making it easier for highly motivated proponents to narrow the gap.]
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Appendix C:
TASK FORCE PROCESS & ACKNOWLEDGEMENTS

In an all-member vote in late summer, 2006, Stand for Children members approved a 10-year
policy agenda that included a commitment to tax reform. Several knowledgeable Stand
members led a well-attended workshop on the topic at our Statewide Summit later that fall, and
met with the bipartisan group of State Senators who were developing a comprehensive tax
reform proposal at that time.

In early 2007, Stand’s State Strategy Team was asked to recruit members for a short-term Task
Force on Sensible Tax Reform. The Task Force met monthly from March to June, 2007.
Members conducted outreach to a wide range of business, political, and organizational leaders
to identify reform options. The Task Force consulted public opinion researchers and staff gained
access to a number of polls conducted on tax reform. Drafts of this report were reviewed by key
experts and political strategists.
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“Improving Opportunities for Oregon’s School Children: Report from the Task Force on
School Finance & Improvement,” ratified by a vote of Stand for Children’s statewide
membership in 2006.

“Improving Opportunities for Oregon’s School Children: Report from the Task Force on
School Finance & Improvement,” 2006.

“When the Right Thing is the Prudent Thing” commentary by Robin Christian, executive
director of Children First for Oregon, and David Leslie, executive director of Ecumenical
Ministries of Oregon, The Oregonian, May 31, 2007.

Ibid.
Interviews with business executives conducted by Task Force members.

“2007 Oregon Public Finance: Basic Facts” Research report #1-07, Legislative Revenue
Office.

Tax Foundation: Oregon ranks 10th in the Tax Foundation's State Business Tax Climate
Index. The Index compares the states in five areas of taxation that impact business:
corporate taxes; individual income taxes; sales taxes; unemployment insurance taxes; and
taxes on property, including residential and commercial

property. http://www.taxfoundation.org/research/topic/52.html

“Time to raise the corporate minimum tax,” Oregon Center for Public Policy, February 23,
2004.

“Businesses upset over minimum tax rates,” The Oregonian, April 6, 2007.

Tax expenditures are expenditures of state funds through the tax system versus direct
budgetary items. They will cost Oregon about $29 billion in the 2007-09 budget cycle,
compared to about $24 billion the state of Oregon and local taxing districts will collect for
spending on various state and local programs. Thus, governments in Oregon “spend” more
through special provisions in the tax code than they do through direct outlays. [Oregon
Center for Public Policy]

“Hopeful Reform” overview by Senators Morse, Westlund, Deckert, Schrader.
http://lwww.leg.state.or.us/schrader/pr_020807.pdf

“Prison costs shackling Oregon: The benefits of tough sentencing laws diminish as the
prison system expands, researchers say .” The Oregonian, April 22, 2007.

Oregon Center for Public Policy, http://www.ocpp.org/2003/2003WhoPaysCol.pdf

The question of whether a super-majority is required to reduce or end tax breaks is subject
to debate; however, this is the currently dominant interpretation of the law.
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