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I n  1985 P u b l i c  S e c t o r  Consu l tan t s  publ ished a  r e p o r t  t h a t  r a t e d  t h e  
s t a t e - l o c a l  f i s c a l  sys tems of t h e  f i f t y  s t a t e s  on t h e  b a s i s  of f i v e  f a c t o r s :  
revenue ba lance ,  t a x  eq.uity,  s t a t e  f i s c a l  e q u a l i z a t i o n ,  p r o p e r t y  t a x  
a d m i n i s t r a t i o n ,  and t h e  b u s i n e s s  c l i m a t e .  We r e c e n t l y  updated t h i s  r a t i n g  
sys tem i n  a  r e p o r t  t i t l e d  "U.!.;. S ta te-Local  Tax Systems: How Do They Rate?"  
The upda te  p r e s e n t s  t h e  c r i t e r : i a  f o r  a  h i g h - q u a l i t y  s t a t e - l o c a l  t a x  sys tem and 
t h e  methodology used t o  r a t e  t'he f i f t y  s t a t e s .  1 

T h i s  paper ,  p repared  f o r  our  Michigan c l i e n t s ,  d i s c u s s e s  t h e  Michigan 
s t a t e - l o c a l  t a x  system i n  par1::icular. It p r e s e n t s  an a b b r e v i a t e d  d i s c u s s i o n  
of t h e  c r i t e r i a  f o r  a  h igh- 'qua l i ty  t a x  system; examines Michigan's  major 
revenue s o u r c e s  and how w e l l  t h e y  meet t h e  c r i t e r i a ;  ana lyzes  how Michigan 
f a r e s  i n  t h e  f i v e  f i s c a l  t e s t s ;  and s u g g e s t s  changes t o  improve Michigan 's  
o v e r a l l  r a n k i n g  of 10 th  among a l l  t h e  s t a t e s .  Technical  and t a x a t i o n  terms 
a r e  d e f i n e d  i n  a  g l o s s a r y  a t  t h e  end of t h e  paper .  

I n  t h e  1985 r e p o r t ,  Michigan ranked 23rd among t h e  f i f t y  s t a t e s .  The 
s t a t e  scored  h i g h  on p roper ty  t a x  a d m i n i s t r a t i o n  and t a x  e q u i t y  bu t  low on 
b u s i n e s s  c l i m a t e  and s t a t e  f i s ~ t a l  e q u a l i z a t i o n .  Michigan h a s  moved up t o  10th 
i n  t h e  new r a t i n g s ,  due mainly  t o  improvement on t h e  t a x  e q u i t y  and revenue 
ba lance  t e s t s .  A r e v i s i o n  i n  t h e  b u s i n e s s  c l i m a t e  t e s t  t o  inc lude  t h e  l e v e l  
of p u b l i c  s e r v i c e s  provided improved Michigan's  r e l a t i v e  s c o r e ,  a l though  no t  
i t s  rank .  (See E x h i b i t  1 f o r  a  comparison of Michigan's  1985 and c u r r e n t  
r ank ings . )  

Michigan 's  Sta te-Local  Tax System 

P e r s o n a l  Income Tax 

The jncome t a x  i s  g e n e r a l l y  cons idered  t h e  corners tone  of a  t a x  system, 
a s  i t  i s  t h e  f a i r e s t  and most .product ive  revenue source  a v a i l a b l e  t o  s t a t e  and 
l o c a l  governments. 

I n  Michigan, t h e  s t a t e  income t a x  accounts  for: 23.2 pe rcen t  of t o t a l  
s t a t e - l o c a l  revenue. compared w i t h  20 percen t  nat ionwide.  Local income t a x e s  

1 
The 1985 r e p o r t  was based l a r g e l y  on f i s c a l  year  1983 d a t a .  The update 

uses  f i s c a l  yea r s  1985, 1986, , ~ n d  1987 d a t a  when a v a i l a b l e .  
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COMPARISON OF 1985 AND 1988 RANKINGS FOR M I C H I G A N  

Kevenue balance 
Tax e q u i t y  
S t a t e  f i s c a l  e q u a l i z a t i o n  
P r o p e r t y  t a x  a d m i n i s t r a t i o n  
Business  c l i m a t e  

1988 Rank 1985 Rank 

2  9  3 1 
7 14 

4  1 46 
6  6  

49 45 

OVERALL 10 2  3 

SOURCE: P u b l i c  S e c t o r  Consu l tan t s ,  Inc .  

a r e  l e v i e d  i n  s i x t e e n  Michigan ~ i t i e s . ~  S t a t e  and l o c a l  income t a x e s  v a r y  i n  
r a t e s ,  deduc t ions ,  exemptions:, income d e f i n i t i o n s ,  and a d m i n i s t r a t i o n .  There  
is  no p r e s c r i p t i o n  f o r  t h e  p e r f e c t  income t a x ,  bu t  t h e r e  a r e  several .  g e n e r a l l y  
agreed  upon c r i t e r i a  t h a t  should  be given weight  i n  t h e  d e s i g n  of a  s t a t e  o r  
l o c a l  income tax .  

- A p e r s o n a l  income t a x  shou ld  p r o v i d e  20 t o  35 p e r c e n t  of a l l  
s t a t e - l o c a l  t a x  revenue.  

- The r a t e s  of an  income t a x ,  whether graduated o r  f l a t ,  should  n o t  be 
markedly h i g h e r  than r a t e s  i n  su r rounding  s t a t e s .  

- A s t a t e  o r  l o c a l  income t a x  should o f f e r  p e r s o n a l  exemptions o r  
c r e d i t s  a t  l e a s t  as generous as t h e  f e d e r a l  income t a x  exemptions. 

- The number of deduc:tions al lowed on s t a t e  o r  l o c a l  income t a x e s  
should be  minimized. 

- S t a t e  and l o c a l  income t a x e s  shou ld  be  indexed f o r  i n f l a t i o n .  
- A s t a t e  should  s h a r e  t h e  proceeds of t h e  p e r s o n a l  income t a x  w i t h  

l o c a l  u n i t s  of government o r  pe rmi t ,  w i t h  p roper  s a f e g u a r d s ,  l o c a l  
income t a x a t i o n .  

I n  Michigan, a l l  t h e s e  c r i t e r i a  a r e  met w e l l  except  f o r  index ing  (which 
a p p e a r s  l e s s  c r i t i c a l  d u r i n g  p e r i o d s  of low i n f l a t i o n ) .  Recent l e g f s l a t i o n  
w i l l  i n c r e a s e  t h e  c u r r e n t  s t a t e  income t a x  $1,500 p e r s o n a l  exemption t o  $2,100 
by 1990; t h e  l o c a l  income t a x  p e r s o n a l  exemption remains s e t  by s t a t e  law a t  
o n l y  $600. 

2  
S t a t e  s t a t u t e  g r a n t s  c i i : i e s  t h e  a u t h o r i t y ,  but  t h e  v o t e r s  must approve 

t h e  l e v y i n g  of t h e  t a x .  The tax bases ,  exemptions,  and t h e  r a t e  c e i l i n g  a r e  
s e t  by s t a t e  l a w .  The bases  and exemptions a r e  t h e  same f o r  a l l  s i x t e e n  
c i t i e s ;  t h e  r a t e s  d i f f e r  somewlat. 
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Sales  Tax 

I n  Michigan, t he  s t a t e  s a l e s  t a x  accounts f o r  17.2 percent of t o t a l  
s t a t e - l o c a l  t ax  revenue and 12.4 percent of t o t a l  own-source revenue. 
Nat ional ly,  t he  s a l e s  t a x  prcwides 24.3 of s t a t e - l o c a l  t a x  revenue and 17.2 
percent of t o t a l  own-source revenue. 

The s a l e s  t a x  deserves heavy weight i n  a  s t a t e - l o c a l  t a x  system because 
i t  i s  (1) product ive,  (2 )  r e l a t i v e l y  s t a b l e ,  (3) exportable  t o  nonres idents ,  
p a r t i c u l a r l y  i n  high tourism s t a t e s ,  and (4) the  l e a s t  unpopular t ax ,  
according t o  most publ ic  opinion surveys,  because i t  i s  viewed a s  voluntary  by 
the  taxpayer and i s  c o l l e c t e d  i n  small  amounts. 

Conventional wisdom holds  t h a t  a  good s t a t e  s a l e s  t a x  should meet s i x  
c r i t e r i a .  

- A s t a t e  sal .es  t a x  should provide 20 t o  30 percent of a l l  s t a t e - l o c a l  
t a x  revenue. 

- The r a t e  of t he  s a l e s  t a x  should not  be out of l i n e  with r a t e s  i n  
surrounding s t a t e s .  

- The t a x  should exempt food, drugs, and u t i l i t i e s  o r  provi.de a  t a x  
c r e d i t  f o r  purchase of these  i tems. 

- It should t a x  most s e r v i c e s  a s  we l l  a s  goods. 
- The proceeds of t h e  s a l e s  t a x  should be shared with l o c a l  

governments, o r  l o c a l i t i e s  should be allowed t o  levy s a l e s  taxes  
sub jec t  t o  state-imposed safeguards.  

- A s t rong  a u d i t  and. enforcement program should be maintained t o  
p ro t ec t  t he  i n t e g r i t : ~  of t he  t a x  base. 

The Michigan s a l e s  t a x  does not  f a r e  a s  we l l  aga ins t  the  c r i t e r i a  a s  does 
the  Michigan income t ax .  The s a l e s  t a x  i s  somewhat unde ru t i l i zed ,  p a r t l y  
because most s e r v i c e s  a r e  not  sub jec t  t o  taxa t ion .  Food and drugs a r e  exempt 
from t h e  s a l e s  t a x ,  but  u t i 1 i t : i e s  a r e  taxed. 

On the  p o s i t i v e  s i d e ,  the  4 percent  r a t e  is the  lowest i n  the Great Lakes 
region and below the  U.S. median r a t e  of 4.75 percent .  Also, 15 percent  of 
the  proceeds of t he  s a l e s  t 'ax a r e  shared with l o c a l  u n i t s  of government. 
Local s a l e s  taxes  a r e  not  permit ted i n  t h i s  s t a t e ,  although t h e i r  use has 
p r o l i f e r a t e d  elsewhere. 

Property Tax 

Property taxes  a r e  t h e  preeminent l o c a l  revenue source and w i l l  cont inue 
t o  be f o r  t he  foreseeable  f u t u r e ,  d e s p i t e  a  recent  t rend toward more 
d i v e r s i f i c a t i o n  i n  l o c a l  revenue systems. Nat ional ly,  i n  1970, l o c a l  property 
taxes accounted f o r  64 p e r c m t  of l o c a l  own-source revenue. By 1986, t he  
property t a x  sha re  had f a l l e n  t o  46 percent  because l o c a l  governments had 
begun t o  make g r e a t e r  use of s a l e s  and income taxes  and user  charges.  I n  
Michigan, t he  dec l ine  has been much more modest, f a l l i n g  from 66.4 percent  of 
l o c a l  own-source revenue i n  1970 t o  about 61 percent i n  1986; i f  an adjustment 
were made f o r  s ta te-provided property t a x  r e l i e f ,  however, the  dec l ine  would 
be more dramatic ,  t o  54.3 percent  i n  1986. 

The property t a x  i s  t h e  nos t  c r i t i c i z e d  of the  major taxes used by s t a t e  
and l o c a l  governments, mainly because the  t a x  (1) i s  u n f a i r  ( r eg re s s ive ) ,  (2) 
discourages improvements on proper ty ,  and (3)  encourages f l i g h t  from c e n t r a l  
c i t i e s .  The t ax  a l s o  has  s e v e r a l  important advantages,  such a s  s t a b i l i t y ,  
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produc t iv i ty ,  and accoun tab i l i t y .  The v i r t u e s  of a  property t ax  can be 
maximized and the weaknesses minimized by adopting c e r t a i n  safeguards.  

- Property taxes  shou:l.d provide 20 t o  30 percent  of a l l  s t a t e - l o c a l  
t a x  revenue. 

- S t a t e  and l o c a l  government should work together  t o  ensure t h a t  the  
property t a x  burden does not become excessive.  

- S t a t e s  should f inance  a  "circui t -breaker"  property t a x  r e l i e f  
program t o  s h i e l d  low-income taxpayers from excessive t a x  burdens. 

- Property should be a,ssessed on average a t  no l e s s  than 80 percent  of 
f u l l  market va lue  (1100 percent i s  the  i d e a l ) .  

- Property t a x  laws sliould include a  mechanism t o  prevent automatic,  
unres t ra ined  inc reases  i n  revenue from inflation-induced assessment 
increases .  

- Property t axes  should be administered f a i r l y  and equi tably.  

Property taxes  i n  Michigan meet most of these  c r i t e r i a .  The s t a t e  
provides one of t he  n a t i o n ' s  most generous property t a x  r e l i e f  programs; t he re  
i s  a  c o n s t i t u t i o n a l  r e s t r a i n t  on property t ax  increases  and a  "truth-in- 
taxa t ion"  law;3 and Michigan scores  wel l  i n  administer ing the  property t a x ,  
p lac ing  s i x t h  among t h e  s t a t e s  i n  t h e  rankings presented l a t e r  i n  t h i s  paper. 
Michigan f a l l s  s h o r t  i n  two areas .  Property i s  assessed a t  50 percent  of 
market va lue ,  l e s s  than the  recommended 80 percent ,  and the  t a x  i s  
o v e r u t i l i z e d .  Only i n  f i v e  s t a t e s  is  t h e r e  g r e a t e r  r e l i a n c e  on property 
taxes.  I n  Michigan, property taxes  provide 38.2 percent  of a l l  s t a t e - l o c a l  
t a x  revenue and 27.5 percent  of t o t a l  s t a t e - l o c a l  own-source revenue. 
Nat ional ly,  these  f i g u r e s  a r e  29.9 percent  and 21.1 percent ,  r e spec t ive ly .  

The heavy property t a x  burden i n  Michigan i s  r e l a t e d ,  i n  l a r g e  p a r t ,  t o  
the s t a t e ' s  poor performance i n  f i s c a l  equa l i za t ion  (providing f i n a n c i a l  
a s s i s t a n c e  t o  l o c a l  governments). I n  Michigan, t he  s t a t e  picks up only 35.2 
percent  of the  t o t a l  cos t  of l o c a l  education compared wi th  a  n a t i o n a l  average 
of 49.6 percent--only f i v e  s t a c e s  provide l e s s  support than Michigan. 

Business Taxes 

There i s  l e s s  agreement cm t h e  c r i t e r i a  f o r  a  good s t a t e - l o c a l  business  
t ax  system than t h e r e  i s  on the  c r i t e r i a  f o r  i nd iv idua l  taxes ,  l a r g e l y  because 
of the  complexity and uncer ta in  incidence of business  taxes .  These taxes have 
been rece iv ing  more a t t e n t i o n  i n  recent  years  because s t a t e s  d e s i r e  t o  
maintain a  favorable  business  c l imate  and remain competit ive with o the r  
s t a t e s .  Although t h e r e  i s  not  general  agreement on how the  i d e a l  business  t a x  
system should be s t r u c t u r e d ,  t h e  fol lowing c r i t e r i a  provide a  framework f o r  a 
good s t a t e - l o c a l  bus iness  t a x  system. 

- A business  t a x  system should be broadly based and give some 
cons idera t ion  t o  a b i l i t y  t o  pay. 

- Business taxes  sho1:dd be appl icable  t o  a l l  forms of business  
organiza t ion .  

3 
This  law requ i r e s  l o c a l  governments t o  announce property t a x  increases  

i n  the  newspaper whether they a r e  due t o  higher  assessments o r  increased 
mil lage r a t e s  and r equ i r e s  t he  governing body t o  hold a  publ ic  hearing and 
f o r m a l l y  vo te  on the  increase .  
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- An immediate write-off f o r  c a p i t a l  investment should be allowed, but 
s p e c i a l  t ax  inducements genera l ly  should not be offered.  

- The number of s epa ra t e  taxes wi th in  a  business  t a x  system should be 
kept t o  a s  few a s  poss ib le .  

- A s t a b l e  t a x  base s'hould be used. 
- S t a t e s  should provide replacement revenue t o  l o c a l  governments so 

l o c a l s  can r epea l  plersonal property taxes  on inventor ies .  
- Rates should be moderate f o r  unemployment insurance and workers' 

compensation a s  we l l  a s  f o r  general  business  taxes .  

Michigan meets most of these  c r i t e r i a ,  l a r g e l y  because of the  s i n g l e  
business  t a x ,  a modified value-added t ax ,  adopted i n  1976. The major 
shortcomings i n  Michigan's business  t a x  system a r e  the  high r a t e s  f o r  
unemployment and workers' compensation, a l though progress  has been made on 
t h i s  f ron t  i n  recent  years .  

The Report Card on Michigan -. 

This s ec t ion  d iscusses  how Michigan scores  on each of f i v e  f i s c a l  t e s t s ,  
compares Michigan's 1985 and 1988 r a t i n g s  on each t e s t ,  and expla ins  any 
r ev i s ions  i n  t h e  methodology used. (See Exhibi t  2 f o r  t h e  scores  and rankings 
of a l l  f i f t y  s t a t e s  on each o:li t he  f i v e  t e s t s . )  

Revenue Balance 

This  t e s t  measures how bitlanced ( d i v e r s i f i e d )  a  s t a t e ' s  revenue system is  
i n  use of the  "big three" revenue sources--personal income tax ,  general  s a l e s  
tax,  and l o c a l  property t ax .  Michigan ranks 29th among the  s t a t e s  compared 
with a  rank of 31st  i n  1985. The r e l a t i v e l y  poor showing r e s u l t s  from over- 
u t i l i z i n g  property taxes  and u n d e r u t i l i z i n g  t h e  s a l e s  tax .  The income t a x  
f a l l s  wi th in  t h e  recommended 20 t o  30 percent  range. The small  improvement 
s ince  1985 i s  due t o  a  dec l jne  i n  t he  r e l i a n c e  on property taxes  from 41.6 
percent of s t a t e - l o c a l  taxes  11:o 38.5 percent  and an increase  i n  t he  s a l e s  t a x  
from 15.8 percent  t o  17.4 percent .  

Tax Equity 

This t e s t  measures t h e  o v e r a l l  f a i r n e s s  of a  s t a t e - l o c a l  t a x  system i n  
terms of p rog res s iv i ty  (o r  e l a s t i c i t y )  of t he  t a x  s t r u c t u r e ,  property t a x  and 
s a l e s  t a x  r e l i e f  f o r  low-inca~me taxpayers,  i n f l a t i o n  p ro t ec t ion  f o r  a l l  tax- 
payers,  and the  use of a  broadly based s a l e s  t a x  t o  ensure equ i t ab l e  t reatment  
f o r  a l l  forms of consumption, Michigan ranks 7 th  among t h e  s t a t e s  compared 
with a  1985 rank of 14th. The improvement i s  due t o  inc lus ion  of a  
p rog res s iv i ty  o r  e l a s t i c i t y  measure i n  t h e  t e s t .  I n  1985, t h i s  measure was 
included i n  an o v e r a l l  f i s c a l  system t e s t  t h a t  has  been el iminated.  

S t a t e  F i s c a l  Equal izat ion 

This t e s t  measures how .well s t a t e s  equal ize  f i s c a l  resources,  t h a t  is,  
how much f i s c a l  support  they g ive  t h e i r  l o c a l  governments s p e c i f i c a l l y  f o r  
wel fare ,  education, h e a l t h  zmd h o s p i t a l s ,  highways, and, through general  
revenue shar ing ,  o the r  servi1::es. F i s c a l  equa l i za t ion  is important because 
l o c a l  governments have les t :  t o t a l  revenue r a i s i n g  a b i l i t y  than s t a t e  
governments. Michigan ranks 41st  compared with a  rank of 46th i n  1985. The 
improved ranking i s  due t o  i nc reases  i n  t he  sha re  of hea l th  and h o s p i t a l s  and 

L- l o c a l  education c o s t s  financed by the  s t a t e .  The only change i n  the  t e s t  from 
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EXHIBIT 2 
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THE FINAL REPORT CARD: /i RATING OF THE FIFTY STATE-LOCAL TAX SYSTEMS 
ON FIVE TESTS 

(te:; t  rank i n  parentheses)  

State - 
United States 

Kentucky 
Idaho 
Maryland 
Virginia 
Ohio 

Iowa 
Wisconsin 
Georgia 
South Carolina 
MICHIGAN 

Hawaii 
North Carolina 
Pennsylvania 
Arkansas 
Maine 

California 
Colorado 
Utah 
New Jersey 
North Dakota 

Illinois 
Arizona 
Rhode Island 
Florida 
Indiana 

Alaska 
New Mexico 
Minnesota 
West Virginia 
Massachusetts 

Oklahoma 
Delaware 
Nebraska 
Kansas 
Alabama 

Mississippi 
Missouri 

Oregon 
Connecticut 
Vermont 

New York 
Washington 
Montana 
Nevada 
Louisisana 

Texas 
Tennessee 
Wyoming 
South Dakota 
New Hampshire 

Grand Total 
I220 Possible] 

Tax Equity 
[SO Possible1 

State Fiscal 
Equalization 
150 Possible] 

Property Tax 
Administration 
(35 Possible] 

Business 
Climate 

I35 Possible] 

SOURCE: Pub l i c  Sector  Consul tants .  
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the 1985 report is that a better measure was available for general revenue 
sharing . 
Property Tax Administration 

This test equates uniformity in administration with fairness. Michigan 
ranks 6th among the states on this test. There has been no change since 1985, 
as updated information is not available. The data used to measure the 
uniformity of property tax assessments are published every five years by the 
U.S. Census Bureau, and new data will not be available until later this year 
at the earliest. 

Business Climate 

Michigan ranks 49th on this test compared with a ranking of 45th in 1985. 
The poor ranking is due mainly to high workers' compensation and unemployment 
insurance costs and an above-average state-local tax burden. 

Because factors such as geography, labor costs, and the quality of the 
work force are more important in business location decisions than is tax 
policy, a state that receives a poor rating on this test may still be 
attractive to business. The best measure of a state's business climate may be 
its growth in employment. Several states with a below-average score on this 
test achieved above-average employment growth between 1978 and 1985. In 
Michigan, however, employment declined 2.9 percent during this period--only 
two states did worse. 

Conclusion 

Michigan has a good stat:e-local tax system as evidenced by its overall 
rank of 10th among all the states, but there is still room for improvement. 
The following changes would further improve the quality of Michigan's 
state-local tax system. 

- Reduce reliance on local property taxes through enacting school 
finance reform. 

- Extend the state s;lles tax to a broad range of services. These 
revenues could be used for school finance reform. 

- Exempt residential utilities from the sales tax. 
- Reduce the number of credits and exemptions allowed on the single 

business tax and reduce the rate. 
- Eliminate the property tax abatement program, and use the savings to 

reduce personal property taxes on business (mainly on machinery and 
equipment). 

- Continue to lower unemployment and workers' compensation costs. 
- Increase gradually the personal exemption allowed on local income 

taxes from $600 to $2,100 (the level the state personal income tax 
exemption will reach in 1990). The state could compensate cities 
for the revenue they would lose because of a higher exemption by 
increasing state general revenue sharing payments to cities or by 
permitting the cities to increase their tax rates. 

- Revise the state revenue sharing formula to reflect more accurately 
public expenditure needs and increase total aid to local 
governments. A tax base sharing program should be enacted in such 
metropolitan areas as Detroit and Flint. 

- Reduce the number of property tax assessing districts, provide 
statewide assessment: for large commercial and industrial properties, 
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and put more s t a t e  resources i n t o  property t a x  adminis t ra t ion  a t  the 
s t a t e  and l o c a l  leve?l. 

The r a t i n g s  i n  t h i s  1983 r epor t  represent  only one view of s t a t e - l o c a l  
f i s c a l  systems. A rank i n  t h ~ :  top ten  does not  mean t h a t  a  s t a t e  has achieved \cj 
f i s c a l  n i rvana ,  nor does a  rank i n  the bottom t en  mean t h a t  a  s t a t e  has  an 
inadequate f i s c a l  system. It i s  hoped t h a t  these  r a t i n g s  w i l l  encourage 
Michigan (and o the r  s t a t e s )  l o  take a  c r i t i c a l  look a t  t h e i r  s t a t e - l o c a l  t ax  
systems, whatever t h e i r  rank. 

GLOSSARY 

CIRCUIT-BREAKER A proper ty  tttx r e l i e f  program t h a t  bases  t he  amount of r e l i e f  
on the  income of t he  proper ty  owner. 

ELASTICITY A measure of how responsive the  growth of t he  base of a  t a x  i s  t o  
economic growth. For example, a  highly e l a s t i c  t a x  w i l l  grow f a s t e r  than  t h e  
economy. 

FISCAL EQUALIZATION Aid provided by a  higher  l e v e l  of government t o  a  lower 
l e v e l  of government t o  compensate f o r  t he  l a t t e r ' s  l imi t ed  a b i l i t y  t o  generate  
s u f f i c i e n t  revenue. 

GENERAL REVENUE SHARING Aid Ftayments t h a t  a r e  u n r e s t r i c t e d  a s  t o  how they can 
be used, made by t h e  federa , .  government t o  s t a t e  governments and by s t a t e  
governments t o  l o c a l  governments. lyj 
INCIDENCE The t a x  burden upon a  person; i t  may o r  may not  be s h i f t e d  t o  
someone e l s e .  

INDEXING The adjustment of t a x  r a t e s ,  t a x  c r e d i t s ,  and exemptions f o r  
i n f l a t i o n .  For example, t he  ~ , , a l u e  of t he  personal  income t a x  exemption would 
be increased  by t h e  annual percentage increase  i n  t h e  consumer p r i c e  index. 

OWN-SOURCE REVENUE The revenue generated by a  u n i t  of government from i ts  own 
t a x  base;  t h i s  excludes a i d  from another l e v e l  of government. 

REGRESSIVE TAXATION A t a x  o r  t a x  system t h a t  takes  a  l a r g e r  propor t iona l  
sha re  of t he  income of low-income persons than of high-income persons. 

TAX BASE SHARING A method of r e d i s t r i b u t i n g  property t a x  revenues among l o c a l  
u n i t s  of government i n  a  met:ropolitan a rea .  Typical ly ,  some sha re  of t he  
growth i n  commercial and r e s i ' d e n t i a l  property taxes  is  placed i n  a  pool and 
r e d i s t r i b u t e d  on a  formula b a s i s  t o  a l l  l o c a l  u n i t s  i n  t he  t a x  base shar ing  
d i s t r i c t .  

TRUTH-IN-TAXATION LAW A law t h a t  r equ i r e s  property t a x  r a t e s  t o  be r o l l e d  
back t o  o f f s e t  assessment inr:reases,  un less  t he  appropr ia te  governing body 
formally vo te s  t o  a l low an inc rease  i n  property taxes .  

VALUE-ADDED TAX A t a x  l ev i ed  on the  value added during the  processing of a  
raw m a t e r i a l  o r  s e rv i ce .  This  va lue  takes  t h e  form of l abo r ,  i n t e r e s t ,  r e n t ,  
and p r o f i t s .  
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