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Constitutional Proposal 45 proposesaamendment to the State Constitutiohimit
spendingncreases by the statnd other units of governmend the rate of inflation
adjusted bypopulation or student enrollment chang@sl valoren revenue increases are
generally limited to the rate of inflation plus changes in property values due to changes,
additions, reductions, or improvemenigoters may approve the suspension of the
spending and revenue limitr approvenew or additional evenues temporarily.

. Present Situation:

Article VII, s. 1(d), Fla. Const., requires the Legislature to provide by law for Oraising
sufficient revenue to defray the expenses of the state for each fiscal pétmwe®er,

the Constitution also placeseveral limits on the power of the state to raise revenue.
These limitationgddress ad valorem tass, personal income tax, estate tax, corporate
income tax, state bondand state revenu&ection 1 ofArticle VII limits state revenue
collections to lherevenue collected in fiscal year 199295 plus an adjustment for
growth based on the growth rate of state personal income over the preceding five years
Excess collectionmust bedeposited in the budget stabilization fund uibis fully

funded Excess revenues at this point #ren refunded to taxpayer3he Legislature is
allowed to increase the revenue limit by a vote of-thiods of the membership of each
house. According to Article VIl,section 1(e) of the Florida Constitution:

Staterevernues means taxes, fees, licenses, and charges for services
imposed by the legislature on individuals, businesses, or agencies outside
state government. However, "state revenues" does not include: revenues
that are necessary to meet the requirements setifiodocuments

authorizing the issuance of bonds by the state; revenues that are used to
provide matching funds for the federal Medicaid program with the
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exception of the revenues used to support the Public Medical Assistance
Trust Fund or its successoogram and with the exception of state
matching funds used to fund elective expansions made after July 1, 1994;
proceeds from the state lottery returned as prizes; receipts of the Florida
Hurricane Catastrophe Fund; balances carried forward from prior fisca
years; taxes, licenses, fees, and charges for services imposed by local,
regional, or school district governing bodies; or revenue from taxes,
licenses, fees, and charges for services required to be imposed by any
amendment or revision to this constitutiafter July 1, 1994.

State Revenue Flexibility

Appellate court opinions have not examined the scope of the LegislatureOs authority
under Art. Il, s. 6, Fla. Constdowever, gguably, the provision may permit the
Legislature to raise revenue from regded sources during an emergency resulting silom
enemy attackArticle Il, s. 6, Fla. Const., states:

Enemy attacl In periods of emergency resulting from enemy attack the
legislature shall have power to provide for prompt and temporary
succession tthe powers and duties of all public offices the incumbents of
which may become unavailable to execute the functions of their offices,
and toadopt such other measures as may be necessary and appropriate to
insure the continuity of governmental operationsirty the emergency. In
exercising these powers, the legislature may depart from other
requirements of this constitution, but only to the extent necessary to meet
the emergency.

Article IV, s. 13, Fla. Const., gives the state some procedural flexitmliagdress
revenue shortfallsThe constitutional provision states:

Revenue ShortfallSl In the event of revenue shortfalls, as defined by
general law, the governor and cabinet may establish all necessary
reductions in the state budget in order to convghp the provisions of

Article VII, Section 1(d). The governor and cabinet shall implement all
necessary reductions for the executive budget, the chief justice of the
supreme court shall implement all necessary reductions for the judicial
budget, and thepeaker of the house of representatives and the president
of the senate shall implement all necessary reductions for the legislative
budget. Budget reductions pursuant to this section shall be consistent with
the provisions of Article I, Section 19(R).

1 Article VII, Section 1, Fla. Const.
2 Article 11, Section 6, Fla. Const.
3 Article 1V, Section 13, Fla. Const.
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Article IV, s. 13, Fla. Const., was proposed by the 1990 Taxation and Budget
Reform Commission in response to an opinion of the Florida Supreme Court
requiring all revenuesductions to be made by the Legislature.

Traditional Tax and Expenditure Limitatbns

At least 30 states, including Ohio, Maine, Colorado, and Massachusetts, currently operate
under a tax or expenditure limitatiowenty three states have spending limits, four have
tax limits, and three have both.

Traditionaltax and expenditurénhitationsinclude revenue, expendityrm@ appropriation
limits such as:

¥ Revenue limits Revenue limitgie allowable yearly increases to personal income
or an index which may include inflation or populatiandallow for the refund of
excess revenuds taxpayers.

¥ Expenditure limitsExpenditure limits arelsotied to personal income or a
growth index. In many states, the limit is tied to a growth index related to the
expansion of the economy.

¥ Appropriations limited to a percentage of revenue eséisnd his variation of a
spending limit simply ties appropriations to the revenue fore€siaware,
lowa, Mississippi, Oklahomand Rhode Island have this type of appropriation
limit in place.

¥ Hybrids Statesalso have combined components of variougs. For example,
Oregon has a state spending limit tied to personal income growth, and a provision
requiring refunds if revenues are more than 2 percent above the revenue forecast.
This law limits spending and, in a sense, limits revenues by tyingtthéhe
forecasted amouniColoradg under the TaxpayerOs Bill of Rights (TABOR),
another hybrid state.

The most restricte type of limit includes voter approval requiremendl taxes or

increases over a specifiachountmust receive voter appral/to implementhis type of

limit. Missouri and Washington require voter approval for tax increases over a specified
amount Sixteen states require legislative supermajority votescteasesome or all of
thetaxes. Of the 30 states with tax and sperg limitations, seventeemave

constitutional provisions arttlirteenhave statutory provisions foevenudimits.

Tax and Expenditure Limitations Pros and Cons
There are argumentsr andagainsttax and expenditure limitation issie
Proponents indete that limits will:
¥ Make government more accountable and control the growth of government
¥ Make government more efficient
¥ Provide a means for citizens to become more involved in the process and vote on
tax increases

* National Conference of State Legislatui®gte Tax and Expenditure LimBB0OO7 http://www.ncsl.org/
(Last visited January 30, 2008).
® National Conference of State Legislaturesy#www.ncsl.org/ (Last visited January 30, 2008).
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¥ Help diffuse the power of speciaterests; and
¥ Force government to evaluate programs and prioritize services.

Opponents of limits indicate that they will:

¥ Shift the decision process from the representatives elected to serve the citizens;

¥ Falil to provide sufficient funds for growth in@al services and education;

¥ Cause a OratchadownO effect decreasing the spending base without the ability of
growth to bring the base to its original level,

¥ Fail to provide funding for Oshortfall yearsO and respond to quick changes in the
economy

¥ Makeit harder for states to raise new revenue; and

¥ Result in declining government service levels over time.

The details of the design of a tax and expenditure limitation will impact the effectiveness
of the limitation and its influence on government spegdin a research report from the
New England Public Policy Centethe growth indexand base areighlighted as

powerful determinasstof the limitationOs impacThe growth index is the annual rate at
which a tax and expenditure limitation allows treestor local government expenditures,
appropriationsor revenues to groand thebaseis theamount of money expended,
collected, or appropriated

TABOR (TaxpayerOs Bill of Rights)

The mostwvell-knowntax and expenditure limitation is the Colorado atitie known as
OTABORO In 1992, the TABOR constitutional amendment, a citizen initiative, was
adopted by Colorado voter§ABOR limits the growth of ColoradoOs state revenues to
inflation plus population.The limits do not apply to federal funds, ptiaifts, and a

few other specified revenue sourcdhe TABOR amendment also requires voter
approval for any tax increase proposed by the,stateties, cities, towns, school
districts or special distrid@ Revenusin excess of the revenue limit nilee returned to
the voters; however, the voters may vote to allow the state to retain the excess funds.
TABOR limits the revenue that the state government can retain in a year to the previous
yearQOs allowed collection.

Dr. Barry Poulson, Professor of @wmics at the University of Coloradmoposed a
framework for the development offaxpayer Protection Amendmeiot Floridg and
reasons why an amendment is necessai@Taxes in Florida Are At An All Time High:
Time for a Taxpayer Protection Amendrhéh The reasonpresentedndicatingwhy an
amendment is necessaute:

¥ To limit the growth in revenue and spending to the growth of population plus

inflation;
¥ To stabilize the budget over the business gycle

® New England Public Policy Center, Research Repo®,(eading the Fine Print: How Details Matter in
Tax and Expenditure Limitations,
http://www.bos.frb.org/economic/neppc/researchreports/2006/rrO&@3.ht

" Barry Poulson, Taxes in Florida Are At An All Time High: Time for a Taxpayer Protection
Amendment(Presentation to the Taxation and Budget Reform Commission, September, 2007.
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¥ To ensure that some surplus revenue is igest an emergency and budget
stabilization fund

¥ To ensure that additional surplus revenue is rebated to taxpayers

¥ To require voter approval for increased taxes, debt, or expenditure of surplus
revenue

¥ To establish a hard budget constraint that wotgate incentives for tax
reform

¥ To provide muckneeded property tax relief, and reduce property tax;rates

¥ To create opportunities for home ownership for all Florida citizens

¥ To create a more favorable tax climate that Florida needs to attract business
investment and create jolend

¥ To improve incomes and standards of living for Florida citizens.

The framework provided for the development of an amendment included that:

¥ Itis a constitutionalrather than a statutgrgrovision

¥ It would impose a stnigent limit on the growth in spending equal to inflation
and population growth

¥ This limit would be applied to a broad measure of state revenue and spending
with few exceptions

¥ Some surplus revenue would be allocated to a budget stabilization and
emergeny fund

¥ Some surplus revenue would be allocated to tax relief, including property tax
relief;

¥ Voter approval would be required for any increase in tadest, or
expenditure of surplus revenund

¥ This limit would be applied at the lo¢as well aslie statelevel.

Effect of Proposed Changes:

Constitutional Proposal>proposs anamendment to the State Constitutiohimit

the spending increases by the state and other units of government to the rate of
inflation and population or studentreiiment changesAd valorem revenue

increases are generally limited to the rate of inflation plus changes in property values
due to changes, additions, reductions, or improveméfagers may approve the
suspension of the spending and revenue ljmaitsew or additional revenues

temporarily

The proposal pvidesspending limits foischool districts, the statepecial districts
andlocal governmerst Voter approval is necessary to exceed the fiscal year

spending limits.Spending limits for the s, local governmenand special districts
areequal tothe entilesGpending authorized on November 4, 2008 adjusted for
percentage changes in population and inflatibine spending limit for school

districts is equal to the spending authorized on Nder 4, 2008 adjusted for the
percentage change in enroliment and inflation, and for property tax revenue increases
approved by the voters.



Measure: CP 45 6

The State Constitution limitSloridaOstate revenues to the average growth rate in
state personal income for tpeevious five yearsPersonal income is determined by
the Legislaturehroughinformation available from the United States Department of
Commerce.Colorado and several other states with limitations based on population
and inflation use the Consumer Rrindex (CPI) as an inflation indicatofhe CPI
measures change in the total cost of a Omarket basketO of goods and services
purchased by a typical urban consum®@mce a typical urban consumer spends a
majority of his or her income on housing, trar$gion, and food and beverages,
those items are the primary drivers of the GRbwever, governmentgpend

revenus primarily on education, health care, transportation, and corrections.
Thereforethe market baskets of spending are entirely differ€mt.4 proposes

using the United States Department of Commerce Bureau of Economic Analysis
Price Index for State and Local Government Consumption Expenditures and Gross
Investor which isan indicator of government spendjng lieu of the CPI

Excess ad Jarem revenues must be refunded to property owners or be used to
reduce the next yearOs ad valorem ta&resess revenues, other than ad valorem
revenues, must be offset by a temporary reduction in the sales tax rate, taxes on
motor and diesel fuel, ordaction in another tax, fee, or toll, or other brdaded

tax or fee.

CP 45 provides that units of government must maintain a fund for use in response to

a state of emergency declared by the Governor or for use when revenues are less than
a spending linti Onethird of excess revenues must be deposited in the budget
stabilization fund until the fund reaches 10 percent of the prior yearOs spending limit,
or greater percentagas approved by voter3.he stabilization fund for the state is

the budget stalization fund authorized by subsection 19(g) of Article I11.

A majority of the voters of a unit of government may approve the suspension of a
spending limit or ad valorem revenue limit for uddar years. Spending or revenue
limits during the last 8cal year of suspension are the basis for future spending
limits.

A majority of the voters of a unit of government may approve a new tax or increase
in a tax rate with a duration of up to four yeafrsvo-thirds of the voters of a unit of
government maymprove new user fees with a duration of up to four years.

Exclusionsfrom therevenudimits in CP 45include:
¥ Receipts of the Florida Hurricane Catastrophe Fund;
¥ Revenues from gifts, donations, or grants, or revefmagsanother unit of
government;
Rewenues received from the sale of property or ldgatages awards;
Pension contributions by employees or pension &ardings;
Revenues from the proceeds of bonds;
Revenues that are necessary to meet the requirements set forth in documents
authorizing thassuance of bonds prior to January 1, 2009;

KK K K
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Revenues representing the direct cost of operating the Lottery

Revenues representing the direct cost of providing electric, water, wastewater,
gas, or other utility services; and

Revenues from the issuance aklises and permits tioe extent that the

revenues do not exceed the cost of issuing the licenses or permits and the
services provided to the licensees and peholiders.

Exclusions from the spending limits CP 45include:

¥
¥
¥

¥

Expenditures of the receipt$ the Florida Hurricane Catastrophe Fund;

The payment of pensions for employees from an employee pension fund,;
Expenditures of revenues from gifts, donations, or grants, or revenues from
another unit of government;

Expenditures of funds received from tade of property or legal damages
awards;

Expenditures of the proceeds of bonds;

Expenditures of revenues that are necessary to meet the requirements set forth
in documents authorizing the issuance of bonds prior to January 1, 2009;
Expenditures of fundsf the direct cost of operating a lottery authorized by
Section 15 of Article X;

Expenditures of funds for the direct cost of providing electric, water,
wastewater, gas, or other utility services;

Expenditures of revenues from local government impacttfeg¢have a
reasonable connection, or rational nexus, between the need for additional
capital facilities and the growth in population generated by a subdivision and a
connection, or rational nexus, between the expenditures of the funds collected
and the beefits accruing to a subdivision;

Expenditures of funds not to exceed the actual costs to issue licenses and
permits and to provide services to the licensees and pleohdiers

Refunds of excess tax revenuasd

Emergency expenditures authorized by gesthemergency declared by the
Governor.

The Legislature must provide a process, by law, to permit the electors to approve
assessments for neighborhood improvements that may be amortized over a period
not to exceed ten years.

The Legislature must prale a process, by law, to notify each local government,
school district, or special district of the applicable spending limits.

Spending and revenue limits must be adjusted to reflect the fiscal impact of transfers
of responsibility for funding governmetfanctions from one unit of government to
another.

IV. Constitutional Issues:

A. Constitutional or Statutory Issue:
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None.
B. Other Constitutional Issues
None.
V. Economic Impact and Fiscal Note:
A. Tax/Fee Issues:

CP 4 limits revenues fostate and local governmeihibwever jt does not
increase any taxes or fees.

B. Private Sector Impact:
None
C. Government Sector Impact:

CP 4% will limit the fiscal growth of the state and local governments,
including school districtsThese linitations will impact services provided at
all government levels, if passed by the electdysthe statdevel, services
impacted may include education and social service programs.

CP 45 does not exclude the stateOs Public Medical Assistance Trust Fund
(PMATF) from the revenue limit. Failure to exclude the PMATF may cause
the state to have to shift funds from other sources to cover matching fund
requirements for federal Medicaid programs, or reduce services provided to
Florida citizens.

Under Art. Xl, s 5(d), Fla. Const., the Secretary of State must publish in
newspapers throughout the state proposed constitutional amendments and
notice of the date of the election at which it will be submitted to the electors.
According to the Department of State, terage publishing costs for citizen
initiative amendments is $60,00Blowever, the cost to publish lengthy
amendments will exceed that amount.

VI. Technical Deficiencies:

None.
VII. Related Issues:

None.



