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Why This Report?

D epending onyour viewpoint, the property tax limitation passed by Oregon voters
in November, 1990, Measure Five, will either devastate government services or restrain
runaway government spending. Most discussion to date has been dominated by those
inside government and those dependent on government spending,

The need for an outside, reliable analysis compelled Cascade Policy Institute to
commission Vernon S. White, former Research Director of Oregon Tax Research, to
produce this alternate view of Measure Five’s impact on state and local government.

Measure Five phases in over five years, so it is important that everyone interested
in its long-term effects have access to the kind of information contained in this report.

But we won’t stop here.

CASCADE continues to monitor the fiscal situation in Oregon. FOCUS ON MEASURE
FIVE will be followed up with a study on the benefits of contracting out government
services, scheduled for release this fall.

CASCADE welcomes comments and suggestions on our work. For more information
about the Institute and how you can become a supporter, please turn to the last pages
of this report.

EXECUTIVE SUMMARY

The Executive Summary of this study is published separately as the eight-page
FISCAL INSIGHT #2.

The preliminary version of the Executive Summary (Fiscal Insight #1, June 26, 1992) was distributed
to media and Legislators before the July 1st special legislative session called to consider the Governor’s
tax package. It inadvertently compared growth of per capita personal income to total state budgets; not
an appropriate comparison. The more relevant relationships between Oregonians’ personal income and
state budgets are discussed in this study beginning on page 13, and shown in Figure 10 in Appendix B.

Copies of the final Executive Summary are available on request. Copies of this complete Focus oN
MEASURE FIVE report are available for $5 (including postage and handling).
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MEASURE

FOCUS ON FIVE

Does Oregon Need Tax Reform or Spending Reform?

By Vernon S. White

Section 1
Introduction

Oregon’s voters made a significant
change in the state’s tax structure on
November 6, 1990 when they passed
Measure Five.

In short, Measure Five reduces
property tax rates for school districts
(over five years) and caps rates for non-
school local governments (effective im-
mediately). The state General Fund is
required to replace the taxes school dis-
tricts would have levied for the first five
years only.

Why a property tax limitation? Many
who voted for Measure Five were com-
pelled by what they saw as runaway
government spending pushing taxes up
beyond their ability to pay.

The seeds of Oregon’s tax revolt were
planted more than a decade ago as tax
levies exceeded growth in personal in-
come. Since 1978, there have been six
initiatives to limit property taxes to 1
1/2% or less of assessed value. The first

five attempts failed at the polls (usually
losing by a narrow margin). The sixth,
Measure Five, succeeded with 52.4% of
the vote on November 6, 1990.

Why this study? This study examines
what Measure Five set out to do and
whether further "restructuring" of
Oregon’s tax system is needed. Two
views are explored:

One view is that Oregon has a tax
problem -- namely that Measure Five
reduces taxes below the level needed to
provide adequate government services.

The second view is that Oregon has a
spending problem -- namely that
Measure Five was an attempt to rein in
excessive government spending by limit-
ing the tax revenue government can col-
lect.

The body of this report will document
the costs and growth of government in
Oregon, indicate areas where costs might
be reduced, and explore alternative tax
structures. Finally, conclusions will be
drawn about the nature of the crisis
Oregonians face -- whether we have too
few taxes, or too much government
spending.
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How Did We Get Here?

Measure Five’s History

It took six statewide ballots to put a
property tax limitation into Oregon’s
Constitution. Most votes were close.
(See Figure 1)

The worst vote property tax limitation
ever received (36.9%) at the polls ex-
ceeded the best showing by the sales tax
(29.3%).

Measure Five has important changes
from its predecessors: (1) it phases in
over time (five years), (2) it separates
school from nonschool tax and places a
five-year requirement on the state to
replace those property tax revenues it
prohibits the schools from levying.

Taxes Exceed Inflation

Property tax levies grew significantly
faster than inflation in the decade lead-
ing to Measure Five’s passage. (Figure
2)

During the 1980s property taxes rose
132% while inflation rose 51%. While
some property tax growth was at-
tributable to new construction, most was
due to real tax increases on existing

property.

Property tax levies consistently outran
inflation throughout the 1980s, making
tax bills more and more difficult to face,
especially for people on fixed incomes,
such as the elderly, or those temporarily
out of work. For people not interested in
selling their homes, an increased as-
sessed value becomes a liability, not an
asset. Measure Five alleviates that.

Fund Allocation Problem

The principal historic state support
for K-12 schools is known as "Basic
School Support”. Oregon’s Budget &
Management Office projects that this
will be funded in the future at 30% of
school districts’ operating expenses.
This method of allocating funds forces
the state into a corner: the more school
districts spend of their own funds, the

Figure 1
Oregon Property Tax Limitation Votes
Date Voted Upon Yes Votes % Yes No Votes % No
Nov. 7, 1978 424,029 48.3% 453,741 51.7%
Nov. 4, 1980 416,029 36.9 711,617 63.1
Nov. 2, 1982 504,836 49.5 515,626 50.5
Nov. 6, 1984 599,424 493 616,252 50.7
Nov. 4, 1986 449,548 425 585,396 575
Nov. 6, 1990 574,833 525 522,022 415
Source: 1991-92 Oregon Blue Book, published by the Office of the Secretary of State.
8 Cascade Policy Institute



more the state must pay to meet the 30%
level.

Throughout the 1980s and long
before, most Oregon school districts
levied the full annual 6% increase in
property tax, legally allowable without a
popular vote. A 6% increase per year
compounded doubles in about 12 years.
(It is an option school boards exercise
each year). Since 1980, this annual 6%
increase has substantially outrun infla-
tion and student attendance increases
statewide.

Through the 1970s, most of Oregon’s
300+ school districts were unable to
operate on their school base tax alone.
They increasingly obtained voter ap-
proval of supplemental special (tem-
porary) levies in addition. The 6%
"automatic up" which applies to tax bases

does not apply to these special "serial
levies". But over time, voters approved
higher tax bases which are subject to the
6% annual increase. So the dollars
levied without voter scrutiny and ap-
proval rose dramatically. In "A Dollars
and Sense Look at Oregon School
Finance" (1990), author T.K. Olson

During the 1980s, property taxes
rose 132% while inflation rose 51%.

points out that in 1975 only 28% of school
property taxes were subject to the 6%
annual increase. By 1990, 82% were
under the annual 6% raise. Failure of
district boards to restrain this growth
helped fuel the property tax revolt.

(T K. Olsonwas Executive Director of the Oregon Education-
al Coordinating Commission for 13 years (now the Office of

Figure 2

Property Tax Levies in the last decade

Year ®Net levy % Change Inflation % Change
(Millions) (CPD

1980 $1,012.1 - - --
1981 1,188.4 17.4% 95.0% 8.9%
1982 1,4219 196 98.1 3.2
1983 1,539.4 83 3.1 1.0
1984 1,583.7 29 102.8 38
1985 1,708.0 78 106.7 38
1986 1,790.7 48 108.2 14
1987 1,894.9 58 1109 2:5
1988 2,042.5 7.8 114.8 35
1989 2,194.0 74 120.5 50
1990 2349.1 71 126.8 52
1991 2,504.7 6.6 -- -

*Figures do not include urban renewal tax. Levies are in millions of dollars. Inflation is the Portland CPI-U
which 1982-84 = 100. Levy source: Oregon Property Tax Statistics, Oregon Department of Revenue.
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Educational Policy and Planning). He also served ten years as
a university professor and administrator. In 1990, he authored
"A Dollars and Sense Look at Oregon School Finance," pub-
lished by Oregon Tax Research.)

How Measure Five Works

Two constraints in Measure Five are
at work.

1) The five-year requirement that the
state government’s General Fund
must replace funds which schools
are prevented from levying in
property tax because of Measure
Five,

Beginning with a cap of $15 per $1000
of assessed value with the 1991-92 tax
year, the cap drops $2.50 each year until
it reaches $5 in fiscal 1995-96. There-
after, there is no legal requirement that
the state replace lost property tax
revenue for schools. Until Measure
Five’s passage, K-12 schools and com-
munity colleges levied about two thirds
of all property taxes in Oregon.

Measure Five did not require the state
to replace school funds district by dis-
trict. It only required that the statewide
total be replaced.

Here are the figures:

For the 1991-93 biennium, Oregon’s
General Fund was required to replace
about $452.2 million for schools. The
Legislature chose, however, to ap-
propriate $554 million. The $102 million
extra enabled the State Department of
Education to parcel out to each in-
dividual district all the money it would
have levied had Measure Five not
passed, and move substantially toward
equalizing per student spending
statewide.

When the Legislature opted not to
save this $102 million, it increased the
shortfall in the 1993-95 budget. Funding
the second year of the 1991-93 biennium
was made easier when the Legislature
diverted to schools $185.9 million which
would have been owed to taxpayers as a
credit against overpayment of their 1991
personal income taxes under the 1979
"2% Kicker" law.

2) The cap on levies by nonschool local
governments.

These include counties, cities and spe-
cial service districts. This cap remains
constant at $10 per $1000 of assessed
property value. The state is not required
to replace any shortfall for nonschool
local government. Levy increases must
therefore come from growth in property
values. Many local governments attempt
to elude this cap by reclassifying tax-sup-
ported services as "user fees". One such
"user fee" (the City of Gresham’s
drainage fee) was ruled to be a tax and
subject to the Measure Five limitations
by the Oregon Tax Court.

How Measure Five Creates Savings

Under Measure Five’s first biennium,
schools did not lose funding. In fact, they
gained funds. Only those nonschool
local governments (counties, cities and
special service districts) which already
imposed heavy taxes lost revenue under
the $10 per $1000 of assessed value tax
cap. For Measure Five’s first year, this
saved property taxpayers about $51.5
million.

10
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Impact on Taxpayer

For Measure Five’s first five years, the
Oregon taxpayer’s property tax savings
on school budgets are technically offset
as the state General Fund (primarily in-
come tax) replaces the money schools are
prohibited from levying in property tax.

More property taxpayers did not see
better savings in Measure Five’s first year
because assessed values jumped an unex-
pected 16 + % on average.

Nonschool jurisdictions which kept
property taxes reined in tightly to begin
withsuffered little or noloss from the $10
nonschool cap.

Added Funding Possible

Any improvement in Oregon’s
economy will, of course, bring in addi-
tional income tax revenue, reducing the
state’s shortfall. Any drastic surge in
property values will also reduce the re-
placement requirement.

Focus on Measure Five
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Section 2

Spending Reform

Examples of Questionable Spending

e Item: State and local government

employees can retire on full pension
after 30 years service, regardless of
their age. For some, this can be age
50. For police and fire, it is possible
to retire by age 40 after 20 years
service. Many retire on higher in-
come than they received most of
their working years. Most taxpayers,
on the other hand, work to age 62 or
65 and retire on smaller pensions --
if any at all beyond Social Security.

Item: In 1970, Oregon’s Public
Employees Retirement System
(PERS) paid out about $927,000 a
month to its retired members. By
1980, this payment climbed to
$7,475,000 and by 1990, $33,175,000
monthly. PERS’ monthly ad-
ministrative expense rose at an even
faster rate -- from $447,000 in 1970
through $2,905,000 in 1980 then on
to more than $8,900,000 monthly by
1990. In 1970, there were less than
14,000 retired PERS members; by
1980, more than 32,800; by 1990,
more than 55,500. (See Figure 8)

Item: According to the American
Legislative Exchange Council
("America’s Protected Class', parts I & II,
1992), the public pay premium (ex-
cess cost) of state and local public
employee compensation in Oregon

1is estimated at $715 million per year

above private sector standards.
Every Oregon household spends
$650 per year just in gxcess compen-
sation to public employees.

Excess compensation is the increase
in the cost of salary, wages and
benefits (including retirement
benefits) of all state and local public
employees in Oregon for the decade
of the 1980s over the comparable
figures for all private employees in
the state. During the 1980s,
Oregon’s private employees gained
38.1% in salaries and wages alone
while public employees gained near-
ly 59% (not inflation-adjusted).

Item: Many public jobs have too
many supervisors in ratio to line
workers. Take, for example, the
recent case in Oregon’s Secretary of
State’s office where 16 state audit
managers reported to eight assistant
directors -- one boss for every two
workers.

The budget "cuts" blamed on
Measure Five generally are not
cuts at all. They are simply
increases smailer than the
increases governmental
agencies had hoped to obtain.

e Item: Oregon school costs increased

a billion dollars during the 1980s
(about 75%) while the cost of living
wentup only 38% and the number of
students was static. Salaries went up

60% and employee benefits rose
120%.

Item: Of all the employees of
Oregon’s public school systems, only
46% teach; 54% do not teach (full
time equivalents).

Item: With a budget increase of
18.4% from 1989-91 to 1991-93 and

12
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aslight increase in staffing, Oregon’s
State System of Higher Education
dropped 2,300 students out of the
system (after earlier threatening to
drop 6,000).

e Item: When Portland found its in-
come actually increased in the first
year of Measure Five (contrary to
the predictions by City officials) the
City budgeted $400,000 for
"Regional Arts", $621,000 for "Fu-
turé Focus" and $155,000 to promote
growth in an unspecified neighbor-
hood.

State Budget

Cuts and Threats of Cuts

After voters passed Measure Five,
the items above were not the areas
government officials threatened to cut.
Early cutbacks targeted police and fire,
libraries and schools.

In presenting her first proposed state
budget after passage of Measure Five,

Governor Roberts declared: "When
Oregonians feel the weight of the ax they
wielded in November, they will realize
they did far more than give themselves a
tax break. They will have cost some
Oregonians their lives, and their
livelihoods." ’

The budget "cuts" blamed on Measure
Five generally have not been cuts at all.
They are simply increases smaller than
the increases governmental agencies had
hoped to obtain. This is a common
misuse of the word "cut" by many public
officials and administrators.

When the 1991-93 Oregon General
Fund budget was finalized, however, it
showed not an ax whack but a spending
increase of $559 million -- even after
deducting the $452.2 million the Legisla-
ture was legally required to appropriate
to replace property tax funds which
schools could not levy because of
Measure Five.

Let’s examine state expenditures. As
shown in Figure 3, the state will spend

Figure 3

1991-93 State Expenditures Rise

General Fund

General Fund Spending 1991-93
Less School Levy Replacement

Remaining to Spend
Previous General Fund (1989-91)

Spending Increase for 1991-93

(Figures in millions of dollars)

% Increase
$5,596.7

-4522

51445
-4,585.5

$ 559.00 12%

Source: 1989-91 and 1991-93 Oregon State Adopted Budgets of the Legislative Assembly.

Focus on Measure Five
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12.1% more General Fund dollars in
1991-93 than the previous biennium --
again after fulfilling its Measure Five
obligation to schools. The state an-
ticipates a two-year inflation rate of
7.4%.

Government Bookkeeping
Explained

A brief explanation of government
bookkeeping is in order to evaluate the
state budget. Figure 4 shows how fast
state spending has grown.

The Legislature has direct, immediate
control over General Fund budget ex-
penditures. However, much more state
spending is included in the Other Funds
budget. There, revenues are generally
tied to their use -- for instance, gas tax to
highways, and tuition to higher educa-
tion. While the Legislature cannot con-
stitutionally siphon gas taxes away from
highway related uses, it can control the
size of the gas tax (up another two cents
to 22 cents per gallon as of January 1,
1992), as well as determine how much of
its work the Transportation Department
may contract out, its staff size, etc. The
sum of the General Fund plus Other
Funds budgets constitutes the All Funds
budget (total state spending). For 1991-
93, the General Fund is $5,596 million
and Other Funds (including some
federal) $11,548 million.

The Adopted Budgets

The expenditure levels shown in Fig-
ure 4 are for spending authorized by the
Oregon Legislature, as published in its
legislatively adopted budget.

Figure 4 shows growth of Oregon’s
General Fund spending and the growth
of state government spending overall.
With them are Oregon’s Executive
Department’s estimates of General
Fund income for 1993-95 and 1995-97
(estimates as of June, 1992). These as-
sume revenue equals expenditure so the
state’s ending balance (reserve) is unaf-
fected.

The 1993-95 and 1995-97 figures
shown are the state economist’s es-
timates of receipts for the General Fund,
but actual spending depends on legisla-
tive action. The bottom figure shown for
1993-95 is the state Executive
Department’s estimate of funds neces-
sary to sustain current service levels. If
available to spend, this would represent
a 32.4% increase over the current 1991-
93 biennium, or the rate government
aspires to increase spending.

Billion Dollar Shortfall?

What can be concluded from this table
then, is that the difference between the
1993-95 §7.4 billion hoped-for expendi-
ture and the expected income of $6.058
billion is the source of the "billion dollar
shortfall" widely stated by many state of-
ficials and employees.

To compensate for this shortfall,
Governor Roberts directed agencies to
reduce their hoped-for 1993-95 budget
targets 20%. Remember that this 20% is
not a "cut" below the current 1991-93
legislatively approved budget. It is a
reduction from an initially desired target.
In actuality, that 20% reduction is
precisely "on target" to bring spending
into line with anticipated revenue.

14
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Figure 4
General Fund and All Funds spending growth

Biennium Biennium

Biennium General Fund % Increase All Funds % Increase
(000 omitted) (000 omitted)

1969-71 $710,827 - $2,210,713 -
1971-73 786,796 8.1 2,798,946 26.6
1973-75 1,036,549 348 3,826,903 36.0
1975-77 1,599,313 514 5,716,549 493
1977-79 2,064,313 29.0 7,360,695 28.7
1979-81 2,889,405 399 9,957,371 353
1981-83 2,886,219 2 9,961,286 4
1983-85 3,102,813 7.7 10,058,358 9
1985-87 3,343,581 7.7 11,728,993 16.6
1987-89 3,733,830 111 13,452,448 14.0
1989-91 4,585,477 228 14,360,400 6.7
1991-93 5,596,713 20.5 17,144,800 19.3
Future projected receipts-- (000 omitted)
1993-95 $6,058,000 8.2%
1995-97 $6,788,100 12.0%

Future projected "needed"” budget--**

1993-95 $7,412,000 32.4%

(if government recommended
current service level* budget
is adopted)

Some quick arithmetic exhibits the projected shortfall:
$7,412,000 1993-95 projected budget

- $6,058,000  1993-95 projected receipts
$1,353,000

The difference is the projected shortfall -- over $1.3 billion.

##Projected numbers as of June, 1992.

*'Current service level" is the amount of spending the state believes will be needed to maintain the level
of service provided in a preceding period.

Current service level budgeting may be thought of as the opposite of zero-based budgeting. Zero-based
budgeting assumes a zero starting point for every agency, requiring justification for every dollar in the
next budget period. Current service level budgeting, on the other hand, uses today’s level of spending as
the starting point or given, without requiring any justification of current spending. It then asks how many
more dollars are needed to provide the same level of services in the next budget period.

Source: Adopted Budgets of the Legislative Assembly.
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Budget writers blame part of this
shortfall on Measure Five’s required re-
placement funds for schools. For the
current 1991-93 biennium, the replace-
ment requirement equals $452 million.
The 1991 Legislature in fact ap-
propriated $554 million instead of the

Remember, this 20% is not a "cut"
below the current 1991-93
legisiatively approved budget.

It is a reduction from an
initially desired target.

nonschool local governments (or save
property taxpayers) later.

Oregon’s Budget & Management Of-
fice reported that Measure Five school
replacement would require 8.1% of the
1991-93 budget (the estimate was cor-
rect), but will demand 24.3% of the 1993-
95 budget and 39.8% of the 1995-97
General Fund. Asstated earlier, though,
Measure Five does not require the state
to continue replacement into the second
half of the 1995-97 biennium.

required $452 million, and raised basic
school support on top of that. Oregon’s
Executive Department estimates that
$1,535 million in required replacement
funds will be needed for 1993-95 and
$1,365 million for fiscal 1996.

Replacement "Needs" Shrink

State government’s early estimate of
replacement funds required by Measure
Five for its first biennium (1991-93) was
$791 million. This was calculated in
August 1990 -- during the height of the
campaign against Measure Five. Later
(also before the election) the Legislative
Revenue Office estimated $633 million.
The 1991 Legislature based its early cal-
culation on a $554 million estimate. The
true figure came in at a still lower $452
million, or more than 42% below the
early estimate.

This forecasting history calls into
question the accuracy both of current es-
timates for Measure Five’s later years
and of how much it will actually deprive

In actuality, that 20% reduction is
precisely "on target" to bring
spending into line with
anticipated revenue.

State officials assume that the
General Fund will continue to increase
its spending on Basic School Support and
community colleges at about a 6% rate
per year, matching the 6% increases al-
lowed by law in school tax bases without
a vote of the people. Given budget

realities, this assumption is doubtful.

Three Perspectives

1. The Long and Short of Measure
Five’s Impact on the General Fund

To fully understand the impact of
Measure Five, we need to do what is too
rarely done in public policy analysis --
look at both its short and long-term ef-
fects.

Figures 5 and 6 show the effects of
Measure Five on the State General

16
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Millions of $

Figure 5

Short-Term Effects of Measure Five
on General Fund Resources
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LEGEND - For both Figure 5 and Figure 6

Measure 5 = State’s school tax replacements dictated by Measure 5
(required through 1996, discretionary in 1997 and beyond)

Local Schools = State Basic School Support (discretionary)
State Services = Other state services

Note: Data in this graph is used to represent 1989-1997 data in Figure 6 (next page).

Source: Adopted Budgets of the Legislative Assembly, 1989-93, and assumptions for Figure 6.
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Billions of $

Figure 6

Long-Term Effects of Measure Five
on General Fund Resources
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Figure 5 demonstrates the major effect Measure Five has on the state general fund over the short-term.
Figure 6, however, demonstrates that even if the state continues replacing lost school revenue

after its obligation ends in 1996, the replacement needs begin declining in 1997 and

completely disappear by 2031.

Assumptions: State Executlve Department assumg‘lions used: Personal income growth: about 6.5% a year;
19&-95 Expenditures: Executive Department Tentative Budget; 1995-97 Expenditures: schools 6%,
other inflation + population Igrowth; Inflation: about 3.8% a year; Population growth: about 1.7% a year;

roperty value growth: 17% in 1991-92, 11% in 1992-93, 9% thereaflter.
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Fund. Figure 5 shows just the four bien-
niums between 1989 and 1997. Figure 6
takes a longer term view to put Measure
Five into a more revealing perspective.
Even if the state continues replacing lost
school revenue after its obligation ends
in 1996, the replacement needs begin
declining in 1997 and completely disap-
pear by 2031.

2. State Budget Growth vs. Growth of
Personal Income

Figure 10 in Appendix B shows the
growth of the state General Fund and All
Funds budgets in relation to the growth
in Oregonians’ personal income. This
table demonstrates that between 1969
and 1990 Oregonians’ personal income
rose about 515%, while the state General
Fund rose 545% and the All Funds
budget rose 550%. (The preliminary

June 26th Executive Summary of this
study inadvertently compared growth of
per capita personal income to total state
budgets; not an appropriate com-
parison.)

Government in Oregon grows as fast
or faster than the growth of its citizen’s
income, but this is a common trend for
most state governments. However, we
will see that Oregonians are asked to
spend more on government than people
in most other states. (Figure 7)

3. Oregon vs. the far west and the
United States

How does Oregon government spend-
ing measure up to that of its counter-
parts? Figure 7 compares what
Oregonians spend for government to
what citizens in the far west states and the

Figure 7

Oregon vs. far west states and the United States

Personal Income vs. Government Expenditures, FY 1889

State and Local Government General Expenditures as a Percentage of Personal Income

Oregon National Rank Far West States™ United States
21.6% 13 18.9% 18.8%
State and Local Payroll as a Percentage of State Personal Income
Oregon National Rank Far West States* United States
9.1% 12** 8.7% 8.3%
Personal Income Per Capita and Rank
Oregon National Rank United States
$14,601 30 $16,348

Rank is among all states and the District of Columbia
*Far West States include California, Nevada, Oregon and Washington

#**Tied for 12th with Utah

Source: Advisory Commission on Intergovernmental Relatlons (ACIR), from data supplied by
U.S. Department of Commerce, Bureau of the Census, fiscal year 1989,

Focus on Measure Five
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entire United States spend. Data is for
fiscal year 1989 (FY 1990 data should be
available by August, 1992). As the chart
demonstrates, in 1989 Oregonians spent
a higher percentage of our personal in-
come on state and local government ex-
penditures than citizens in all but 12
other states. We spent more on state and
local government payrolls than people in
all but 11 other states. Compounding
this, our per capita personal income is
below average, with citizens in 29 states
earning more than we do.

In most cases, the higher salary
achieved by the manager whose
job is abolished will be carried into
the lower ranking job.

Comparing the percentage of our per-
sonal income we spend on government to
the U.S. average, we find that
Oregonians spend about 15% more,
while we spend nearly 10% more on state
and local government payrolls.

The relationships in Figure 7 between
Oregon and the United States have not
materially changed for the last several
decades.

Public Employees

Position Cuts Approved

Most public costs are people costs.
The Governor proposes to reduce 4000
positions from the state payroll by the
end of the current biennium. These are

on a full time equivalent basis (i.e., two
people each working half-time = 1 job).

Gross payroll savings to the General
Fund are estimated by Oregon’s Execu-
tive Department to be $20 million in the
current 1991-93 biennium as reductions
"glide down", but should save $165.8 mil-
lion in 1993-95. More announcements
are promised. Many of these positions
are already vacant. The ratio of
managers to line workers is to be cut
from the current one to six to one to nine.
The state payroll now includes an es-
timated 5800 supervisors. About 72% of
them have "bumping rights" or restora-
tion rights to lower level jobs if their
present jobs are abolished. In most
cases, the higher salary achieved by the
manager whose job is abolished will be
carried into the lower ranking job. Line
workers are entitled to overtime which is
not available in the manager’s position.
Dollar savings will be slow in coming,.

Oregon’s state government
emplioyment rose 19% in the 1980s,
while population rose 5.7%.
The magazine described this state
employee growth as "...the real
force behind state budget crises
across the nation".

Of the 4000 positions now targeted for
abolition, about 2800 are largely sup-
ported by the state’s General Fund.
Three quarters of the drop will come
through attrition (not replacing vacated
positions). However, not all of the 4000
marked jobs are full time equivalents.
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A computer analysis run at the end of
April, 1992 showed 34,794 Executive
Department positions filled at the end of
March compared with 34,291 late in
January -- an actual gain of 503
employees in three months.

Confusing People with Positions

Executive Department Director Fred
Miller explained that just looking at the
apparent gain of 503 state employees in
the first three months of 1992 confuses
people with positions.

One such point of confusion revolves
around so-called "double-fills". Double-
fills occur when two people, possibly
both on full salary, are assigned to a
single authorized position. Sometimes
this occurs when managers have more
funds available than authorized posi-
tions.

Total Employment Figure a Puzzle

Nobody seems to know the total num-
ber of Oregon state employees. Oregon
law limits the number of state employees
to 1.5% of Oregon’s population for the
previous year. There are several excep-
tions, however.

The Governor’s 1991-93 Recom-
mended Budget reported that jobs within
the limit for 1991 could total 41,865. She
recommended that 40,865 of these be
filled. Adding the jobs recommended
for the noncovered (exception) areas,
brought the recommended total to
46,126 (full time equivalent basis).

According to the Executive Depart-
ment June report, however, the number
of positions filled or temporarily vacant

were 38,352. In addition, as of June The
Oregonian reported another 14,271 state
employees who are outside the
Governor’s direct control (Lottery
workers, higher education instructors,
Judicial branch employees, Legislative
employees, etc.) Adding these two
figures together yields a total state
employment figure of §2,623. This num-
ber is significantly higher than is usually
talked about by state officials or the
media.

However, 52,623 may be closer to
reality, since the U.S. Bureau of the Cen-
sus reports that Oregon’s state govern-
ment employs 52,180 people (FTE
basis). (October 1990 report, latest
available). U.S. News & World Report,
using a 51,000 figure, concluded that
Oregon’s state government employment
rose 19% in the 1980s, while population
rose 5.7%. The magazine described this
state employee growth as "...the real force
behind state budget crises across the na-

“ H

tion'.

Privatization Sought

The Governor has suggested privatiz-
ing four agencies as part of the downsiz-
ing. Their support is primarily from
Other Funds: Public Broadcasting, State
Fair, Resource & Technology Develop-
ment Corp. and the Travel Information
Council. That would reduce state payroll
163 positions.

However, if the Governor proceeds
with plans to subsidize Public Broadcast-
ing at 80% of its present draw from the
state, much of the benefit to taxpayers
will be lost.
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Further privatization and contracting
out functions to the private sector could
lead to additional savings. (Cascade
Policy Institute will soon release a report
on the benefits of contracting out ser-
vices for Oregon.)

State Employee Pay
and Benefits

PERS Benefits Generous

Oregon’s Public Employee Retire-
ment System (PERS) is generally ac-
knowledged to be one of the half dozen
most generous state systems in the U.S.
It is far more generous than common
practice in the private sector. There,
slightly less than half of employees have
any pension plan (other than Social
Security) at all.

Over time, Oregon’s legislators and
chief administrative officers have be-
come eligible for PERS retirement
benefits. This makes those who decide
on its benefits also its beneficiaries.

Equal Service to Retirement?

One major saving governments in
Oregon could make would be to require
public employees to work the same work-
inglifetime as is generally required of the
taxpayers who support them. Legal
opinions differ as to whether the public
employer has power to reduce the
benefits under which its already-hired
employees work. Preponderant opinion
is that it can not. Even so, conditions
under which new employees are hired
could be changed to require the same
working life as private employees must
serve. The Governor’s Task Force on
the budget recommended that this be
done. The Governor, however, is op-
posed.

Figure 8
- , [ 3
Growth in Oregon’s Public Employee
Retirement System (PERS)
—1960 1970 1980 1985 1990
Nonretired 53,158 82,847 121,941 127,941 150,733
membership
Retired 7,092 9,336 13,958 32,832 55,540
members
Monthly $349,928 $927,738 $7,474,402 $18,083,614 $33,175,388
penion payout
Monthly $200,120 $447,521 $1,949,677 $2,905,072 $8,901,091
administrative
expense
Source: Oregon PERS report for the year ended June 30, 1991
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Early retirement creates other
problems for the quality of service. With
short careers, the agency’s institutional
memory is also short. With supervisors
quitting early, more employees reach top
management levels (and more expensive
pensions) than is true in the private sec-
tor. The will to eliminate deadwood
employees is softened. Much more often
than in private industry, either the
manager or the offending employee is
very close to retirement so the faulty per-
sonnel situation is "ridden out”, never
faced.

State employment offers other extra
advantages such as the ability to store up
sick days and more paid time off than is
common in private firms.

Over and Under Pay

The latest state-commissioned wage
and benefit survey reports that people in
state government toward the bottom of
the ladder receive higher salaries than
are paid in private employment for com-
parable work, but that those in the upper
and upper middle ranges are worse paid.
This apparent savings for the taxpayer
may be an illusion because of the exces-
sive number of management positions in
public agencies.

The much greater job security enjoyed
by public sector employees is another
substantial benefit not assigned a dollar
value in comparisons.

PERS Earnings Excellent

PERS revenues come from two sour-
ces: (1) earnings on invested capital (on
which the State Treasurer’s office has
done extremely well) and (2) the public

employer contribution. Public
employees have not paid into their own
pension plan since June 30, 1979 when
their 6% share was assumed by the
employer under the "PERS pickup" labor
agreement.

The PERS system covers nearly all
permanent state and local government
employees in Oregon.

For the taxpayer, ... early retirement
has the same effect as paying five
employees to do the work of four --
or some such cost -- as extra
public employees must be cycled
through the system over time.

The average PERS monthly pension
benefit for a public worker who retired
with 31 or more years service in 1991 was
$1,957.

While Oregon’s population grew a lit-
tle less than 60% between 1960 and 1990,
the number of retired public employees
receiving PERS benefits grew about
684% -- well over ten times as fast!

PERS Coverage Expands

Put another way, in 1960 about 3.4%
of Oregon’s population was covered by
PERS -- that’s public employees either
still working or retired. By 1990, this had
more than doubled to 7.28% of the
population. (Percentages are of
Oregon’s entire population, not just the
working population.)
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Employer Funding to Drop

PERS, however, is sufficiently well
funded now that it began decreasing
employer contributions from 16.22% to
14.59% of payroll July 1, 1992.

State vs. Private
Pay and Benefits

Value of Extra Working Years?

The 1989 Legislature enabled public
employees in Oregon to retire (without
penalty against pension benefits) at any
age once 30 years with the agency have
been served. The average public
employment retirement age has been 58,
but is falling. An employee signing in at
age 20 could retire at 50. Few private
employees who have any pension plan at
all are entitled to retire without penalty
before 65 -- certainly not before 62. The
earning power of those extra years needs
to be added to the calculation in figuring
PERS benefits. For the taxpayer, that
early retirement has the same effect as
paying five employees to do the work of
four -- or some such cost -- as extra public
employees must be cycled through the
system over time.

It Pays to Retire

Benefits of the public system are so
generous that many public employees
retire on pensions which equal or exceed
their pay at work -- or are so close that
the extra cost of transportation, office
style clothing, etc. exceeds any dif-
ference. Public employees are often bet-

ter off to retire early even if they do not
take a subsequent job.

A public employee, retiring at 62 with
30 years service and an ending salary of
$30,000 (and adding Social Security to
the pension) has more disposable in-
come than if he/she continued to work, a
1990 study by PERS’ actuary, Milliman
and Robertson, found. A result hardly
likely in the private sector.

Wage Freeze Suggested

Since public employee wages plus
benefits are believed by many to be
above the private average, a wage freeze
has been suggested. This could save the
1993-95 budget about $75 million if
unionized employees were to forgo wage
increases already negotiated for 1993.

However, the public employees’
unions have made it clear that they prefer
staff reductions to wage/benefit sacrifice.

The Governor’s Task Force on the
budget problem retained the Seattle firm
of Towers Perrin to do a comparative
survey which reported (February, 1992),
that:

(1) Too many state employees get both
a general raise (average 3 3/4%) +
a "step plan" raise (average 4 3/4%)
at the same time. The latter is mis-
named a "merit plan", as no one is
ever found to lack merit. So state
annual increases often average 8
1/2% vs. 4.3% to 5.4% in private
. employment.

(2) The state could save by basing wages
more on the local market, not just on
the larger metropolitan areas, and

24

Cascade Policy Institute



on a mix of comparisons -- not just
comparisons with very large firms.

(3) Public employer contributions to
PERS (the Public Employees
Retirement System) need to be
reduced over time from the present
16.22% of payroll to a level closer to
the 6%-8% common among those
large employers who have any
retirement plan at all. Slightly less
than half of private jobs include a
pension plan.

Higher Education

Higher Education Cuts Students

Ofparticular interest in any cost effec-
tiveness equation is Oregon’s System of
Higher Education.

There the Governor’s Recommended
Budget for 1991-93 included an increase
of 13 1/4% over the 1989-91 Adopted
Budget. Higher Education’s Chancellor
then recommended that 6000 students be
dropped from the system. That was
about 9% of the total student bodies. As
two-year inflation was less than 8%, this
was hard for outsiders to understand.

Average classroom load for faculty
who do teach at the University of Oregon
and Oregon State (researchers not in-
cluded) is just over six hours per week. If,
for every hour in class one assumes four
hours for preparation, grading papers,
student conferences, etc., that adds up to
a 30-hour work week. Unquestionably,
many faculty putin much more time. But
many don’t.

Higher Education’s defenders blame
class sizes such as 80 or 200 students. But

the student/teacher ratio at Oregon and
Oregon State is actually about 19 to one.

For each employee (professors plus
all other staff -- full time equivalents) of
Oregon’s System of Higher Education,
there are slightly more than three stu-
dents. This is significantly worse than the
roughly 4 + ratioin Oregon’s private col-
leges.

Until the recent $500 tuition increase,
Oregon had subsidized about 70% of the
cost of each in-state student in the
Higher Education system -- the student
paying 30%. If that ratio were reversed,
the state would save an estimated $200
million per biennium, even after picking
up the tuition difference of students who
could not pay.

Oregon ranks third among all
states in spending on K-12
public education per $1000 of
Oregonians’ income.

Higher Education Employee Load
Not Cut :

The State System’s 1991-93 budget
won approval of 15,505 (fte) positions, up
slightly from the 15,399 the Legislature
approved for the outgoing budget.
Publicity, however, has concentrated on
staff let go as departments were reor-
ganized.

In the end, the Legislature voted an
18.4% increase for Higher Education
(instead of the recommended 13 1/4% --
up to $2,377 million from $2,015 mil-
lion). So, at the insistence of the Legis-
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lative Ways & Means Education subcom-
mittee, the reduction in the number of
students was cut to 2300 instead of 6000.
With 2300 fewer students, the stu-
dent/faculty ratio will be even less of a
load.

Student tuition was raised $500 per
year, among the steepest in the U.S. ac-
cording to an Associated Press poll con-
ducted in October 1991. Community
college enrollments rose 8%, at least
partly reflecting admission of those who
could no longer afford the state’s four-
year schools.

Devastation

The President of Portland State
University predicted "devastation" for
Oregon’s System of Higher Education on
a television talk show the week before
Measure Five passed. Instead, Portland
State received an extra $2.5 million to
link its library with other colleges and $5
million extra for the Engineering
Graduate School.

Local Budgets

K-12 Schools

Oregon’s School Spending Generous

Oregonranks third among all states in
spending on K-12 public education per
$1000 of Oregonians’ income., Oregon
also ranks well above average (15th) in
its spending on higher education (state
system plus community colleges).

K-12 School Districts

During the 1980s, Oregon’s K-12
school enrollment was static. For the
decade, inflation rose 38%. School dis-
trict budgets, however, expanded 75% for
that same period. Of the added costs,
salaries went up 60% and employee
benefits 120%. Overall, spending went
up a billion dollars in the decade, of
which, $300 million went to employee
benefits (T.K. Olson, "A Dollars & Sense Look
at Oregon School Finance", December 1990.)

As noted, the formula to allocate
Measure Five replacement dollars for
the 1993-95 biennium will be decided by
the 1993 Legislature. It seems probable
that districts with very large property
values (such as Portland) will be net

Of all public school employees in
Oregon, only 46% teach,
54% don’t teach.

losers in favor of districts where per pupil
expenditures are less. Federal court
rulings have tended to force equal per
pupil spending in states where the state
itself is the primary funding source.

School Taxes to Rise Again
After 1996 :

After fiscal 1996, when the school tax
rate arrives at its final $5 per thousand of
assessed value, school levies will begin to
rise again, driven by increases in assessed
value. Even if the state intended to con-
tinue replacing those funds which
schools were prohibited by Measure Five
from levying, pressure on the General
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Fund would begin to decrease with fiscal
1997.

Portland’s school superintendent
threatened to hand out "pink slips"
wholesale the morning after the Novem-
ber 1990 election if Measure Five passed.
By early 1992, however, the Portland

If Oregon reduced its per pupil
funding to match California’s,
we would save about
$450 million per biennium.

school district was well enough off that
the same superintendent proposed that
the district subsidize college costs for
some of its graduates. Instead of pink
slips, the district proposed to add 64
employees.

Statewide, school budgets are assured
of receiving all the funds that they would
have levied in property tax through 1996.
District-by-district, however, this will
vary as efforts to equalize per student
spending statewide continue. As the
state assumes a larger share of respon-
sibility for school finance, the option of
wide ranges in per pupil spending will
narrow. Except for special conditions,
such as special education for mentally
handicapped and for long travel distan-
ces, the courts will likely not permit wide
variations in per pupil spending.

Potential Education Savings
Plentiful

Since K-12 education consumes a
majority of local and state tax revenues in
Oregon, no attempt to find significant

savings in government can ignore this
area.

There are enormous savings to be
made now in anticipation of future cur-
tailment of revenue. Levels of Basic
School Support and, eventually, property
tax replacement pressures will become
compelling. Much more can be done to
privatize, particularly in transportation,
janitorial and food service.

The expansive list of items which are
deemed "bargainable" between public
employers and unionized public
employees in education drives costs even
higher while providing little or no benefit
to learning. Pupil/teacher ratio is a
major recent addition to labor issues
which exerts upward pressure on costs
with little return.

Salaries and benefits represent about
80% of school costs. Smaller class size is
doubtless a workplace "benefit" to
teachers. But the preponderance of
evidence from studies shows that there is
little or no educational benefit to smaller
class size -- certainly not after the early
grades. Add in the rights of public educa-
tion employees to paid time off for ill-
ness, bereavement, maternity, jury duty,
Sabbatical leave, professional and per-
sonal leave, extra pay for extra duty (not
listed on published salary schedules),
extra holidays not available to employees
of private firms, student days off while
teachers prepare classwork, plus the
summer off and two weeks at Christmas.
The cost becomes enormous per student-
hour actually spent in a classroom seat.
Well-publicized comparisons with
achievement of students in other ad-

Focus on Measure Five

27



vanced nations repeatedly demonstrate
the problem.

Yet employee benefits (generally tax
exempt) have risen at twice the rate of
salary increases. Medical/dental
benefits, for instance, usually cover 12
months although most unionized school
employees work only 8 1/2 or so.

The classroom scene is not the
greatest problem, however. Of all public
school employees in Oregon, only 46%
teach, 54% don’t teach (full time
equivalents). Supervisory personnel
decreased but staff support increased
during the 1980s. Oregon school
employees now include 169 "psychologi-
cal personnel”. The Portland school dis-
trict alone has some 81 deputy
superintendents, directors of instruction,
educational supervisors, etc.

Local school boards have fared poorly
in resisting added costs which often fail
to reverse the slide in student achieve-
ment. Oregon’s per pupil costs are about
$487 higher than California’s, for ex-
ample, according to the National Educa-
tion Association.

If Oregon reduced its per pupil fund-
ing to match California’s, we would save
about $450 million per biennium.

Compulsory arbitration between dis-
tricts and teacher’s unions has made
resistance to cost increases almost im-
possible. As Measure Five tilts the bur-
den for financing schools toward the
state, the state will be forced to confront
excessive costs.

Nonschool Local
Spending

Property Tax Dependence Varies

Local government’s degree of de-
pendence on property tax varies widely.
Special service districts, such as rural fire,
are often almost wholly dependent on
property tax. Others -- especially cities --
have numerous revenue sources besides
property taxes.

For instance, only 39% of the city of
Portland’s General Fund income for
1991-92 is derived from property tax.
Multnomah County’s General Fund is
about 42% dependent on property tax.

The statewide average tax rate on
nonschool property was $8.65
per $1000 of assessed value in

fiscal 1991. Most taxable
properties are not now affected
by the $10 nonschool cap.

That the bulk of the revenue support-
ing these large local governments derives
from sources other than property tax was
rarely explained to the public during
debate over Measure Five. Rather,
voters likely believed that the percent of
reduction feared in property tax would
be the percent that the entire General
Fund budget would be shorted. This is
simply not the case.

Other Corks for Spending?

What other cost containment efforts
can be made to deal with the state’s al-
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leged $1.35 billion General Fund budget
shortfall?

The Governor’s Task Force on
Education recommended $590 million
worth of spending reductions including
stopping subsidies for the Oregon His-
torical Society, the Arts Commission, a
28% cut in Basic School Support ($386
million), and trimming $11 million from
special education.

The Governor proposes cutting state
support for cities and counties by 30% to
50% in the 1993-95 budget. State savings
could be $130 million for Oregon’s
General Fund plus $535 million for the
Other Funds budget, based on support
levels in the current budget.

Nonschool Local Effect

Measure Five’s first year left a
majority of nonschool local government
budgets unaffected. It had minimal ef-
fect on many others. Local government
budgets will be able to grow, however, as
assessed values grow.

Taxpayer savings from the $10 levy
cap were generally highest in jurisdic-
tions which had exerted the least effort to
control spending. Overall, taxpayer
savings in Measure Five’s first year were
$246.5 million. Of that, $51.5 million
came from nonschool local governments
and was exempt from the Measure Five
replacement requirement for schools.

The statewide average tax rate on
nonschool property was $8.65 per $1000
of assessed value in fiscal 1991. Most
taxable properties are not now affected
by the $10 nonschool cap.

Local Spending Continues to Rise

Some jurisdictions subject to the $10
cap continue to spend as though no limit
applied.

By March 1992, despite warnings
about Measure Five from Portland’s own
top officials, the city distributed a 1992-
93 General Fund budget whose spending
rose to $213.5 million from the previous
year’s $204.3 million -- up 4 1/2%, just a
tad more than inflation. Portland’s
property tax receipts rose $3.6 million
and Multnomah County’s were up $4.4
million more than their budget officers
had projected for Measure Five’s first tax
year.

Portland’s Spending Rises

Portland proposed to add a number of
police officers but was immediately
forced to set aside a half million dollars
toward their retirement which will likely
occur only 20 years later. In November
1990, Portland’s mayor had predicted
that police and fire budgets would be cut
15% to 20% if Measure Five passed.

More than a million dollars of
Portland’s increased receipts also went
immediately into "Regional Arts"
($400,000) and "Future Focus"
($621,000). "Future Focus" includes
such items as "diversity and anti-racism
efforts". Some $75,000 went for un-
specified categories; $40,000 for "first
source", that is, promotion of contracts
with minority-owned firms and district
planning; and $155,000 to promote
growth in a yet-to-be selected neighbor-
hood.
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None was squirreled away into a "rainy
day" ending balance against the massive
layoffs and deteriorating services city of-
ficials widely predicted. From an "unen-
cumbered" beginning balance of $13.8
million, by April 20, 1992 the city had
proposed to drop its ending balance to
$9.3 million; in other words, to spend
$4.5 million more than it took in, reduc-
ing reserves.

Portland’s 1990 tax burden was
measured as the heaviest of all
51 cities included in a recent annual
study by the District of Columbia,
commissioned by Congress.

Portland’s 1990 tax burden was
measured as the heaviest of all 51 cities
included in a recent study by the District
of Columbia, commissioned by Con-
gress. It found that a typical Portland
family of four with a $25,000 annual in-
come pays $3,457 in state and local taxes.

20-Year Careers Costly

Portland has made no effort to require
its new hires for police and fire to work
longer than 20 years even though their
legally binding obligations to the Police
& Fire Retirement Fund are a major cost
to taxpayers. Modern technology also
provides plenty of useful work which
does not require strenuous physical ef-
fort from police and fire workers who are
passing into middle age.

A study by the Portland City Auditor
(late 1990) found that, on average, career
city workers earned about $25,000 of an-
nual disposable income while working

for the city, but $29,000 after retirement
(Social Security included). The retire-
ment plan’s base of salary at the end of a
career (oftenraised by overtime plus half
the value of unused sick leave, plus credit
for unused vacation time), makes retire-
ment more attractive than continued
work rfor many city employees. Accumu-
lated vacation and sick leave credits can
add up to 25% of a pension check. With
that early retiree gone, the city must train
a new person, also headed toward a
career far shorter than average among
the taxpayers who provide their salary
and benefits.

"User Fee" Effort

Some cities and other jurisdictions at-
tempted to circumvent the intent of
Measure Five by reclassifying various
services traditionally part of the regular
tax bill as "user fees" -- outside Measure
Five.

Measure Five defines a tax as any
charge against a property or its owner
purely as a result of ownership of the
property. Any such charge is subject to

. . .a typical Portland family of four
with a $25,000 annual income
pays $3,457 in state and local taxes.

the $10 cap. However, a commodity fur-
nished by the taxing district whose use
the owner can control (water, for in-
stance) can be charged for as a user fee,
which is not subject to the $10 cap.
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Gresham’s Drainage Fee

The City of Gresham imposed a
drainage fee on all improved properties
under the guise that any impervious sur-
face on the property (roof, driveway,
parking lot) caused use of the city’s storm
drainage system. A charge of $2.75 per
month for residences and $2.75 for each
2500 square feet of "impervious area" of
other properties was set.

A citizen group sued the City of
Gresham maintaining that this charge
was a tax flowing as a direct consequence
of ownership of the property and was not
an "incurred charge".

In mid-April, the Oregon tax court
agreed, saying the ordinance "does
precisely what (Gresham) contends it
does not." The court asserted that, by
calling the charge a user fee, the city was
"engaging in a fiction" and that the city’s
contention that the fee was not a conse-
quence of property ownership ignored
reality. The judge added that it "is not
even good sophistry" for the city attorney
to maintain that, by building an improve-
ment, the owner was requesting a
drainage service. This case is now on
appeal.

Numerous similar impositions may
die quietly. Others may live because they
were not challenged within the time the
Legislature set for challenges.

Medford’s Street Repairs

The City of Medford attempted to
separate street repair from its regular tax
base and to charge any household or
business which had a water connection a
street maintenance "user" fee.
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Section 3
Tax Reform

Where do we go from here?

Governor Barbara Roberts’ now
famous "Conversation with Oregon" was
an attempt to find out what services
Oregonians want from government, and
how they would choose to pay for them,
While wants are generally unlimited,
once a price tag is placed on services,
hard choices need to be made.

Inlate June, the Governor proposed a
package of replacement taxes to offset
most of the revenue replacement re-
quirements of Measure Five. The pack-
age included a new 3.5% sales tax on
goods, a split roll property tax rate on
business property of $20 per thousand of
assessed value (instead of the $15 cap
under Measure Five), and a slight reduc-
tion in personal income taxes. She asked
the Legislature to meet in special session
July 1st to pass her package and place it
on a special September 15th ballot.

The Legislature refused to refer this
tax package to the ballot. The state now
has several options to combat the current
budget dilemma. These include:

(1) Change its tax system to capture the
$1.35 billion difference between the
$6.058 billion it expects to collect
and the $7.4 billion officials wish to
spend.

(2) Shift additional costs off the General
Fund onto the Other Funds budget

(the $500 per student college tuition
increase was an example).

(3) Reform unduly expensive proce-
dures.

(4) Cut programs.

(5) Reduce personnel costs. (Numbers
three, four and five overlap, but not
entirely.)

(6) Begin to control the cost of Oregon’s
Public Employment Retirement
System (PERS) -- particularly early
retirement. Even if only new hires
were asked to work as long as the
average working life of the taxpayers
who provide their pay and benefits,
that would make a start. Both state
and local governments pay into
PERS in proportion to their
payrolls. Retirement near the
private industry average age would
cut costs dramatically.

Four Tax Alternatives

1. Cross Off the Sales Tax?

History lends no support to Salem’s
early hope that a general sales tax would
be accepted by Oregonians.

The sales tax has been on Oregon’s
ballot eight times. It has never received
as much as 30% of the popular vote.

Notice in Figure 9 that only three of
these eight votes were presented on
either a regular May primary or Novem-
ber general election date when voter tur-
nout would be heavier than on special
election dates. Five of the eight dates (all
"specials") were chosen by Legislatures.
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The Governor’s proposed tax package
included a 3.5% sales tax on goods. She
estimated this would raise $800 million
per year. At least one public finance
authority was quoted as questioning this
figure. Comparing this "narrow based"
tax to similar ones in other states, the
$800 million figure seemed too optimis-
tic.

2. Oregon’s Income Tax Already #1

What about Oregon’s income tax?
Traditionally in Oregon, property taxes
supported local government (including
school districts) while income taxes sup-
ported state government. Personal in-
come tax provides about 84% of the
state’s General Fund revenues.

Resistance to any sharp rise in per-
sonal income tax rates could be expected
since Oregon’s rate is already highest in
the nation. (That rank is per thousand
dollars of people’s income, not per
capita. Oregonians have slipped below
the national average in per capita in-
come.)

The Legislative Revenue Office has
estimated that it would take a 50% in-
crease in personal income tax rates to
replace the revenue Measure Five takes
from the General Fund.

Substantial sums could be collected
through other taxes, fees, licenses, etc.,
but not nearly $1.35 billion. Spending
cuts become the necessary component in
bridging this gap.

3. The Split Roll Idea

A split roll is an effort to shift the
burden of property tax from one class of
taxpayer to another instead of each
paying equally in relation to the value of
property taxed. Disproportionately high
taxes on business and commercial
property will have two effects (1) dis-
courage business initiatives, and (2) en-
courage those paying an artificially low
rate to vote in more expense for others to
pay. Inthe end, it seems self defeating,
but only after considerable damage is
done.

Figure 9
Oregon’s votes on the sales tax
Date Voted Yes Vote % Yes No Vote % No
July 1, 1933 45,603 21.5% 167,512 78.5%
May 18, 1934 64,677 293 156,182 70.7
Jan. 31, 1936 32,106 14.6 187,319 85.4
Nov. 7, 1944 96,697 26.6 269,276 73.4
Oct. 7, 1947 67,514 212 180,222 72.8
June 3, 1969 65,077 114 504,274 88.6
Sept. 17, 1985 189,733 222 664,365 77.8
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Contrary to much of the public’s im-
pression, the rise in property tax in the
first year after passage of Measure Five
was almost nil. Homeowners had ex-
pected property taxes to drop. The
failure to get hoped-for relief for many
was fuel for the split roll effort, including
a measure advocated for the November
1992 ballot by Fair Share and others.

How Spilit Roll Works

The Governor’s proposed tax package
included a split roll property tax rate on
business property of $20 per $1000 of
assessed value. That would have been an
increase over the $15 rate Measure Five
mandated on all property. It would not,
however, have imposed as much of an
increase as the proposed initiative seeks.

The Initiative would retain Measure
Five’s cuts for owner-occupied homes
but cap non-owner occupied homes
(mainly rentals) and income-producing
property at a constant rate of $30 ($20 for
schools/$10 for nonschool local govern-
ment). Its sponsors estimate this would
relieve the state General Fund’s replace-
ment requirement by nearly $900 million
in fiscal 1993-95 and by another $790
million in fiscal 1996.

About 40% of Oregon’s real estate
value is in owner-occupied housing.
Rentals (16%), business properties (40
1/2%) and vacant and second homes (3
1/2%) are lumped together at the higher
cap. Renters, however, would be af-
forded relief equal to about 1/12th of
their annual rent.

These figures for government recap-
ture of the tax savings in Measure Five

compare with the Legislative Revenue
Office’s estimate that the replacement
requirement for 1993-95 will be $1.53
billion and $1.36 billion for 1996.

The negative effect on nonhomestead
property values of such a measure has not
been included in this calculation. How-
ever, every dollar increase in tax on in-
come-producing property can be
expected to decrease its market value by
some multiple (a 7 to 1 reduction is not
unrealistic). Simply put, for every $1 in-
crease in property taxes, there could be a
corresponding $7 decrease in the value of
that property. This negative effect on
property values is known as the tax
capitalization effect. (Warren Brookes,
"The Tax Capitalization Hypothesis,"
p.24, Policy Review Magazine, Winter
1987, No. 39.)

Tax Reduction Split

Part of the motivation behind the split
roll initiative comes from the belief that,
over time, business will receive more tax
reduction benefit than will homeowners
under Measure Five. As noted, about
40% of Oregon’s taxable property value
is in owner-occupied residential proper-
ty and 40 1/2% in business property.
Apartments and other residential rental
makes up about 16%. Without a split
roll, the reductions will be in proportion
to the levy reductions made within each
individual code area (that is, within each
group of properties which are levied
upon by exactly the same combination of
school districts, cities, special service dis-
tricts, etc.) How that will play out
remains to be seen as different proper-
ties are affected by the property tax caps.
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Oregon’s utilities will be required to
pass their Measure Five property tax
savings back to rate payers as reductions
in their bills. By Measure Five’s fifth
year, this customer saving may amount to
$38 million annually, according to
Oregon’s Public Utilities Commission.
Four of the five largest property tax
payers in Multnomah county are utilities.

4. Replacement Tax Too!

Backers of the split roll also assume
there will be a replacement ta: to make
up revenue not levied in property tax and
that the likeliest method (income tax sur-
charge) will fall more heavily on in-
dividuals than on business. However, it
is up to the Legislature to design how the
rate structure falls between corporate
and personal income taxes if a surcharge
is passed.

Replacement Funds

The Legislature was able to adopt a
1991-93 General Fund budget without
major new revenue sources. Even after
Measure Five's replacement fund re-
quirement, no undue "devastation" .oc-
curred.

Note also, that after fiscal 1996 the
state’s General Fund will have no obliga-
tion to replace funds which Measure Five
prevents school districts from collecting.
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Conclusion

Oregon does not have a tax
problem. Oregon has a spend-
ing problem!

The rapid growth of property tax
levies during the 1980s and the fact that
Oregonians continue to spend more of
their personal income on state and local
government than most Americans,
demonstrates our need to find ways to
reduce government spending, not raise
taxes.

Measure Five may have been simply a
modest attempt by voters to protect
themselves against a system that con-
tinues to spend more of their income
than governments in all but twelve other
states.

Measure Five saved property tax-
payers $51.5 million iniits first year alone.
Lower property tax bills make monthly
mortgage payments more affordable for
many potential home buyers.

Even if the state continues replacing
funds which schools lost to Measure Five
after 1996, pressure on the General Fund
should begin to decrease with fiscal 1997.
As Figures 5 and 6 demonstrate,
Measure Five represents only a short-
term problem for government planners,
not one forcing new and permanent tax
revenue sources.

Current service level budgeting is
guaranteed to make the problem worse!
There is no justification for assuming that
the level of government spending today

is a sacrosanct base upon which to grow.
If government spending is ever to be
brought within our ability to pay, we must
have more fiscal accountability and ques-
tion current spending and priorities.

The "tax reforms" proposed by the
Governor and rejected by the Legisla-
ture in early July would have allowed
Oregon state government to continue
spending a higher percentage of
Oregonians’ income than many believe
they can support.

A sales tax, higher income tax rates
and the split roll property tax will all
reduce the amount of money used by the
private sector to increase productivity
and create new jobs.

The split roll, in particular, seems
especially counterproductive. Higher
business taxes will discourage job crea-
tion and lead to decreased market values
by some multiple of the tax increase. A
7 to 1 reduction is not unrealistic, that is,
for every $1 increase in property taxes,
there could be a corresponding $7
decrease in the value of that property.

Rational spending control would
reduce the so-called budget shortfall to
afraction of the $1.35 billion widely cited
by state officials. This huge projected
shortfall is a sad reflection of how exces-
sive Oregon state government spending
has been.

While it is beyond the scope of this
study to make specific recommenda-
tions, potential and significant current
and/or future savings are apparent. State
and local governments need to seriously
consider the following prime examples:
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e Reduce the public pay premium of
state and local public employees,
now estimated at $715 million per
year, or $1.4 billion per biennium,

A significant share of this disparity
is in generous Public Employee
Retirement contributions.
Reducing public employer PERS
contribution rates from the recent
16.22% level closer to that of large
private employers (6-8%) would
save the state and local govern-
ments $300 million per year. The
state portion alone represents a
potential savings of $100 million
per year, or $200 million per bien-
nium.,

e Reducing the recent level of state
support for in-state higher educa-
tion students from 70% to 30%
would save $200 million per bien-
nium, even after giving need-
based help to those students who
couldn’t afford the tuition in-
crease. While higher education is
important, the current subsidy
levels primarily benefit upper in-
come families at the expense of all
taxpayers.

e Oregon would save about $450
million per biennium if it reduced
its K-12 per pupil funding to
match California’s. There seems
to be no correlation between dol-
lars spent and student achieve-
ment, and Oregon may not be able
to continue spending more on
public education than all but two
other states in relation to our in-
come.

@ A Governor’s Task Force recom-
mended $590 million worth of
spending reductions including
stopping subsidies for the Oregon
Historical Society and the Arts

Commission, a 28% cut in Basic
School Support ($386 million) and
trimming $11 million from special
education.

e The Governor proposed cutting
state support for cities and coun-
ties by $130 million from the
General Fund and $535 million
from the Other Funds budget in
the 1993-95 biennium.

o A wage freeze for state employees
to help bridge the 1993-95 budget
gap would save $75 million.

If the Legislature does call for added
revenue for the 1993-95 General Fund,
public approval of any "tax reform"
measure may hinge on an ironclad as-
surance that any new taxes will be tem-
porary -- a "bridge tax" containing a
constitutionally enforceable termina-
tion date.

Finally, this study is not so much a
criticism of individual government offi-
cials and employees as it is a criticism of
the noncompetitive system that influen-
ces their decisions and activities. Until
this system and its warped incentives are
changed, no amount of "tinkering" or
"waste cutting” will lead to more than
temporary respites from excess govern-
ment spending.
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Supporting
Materials
Appendix A

What is Ballot Measure Five?
Details of its implementation.
Defining a Tax * User Fees * Assessment Appsals

Measure Five defines a tax as "any charge
imposed by a governmental unit upon property or
upon a property owner as a direct consequence of
ownership of that property except for incurred
charges and assessments for local improvements",

Measure Five adds "incurred charges include
and are specifically limited to those charges which
can be controlled and avoided by the property
owner."

Voters may incur debt for capital construction
bonds outside Measure Five but cannot approve
serial levies or other operating cost beyond
Measure Five’s limits.

Local Improvement District charges for such
items as sidewalks also escape provided the
property owner is given at least 10 years in which
to pay the charge. Charges shall not exceed the
cost to design, build and finance the improvement.

Some Bonds Exempt

Existing general obligation bonds for capital
construction are exempt as are any bonds issued
by the state or others authorized by the Constitu-
tion. Urban Renewal bonds, paid for through the
scheme called taxincrement financing, are subject
to Measure Five according to a May 1992 ruling
by the Oregon Tax Court.

Implementing Measure Five

Oregon’s 1991 Legislature passed a 280-page
bill to implement Measure Five -- (that is to pro-
vide definitions, questions of timing, etc.) into the
state and local tax system. HB 2550 resulted from
efforts of some 50 employees of the Department
of Revenue plus outside review. Revenue also
attempted to insert various matters not directly
related to Measure Five. The Legislature deleted

several of Revenue’s draft provisions which ap-
peared to hurt taxpayers while maximizing
government revenues but which were not required
to be dealt with by Measure Five.

600 Laws Amended

All or parts of about 600 Oregon laws are
amended by HB 2550.

HB 2550 permits taxing jurisdictions to decide
whether an element of its levy is a tax as defined
by Measure Five or can be declared a user fee
(Section 212). However, the resulting abuse of
this privilege by cities has been struck down by the
Oregon Tax Court in at least one case. Appeals
time for citizen challenges is tightly limited.

Education Group Defined

HB 2550 excludes libraries, community
recreation programs, child care, etc. from falling
under the education classification (Section 214)--
assuring that they remain defined as nonschool
costs.

HB 2550 sets July 1 of the current tax year as
the date on which a property’s value is set, replac-
ing January 1 of the prior year. It is not clear that
this change was required by Measure Five, As
values tend to rise rather than to decline, this
provision generally results in assessed values
being higher than the Jan. 1 date provided.

Early Notice Lost

There is no longer a separate early notice to
the property owner of an increase in his/her as-
sessed value. Instead, notification of the value
change comes with the tax statement-- again a
preference by Revenue-- not a requirement of
Measure Five,

Appeals Time Shortened

This shortens appeals time for taxpayers. Ap-
peals petitions must be filed between Oct. 25
(about when tax bills arrive) and Dec. 31. Appeals
are actually heard between the second Monday in
January and April 15. Equalization boards were
swamped with more than 37,000 appeals statewide
as valuations (but not levies) went up an average
of 16% in Measure Five’s first year. Roughly 60%
of appeals in the Portland urban (Multnomah,
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Clackamas, Washington counties) area have been
successful in obtaining an assessment reduction.
County assessors have been able to bring their site
visitations more closely into line with their six-year
cycle requirement as additional funds have been
funneled to them, partly through the increase in
interest rates on delinquent taxes which rose to
16% from 12% annually,

The exception to the new appeals date re-
quirement is for alleged decreases in value occur-
ring during the tax year (a fire, for example, but
also possibly a drastic drop in the real estate
market). But the brief window for these will be
July 15-31 after the tax year ends June 30.
Measure Five requires that the property’s lowest
value during the year be used to determine its
assessed value.

Early Discount Salvaged

Property owners receive a 3% discount if they
pay their entire bill early, and a 2% discount if they
pay two-thirds of their bill early. While nothing in
Measure Five required any change in the discount
policy, the State Department of Revenue
proposed eliminating all discounts. The effect
would have been to punish those who voted for
Measure Five, and raise revenues. The discounts
were not eliminated in the final version of HB
2550, the legislation implementing Measure Five.

The Department of Revenue’s draft would
also have permitted Revenue to correct clerical
errors, then collect foregone tax for the two pre-
vious years-- after the taxpayer’s right of appeal
had run out. Ways & Means also stopped this.
This provision was not needed to implement
Measure Five.

HB 2550 provides that one jurisdiction.can
claim that a levy by another district is a user fee--
and should not be levied as a tax. This is useful,
of course, to force charges out from under the $10
per thousand nonschool cap, thus reducing the
percent by which the complaining district has to
compress its levy. This also provides opportunity
for further litigation and legal fees in overcrowded
courts. Itis not a consequence of any language in
Measure Five.

User Fee Cases Urgent

Challenges to the decisions of tax levying
bodies, as to what is a tax and what is a user fee,
go directly to Oregon’s Tax Court and thence, if
appealed, to the Supreme Court. Hearing them
takes precedence over other matters. As written
into HB 2550, at least 10 taxpayers in the affected
jurisdiction must join in each challenge. Time to
challenge is sharply limited by HB 2550 (Section
26). Challenge procedures alone take up four
pages of legal fine print (Sections 25-28).

HB 2550 weighs more than two pounds. It
contains 280 pages, 44 lines to the page, averaging
17 words to the line.
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Appendix B

Figure 10

Oregon Personal Income vs. State Spending

NOTE:
Per Capita Income measured in dollars.

State Totals measured in millions of dollars.

1969 - 71 = Base Period

Cumulative Increases are a percentage of base year.

PERSONAL INCOME vs, STATE SPENDING
1969-71 = Base Period

Year
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1969
1990

Per Capita |
Personal Cumulative
Income Increase
3573
3705 100.00
3959
4287 113.30
4833
5284 139.01
5769
6260 165.28
7007
8092 207.46
8938
9817 257.69
10399
10527 287.52
11224
12011 319.25
12622
13217 355.03
14041
14885 397.44
15919
17196 455.00

State
Population
2081640
2091533
2143010
2183270
2222490
2266000
2299000
2341750
2396100
2521850
2584350
2633156
2660735
2656185
2635000
2660000
2675800
2659500
2690000
2739000
2791000
2828214

|---State Totals—-|
Gross Cumulative
Income Increase
7437700
7749130 100.00
8484177
9359678 117.50
10741294
11973544 149,57
13262931
14659355 183.86
16789473
20406810 244.92
23098920
25849692 322.31
27668983
27961659 366.31
29575240
31949260 405.12
33773948
35150612 453.84
37770290
40770015 517.16
44429929
48633968 612.79

Sources— Per capita income figures from U. S. Bureau of the Census.
Population figures from Population Research & Census Center, Portland State University.

Stafe appropriation figures from Legislatively adopted budgets.

| -GENERAL FUND-—|
Cumulative
Biennium  Approp. Increase
1969-71 710827 100.00
1971-73 786796 110.69
1973-75 1036549 145.82
1975-77 1599313 224.99
1977-79 2064313 290.41
1979-81 2889405 406.48
1981-83 2886219 406.04
1983-85 3102813 436.51
1985-87 3343581 470.38
1987-89 3733830 525.28

19689-91 4585477 645.09

|----ALL FUNDS---~|
Cumulative
Approp. Increase
2210713 100.00
2798946 126.61
3826903 173.11
5716549 258.58
7360695 332.96
9957371 450.41
9961286 450.59
10058358 454.98
11728993 530.55
13452448 608.51
14360400 649.58
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Figure 11

Property Tax Savings to Taxpayers in Fiscal 1992
Due to Measure Five’s Caps*

Savings in Savings in Countywide Average
County School Tax Nonschool Tax Tax Rate, Fiscal 1991

($15 cap) _($10 cap) (properties will vary)
Baker $961,270 $512,515 $22.69
Benton 5,748,831 102,020 30.98
Clackamas 17,368,802 181,002 2571
Clatsop 757,401 749,246 20.46
Columbia 3,284,131 78,040 17.86
Coos 7,386,298 113,827 27.78
Crook -0- 8,565 20.40
Curry -0- -0- 13.14
Deschutes 88,233 862 19.99
Douglas 4,076,523 595,126 21.81
Gilliam 811,057 189,701 2597
Grant 23,383 7,819 18.58
Harney 3,658,547 196,925 26.31
Hood River 178,013 53 20.46
Jackson 830,835 554 21.10
Jefferson 896,234 203,543 2255
Josephine -0- -0- 15.97
Klamath 4,939,197 353,002 19.62
Lake 183,601 387,537 18.97
Lane 32,082,816 111,135 28.51
Lincoln -0- 404 20.47
Linn 9,976,944 2,245,864 28.00
Malheur 6,639,978 279,859 3235
Marion 14,250,559 4,963,874 29.75
Morrow -0- 317,876 19.42
Multnomah 43,950,567 36,322,886 32.20
Polk 3,202,975 53 27.60
Sherman 773,214 129,671 31.68
Tillamook 719,273 375 18.77
Umatilla 11,411,857 1,038,739 31.42
Union 3,368,025 1,202,536 32.14
Wallowa 720,578 11 2298
Wasco 5,501,920 1,168,766 33.73
Washington 8,846,255 22,326 26.38
Wheeler 155,997 8,186 18.41
Yambhill 2,230,295 8,383 25.74
Total $195,021,609 $51,501,281 26.56

The bottom figure for the tax rate is a weighted statewide average -- not a total,

*Figures from the Oregon Dept. of Revenue are 9grelh'rllrmr:ri. Average tax rate taken from the Department of Revenue's "Oregon
Property Tax Statistics, Fiscal 1990-91. The 1991 average countywide tax rate Is shown because the 1992 rates were not fully
developed al the time of this writing.

Focus on Measure Five a1



Constitution of Oregon
1990 Edition

Ballot Measure Five became-
Article Xl, Section 11b
of the Oregon State Consitituion

Section 11b. Property tax categories; limitation
on categories; exceptions. (1) During and after
the fiscal year 1991-92, taxes imposed upon any
property shall be separated into two categories:
One which dedicates revenues raised specifically
to fund the public school system and one which
dedicates revenues raised to fund government
operations other than the public school system.
The taxes in each category shall be limited as set
forth in the table which follows and these limits
shall apply whether the taxes imposed on property
are calculated on the basis of the value of that
property or on some other basis:

Maximum Allowable Taxes
For Each $1000.00 of
Property's Real Market Value

Fiscal Year  School System Other than Schools
1991-1992 $15.00 $10.00
1992-1993 $12.50 $10.00
1993-1994 $10.00 $10.00
1994-1995 $ 7.50 $10.00
1995-1996 $ 5.00 $10.00

and thereafter

Property tax revenues are deemed to be dedicated
to funding the public school system if the
revenues are to be used exclusively for educational
services, including support services, provided by
some unit of government, at any level from
pre-kindergarten through post-graduate training.
(2) The following definitions shall apply to

this section:

(a) "Real market value" is the minimum amount in
cash which could reasonably be expected by an
informed seller acting without compulsion, from
an informed buyer acting without compulsion, in
an "arms-length" transaction during the period for
which the property is taxed.

(b) A "tax" is any charge imposed by a
governmental unit upon property or upon a
property owner as a direct consequence of
ownership of that property except incurred
charges and assessments for local improvements.
(¢) "Incurred charges” include and are specifically
limited to those charges by government which can
be controlled or avoided by the property owner.,

(i) because the charges are based on the quantity
of the goods or services used and the owner has
direct control over the quantity; or

(ii) because the goods or services are provided only
on the specific request of the property owner; or
(iii} because the goods or services are provided by
the governmental unit only after the individual

property owner has failed to meet routine
obligations of ownership and such action is
deemed necessary to enforce regulations
pertaining to health or safety.

Incurred charges shall not exceed the actual costs
of providing the goods or services.

(d) A "local improvement” is a capital construction
project undertaken by a governmental unit

(i) which provides a special benefit only to specific
properties or rectifies a problem caused by specific
properties, and

(ii) the costs of which are assessed against those
properties in a single assessment upon the
completion of the project, and

(iii) for which the payment of the assessment plus
appropriate interest may be spread over a period
of at least ten years.

The total of all assessments for a local
improvement shall not exceed the actual costs
incurred by the governmental unit in designing,
constructing and financing the project.

(3) The limitations of subsection (1) of this section
apply to all taxes imposed on property or property
ownership except

(a) Taxes imposed to pay the principal and interest
on bonded indebtedness authorized by a specific
provision of this Constitution.

(b) Taxes imposed to pay the principal and interest
on bonded indebtedness incurred or to be
incurred for capital construction er improvements,
provided the bonds are offered as general
obligations of the issuing governmental unit and
provided further that either the bonds were

issued not later than November 6, 1990, or the
question of the issuance of the specific bonds has
been approved by the electors of the issuing
governmental unit.

(4) In the event that taxes authorized by any
provision of this Constitution to be imposed upon
any property should exceed the limitation imposed
on either category of taxing units defined in
subsection (1) of this section, then,
notwithstanding any other provision of this
Constitution, the taxes imposed upon such
property by the taxing units in that category
shall be reduced evenly by the percentage
necessary to meet the limitation for that category.
The percentages used to reduce the taxes
imposed shall be calculated separately for each
category and may vary from property to property
within the same taxing unit. The limitation
imposed by this section shall not affect the tax
base of a taxing unit,

(5) The Legislative Assembly shall replace from the
State's general fund any revenue lost by the public
school system because of the limitations of this
section. The Legislative Assembly is authorized,
however, to adopt laws which would limit the total
of such replacement revenue plus the taxes
imposed within the limitations of this section in
any year to the corresponding total for the
previcus year plus 6 percent. This subsection
applies only during fiscal years 1991-92 through
1995-96, inclusive. [Created through tnitiative petition
filed May 8, 1990, adopted by people Nov. 6. 1990)
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Text Sources

Section 1
Introduction

How Did We Get Here? y

Measure Five's History
—  1991-92 Oregon Blue Book, published by the Office of the Secretary of State, pages 368-70,

—  Other election statistics derived from earlier versions of the Oregon Blue Book and the Oregon State Elections Division,
Salem, Oregon.

Taxes Excesd Inflation
—  Oregon Property Tax Statistics, Oregon Department of Revenue,
Fund Allocation Problem
= Oregon Budget & Management Office, Basic School Support statistics and projections.

How Measure Five Works

—  1991-93 Adopted Budget of the Legislative Assembly.
—  1991-93 Governor’s Recommended Budget.
How Measure Flve Creates Savings

—  Savings number derived from an analysis of statistics compiled by County Assessors’ reports to the Oregon Department of
Revenue.

Section 2
Spending Reform

Examples of Questionable Spending
—  Items #1 and #2: "Financial Report for Fiscal 1991", Oregon Public Employees Retirement System, page 49.

— ltem #3: "America’s Protected Class”, Parts I & II, by Wendell Cox and Sam Brunelli, American Legislative Exchange
Council, 1992,

—  Ttem #4: "Audits Division management top-heavy", by Richard A. Morley, The Oregonian, February 19, 1992,

— Ilems_i #5 and #6: "A Dollars and Sense Look at Oregon School Finance", by T.K. Olson, Oregon Tax Research, 1990,
page 7.

—  Item #7: Oregon Department of Education, Educational Coordinating Commission.

—  Item #8: 1991.92 City of Portland budget documents.

State Budgets
Cuts and Threats of Culs

~  Press Conference in Salem, Governor Barbara Roberts, after the passage of Measure Five,
Government Bookkeeplng Explained

—  1991-93 Adopted Budget of the Legislative Assembly

- 1991-93 Governor’s Recommended Budget.
The Adopted Budgets

—  Orepgon General Fund Revenue and Economic Forecast Summary, June, 1992.
Blllion Doliar Shortfall?

—  Oregon General Fund Revenue and Economic Forecast Summary, June, 1992.
Replacement "Needs" Shrink

—  Minutes of Committee for Estimating Financial Impact for Measures to be Voted on at the November 6, 1990 General
Election, issued August 8, 1990.

—  Oregon Legislative Revenue Office, General Fund Forecast, November 1, 1991.
The Long and Short of Measure Five’s Impact on the General Fund

= Projections, assumptions and graphs derived from the State Executive Department Tentative Budgets.
Oregon vs. far west states and the Unlted States

—  Advisoty Commission on Intergovernmental Relations (ACIR), from data supplied by U.S, Department of Commerce,
Bureau of the Census, fiscal year 1989,
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Public Employees
Position Cuts Approved

- ;Hot Topics", Number9, June 11,1992, a periodic publication originating in the Office of Fred Miller, Executive Department
irector,

Total Employment Figure a Puzzie
—  1991.93 Governor's Recommended Budget.

- ;Ijot;ropics", Number 9, June 11,1992, a periodic publication originating in the Office of Fred Miller, Executive Department
irector.

—  "Vacancies in state jobs continue to grow”, by Nancy McCarthy, The Oregonian, June 12, 1992,
State Employee Pay and Benefits

—  Oregon PERS report for the year ended June 30, 1991

—  Interstate comparison of state public employee retirement system report, by Frank Wogan, Oregon Tax Research, 1986-87.
Wage Freeze Suggested

- "1991 Waéc and Benefit Survey for the State of Oregon”, by Towers Perrin (Seattle, WA) for the Governor’s Task Force
for State Government.

Higher Education
—  Some statistics supplied by the Office of the Chancellor, Oregon State System of Higher Education.
—  "Your Taxes" a pericdic publication by Oregon Tax Research, 1989-92 editions.
Higher Education Employee Load Not Cut
—  Community college employment figure from The Oregonian, October 3, 1991.
Devastation
—  Remarked on "Town Hall" television program, KATU-TV, November 1990.

Local Budgets
K-12 Schools
—  "Rankings of the States, 1990", National Bducation Association.
School Taxes to Rise Again After 1996
—  Also remarked on "Town Hall" television program, KATU-TV, November 1990.
Potentlal Education Savings Plentiful
—  Column by Bob Ziener, The Oregonian, July 18, 1991.
—  "ADollars and Sense Look at Oregon School Finance", by T.K. Olson, Oregon Tax Research, 1990

Nonschool Local Spending
Property Tax Dspendencs Varles

— 199192 City of Portland budget documents.

—  1991-92 Multnomah County budget documents.
Local Spending Continues to Rise

—  1992-93 City of Portland budget documents.

Section 3

Tax Reform

Tax Alternatives

Cross Off the Sales Tax?
—  1991-92 Oregon Blue Book, published by the Office of the Secretary of State.

—  Other election statistics derived from earlier versions of the Oregon Blue Book and the Oregon State Elections Division,
Salem, Oregon.

—  Oregon General Fund Revenue and Economic Forecast Summary, June 1992,

= "YourTaxes" Oregon Tax Research, June/July 1992. ("Impact Comparison of Increased Income Tax Vs. Sales Tax", research
analysis by Deloitte & Touche).

The Split Roll Idea

—  From the text of the Split Roll Initiative or "Raises Tax Limit on Certain Property; Residential Renters’ Tax Relief", on file
at the Office of the Secretary of State, Salem, OR.

= "Your Taxes" a periodic publication by Oregon Tax Research, 1991-1992 editions.
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CASCADE PoLICY INSTITUTE

Common Sense Alternatives for Oregon Public Policy

Society is always taken by surprise at any
new example of common sense.
-Ralph Waldo Emerson

Orcgonigms face many of the same problems that afflict the nation. We deserve better answers
than the political process has provided so far. CASCADE is responding with common sense alternatives
based on respect for individual liberty and the free market. If we get it right in Oregon maybe the nation

will follow.

Research and educational programs are directed towards the present and future public policy of our
state, region and nation. CASCADE calls on local and national scholars, businesspeople and policymakers
to generate creative, easy-to-read studies and publications. The issues that affect you concern us most.

A sampling. . .

Education.

Environment.

Health Care.

Taxation,

Public education absorbs the majority of state and local government general fund tax
revenues, Are we getting our money’s worth? On August 22, 1991 The Wall Street Journal
published "Education by Committee in Oregon”, CASCADE's critical analysis of Oregon’s
education reform. CASCADE published a major study on education, "Marketplace
Schools", which received accolades and inquiries from around the country.

The spotted owl and Columbia River salmon are focal points of heated debate. Are
environmental and financial interests inevitably at odds? There are practical ways to deal
with pollution, endangered species, and land use concerns -- and CASCADE provides
research and examples from around the country to prove it. Qur recent Free Market
Environmentalism Conference and ENVIRONMENTAL INSIGHT #1 ("Saving the Sal-
mon")offer several alternatives.

Costs are rising rapidly and many people find themselves without adequate care. Instead
of demanding more control, regulation and taxes, CASCADE’s Health Care Task Force
explores creative ways to improve health care access for everyone through a series of
HEALTH CARE INSIGHTS.

After Oregonians voted themselves a major property tax reduction, The Oregonian
published CASCADE’s column titled "Measure 5 won’t stop state spending" (February, 6,
1991). How are state and local governments reacting? This issue will be a focal point of
concern for CASCADE. Qur major study, FOCUS ON MEASURE FIVE, will kick off a series
of reports on state and local spending in Oregon.



CASCADE PoLICY INSTITUTE
SPONSORS PROGRAM

Cascapt PoLicy INSTITUTE is a 501(c)(3) non-profit, non-partisan public policy research organiza-
tion. We do not support or oppose legislation nor do we endorse candidates. CASCADE exists to inform
and educate policymakers and the public on policy issues.

The SPONSORS PROGRAM allows individuals to participate directly in CASCADE’s efforts. We neither
solicit nor accept government funding, but instead rely on tax-deductible contributions from foundations,
corporations and individuals. It’s the support and input of concerned citizens like you that provide impact
to CASCADE’s studies.

SPONSOR LEVELS

$ CORPORATE/ $100 SUSTAINING
FOUNDATION $50 REGULAR
$1000  GRANTOR $25  INTRODUCTORY

$500 PATRON

CASCADE needs your input. Sponsors are encouraged to exchange ideas for policy studies and
programs with our staff. To become a CASCADE SPONSOR, simply clip the card below and forward with
your check to CASCADE POLICY INSTITUTE.

Please enroll me in the CASCADE SPONSORS PROGRAM at the following level of support:

Please send me more information on CASCADE POLICY INSTITUTE.
I am interested in the following issues:

CLIP and send this form to CASCADE POLICY INSTITUTE, 813 SW Alder, Suite 707 Portland, OR 97205 _d(503) 242-0900
CASCADE POLICY INSTITUTE is a 501(c)(3) organization. Donations and in-kind contributions are tax-deductible.

E D $ - Corporate/ Please prﬁﬂ: ,:,
: Foundation Name :
g D PV Cremnton Company name :
: $500 Patron :
: $100 Sustaining Address :
: $50  Regular City State Zip :
; $25  Introductory Office phone Home phone §
i [J Please send me Focus oN MEASURE FIVE complete report(s). Enclosed is $5 per copy (including 2
: postage and handling). :



Academic Advisors :

Michael Bliziotes, MD
Oregon Health Sciences University

Fred W. Decker, PhD
Professor Emeritus
(Atmospheric Sciences)
Oregon State University
James Huffman, JD
Northwestern School of Law
Lewis & Clark College
Richard Meinhard, PhD
formerly, School of Education
University of Portland

Gerard Mildner, PhDD Anthony Rufolo, PhD )
Dept. of Urban Studies & Planning Dept. of Urban Studies & Planning
Portland State University Portland State University
William Mitchell, PhD Jim Seagraves, PhD
Dept. of Political Science Professor Emeritus (Economics)
University of Oregon North Carolina State University
Lon Peters, PhID Fred Thompson, PhD
formerly, Dept. of Economics Atkinson Graduate School
Reed College of Management

Willamette University

(Affiliations for identification purposes only)

Staff

Steve Buckstein, President
Tracie Sharp, Executive Director
William Udy, Finance Director

PHONE (503) 242-0900 FAX (503) 242-3822

What they’re saying
about

CASCADE
PoLIcy
INSTITUTE

"Many groups getting media attention play fast and loose with the facts.
Cascade gets its econornics right and its facts straight. I highly recommend it."
~  William Conerly, Senior V.P. & Economist, First Interstate Bank, NW region

"Cascade is a welcome addition to the public policy debate in Oregon."
— David Reinhard, Associate Editor, The Oregonian

"Cascade is a rational voice in a state rushing headlong toward bigger govern-
ment. I could not have done my show nearly as well without it."

"Weissbach", Oregon’s top-rated talk show host on 620 KGW radio
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