Oklahoma has many good options to resolve
the teacher walkout
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The Oklahoma Education Association last week called on the Legislature to support an ambitious
proposal to increase funding for public education and state services. The association, which represents
nearly 40,000 teachers and school employees across the state, warned that “If the Legislature cannot
fund education and core state services by the legal deadline of April 1, we are prepared to close schools
and stay at the Capitol until it gets done.” The Oklahoma Public Employees Association, which is the
largest group representing state employees, has announced that their members would join the teachers
walkout on April 2nd unless lawmakers pass a significant state employee pay raise.
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Oklahoma’s tax and budget policies have led to the current
crisis
The threatened actions by the two associations follow years of budget cuts that have left teachers and
state employees severely underpaid and the schools and agencies they work for desperately ill-equipped
to do their jobs. To cite just a few examples, Oklahoma teachers have not seen an increase in the
minimum salary schedule in a decade and our teachers are now the third-lowest paid in the nation.
State funding for school operations is $180 million less than a decade ago, and Oklahoma schools have
absorbed by far the deepest cuts in per pupil general state funding in the nation. Most state employees
have gone eight to ten years without a raise; during this time, average salaries for state employees have

fallen to 24 percent below the competitive labor market. State employee turnover has reached 20.5
percent, which is a nearly 40 percent increase from a decade earlier.
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The state’s severe and chronic budget shortfalls are closely tied to policies that lawmakers have
approved over the past ten to fifteen years to cut taxes and shrink Oklahoma’s revenue base. Since the
mid-2000s, tax cuts have cost the state an estimated $1.5 billion in recurring revenue, with lost revenue
from cuts to the top income tax rate alone costing more than $1 billion a year. Meanwhile, the cost of
tax breaks granted to an assortment of businesses and individuals have ballooned by hundreds of
millions. Over this period, state and local taxes as a share of personal income have fallen by 24 percent,
leaving Oklahoma near the very bottom of all states in taxes collected relative to the state economy.

The OEA plan and how to pay for it

To help address the state’s funding crisis, the OEA budget plan includes five components:

e Animmediate $6,000 raise for teachers in FY 2019, followed by additional $2,000 raises in FY
2020 and FY 2021;

e Animmediate $2,500 raise for school support staff in FY 2019, followed by additional $1,250
raises in FY 2020 and 2021;

e An additional $75 million for the next two years and $50 million in FY 20201 to undo cuts to
public school funding;
An additional $71 million each year for three years to provide raises to state employees;
An additional $235 million in FY 2019 and $21 million more in FY 2020 to fund health care
services.

Together, the plan would require $812 million in additional funding in FY 2019 and $1.409 billion by FY
2021.

Paying for OEA’s funding package would require substantial new recurring revenue. The association did
not endorse a specific set of revenue measures, noting that “the legislature has seen several plans over
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the last two years that have included dozens of options.” Indeed, just in the past fifteen months,
comprehensive revenue packages have been proposed by the Save Our State coalition and the Step Up
coalition, with additional measures supported by Governor Fallin, the House Democratic caucus, and
others. All of these proposals have been rooted in a recognition that the state needs more revenues to
pay for the basic services that Oklahomans expect.

The following are among the most substantial revenue measures that lawmakers should consider:

e Restore the gross production tax: Oklahoma’s reduced 2 percent gross production tax rate for
new oil and gas wells is well below taxes in peer energy-producing states. Compared to
Oklahoma’s traditional 7 percent rate, this tax break is projected to cost the state $333 million in
FY 2019. If the initial tax rate was set at 5 percent, it would generate an additional $200 million,
while a 4.5 percent rate would generate $166 million;

e Reverse income tax cuts: Oklahoma has cut its top income tax rate from 6.65 percent in 2004 to
5.0 percent, which has reduced annual revenues by more than $1 billion. Oklahoma could
generate an additional $200 million by restoring a rate of 6 percent on income over $200,000
(5100,000 for single individuals) and 7 percent on income over $400,000 ($200,000 on singles).
Only 3 percent of households would be affected by new rates. If the former 5.25 percent
bracket was restored along with the preceding high-income surcharge, it could generate $300
million, according to estimates from the Institute for Taxation and Economic Policy.

e End the capital gains deduction: Oklahoma allows residents to pay no income tax on capital
gains from the sale of investment property or stock of a company located in Oklahoma. In 2014,
nearly two-thirds (64 percent) of the benefit went just 824 households with incomes of more
than $1 million. Taxing capital gains the same as other income would generate $120 million,
according to an Oklahoma Tax Commission fiscal estimate.

e Limiting itemized deductions: Less than 30 percent of Oklahoma households itemize deductions
on their state tax return, and most of these households are high-income. Capping itemized
deductions at $17,000 while excluding charitable contributions from the cap would generate
$102 million, according to an Oklahoma Tax Commission fiscal estimate.

e Raising the cigarette tax: Increasing the cigarette tax by $1.50-per-package would lead to fewer
people smoking and would provide significant funding to support health services. The $257
million in added health care funding that is part of the OEA plan is based on the Tax
Commission’s revenue estimate for a $1.50-per-package cigarette tax.

e Raise the motor fuel tax: Oklahoma has the second lowest fuel taxes in the nation, and our fuel
tax has lost nearly half its value to inflation since 1987. Over 40 percent of the revenue from the
fuel tax would be paid by out-of-state drivers. A $0.06-per-gallon increase in the tax on gas and
diesel would generate $170.4 million, according to the Step Up plan.

In addition, there are many other revenue options that have been proposed as part of the Step Up plan,
Save our State plan, and in other discussions. These include taxing little cigars and chewing tobacco (513
million), gaming modernization (S22 million), taxing services that are routinely taxed by other states
(5120 million) or taxing luxury services ($48 million), ending the net operating loss carryback provision
(519 million), eliminating the wind manufacturer sales tax exemption ($20 million), and adopting
combined corporate reporting ($71 million). Most recently, Senate Republicans have proposed a 1-cent
increase in the sales tax combined with the elimination of the sales tax on groceries, which together
could raise some $314.8 million, according to projections by the Institute on Taxation and Economic
Policy.



http://saveourstateok.org/
http://stepupoklahoma.com/
http://stepupoklahoma.com/
http://oklahomawatch.org/2017/02/15/fallins-tax-package-faces-legislative-challenges/
http://okdemocrats.org/release-house-democrats-propose-a-recurring-revenue-plan/
https://okpolicy.org/end-special-tax-break-oil-gas-producers/
https://okpolicy.org/cost-oil-gas-tax-breaks-continues-approach-400-million/
https://okpolicy.org/the-cost-of-tax-cuts-in-oklahoma/
https://www.dropbox.com/s/v34ksiqdtwn1kok/OK16_rate%20and%20bracket%20changes_RESULTS%204_1_16_w5.25%25.xlsx?dl=0
http://webserver1.lsb.state.ok.us/cf_pdf/2017-18%20SUPPORT%20DOCUMENTS/impact%20statements/fiscal/senate/SB1086%20INT%20FI.PDF
http://webserver1.lsb.state.ok.us/cf_pdf/2017-18%20SUPPORT%20DOCUMENTS/BILLSUM/House/HB2403%20FULLPCS1%20BILLSUM.PDF
http://webserver1.lsb.state.ok.us/cf_pdf/2017-18%20SUPPORT%20DOCUMENTS/impact%20statements/fiscal/senate/SB845%20CS%20FI.PDF
http://webserver1.lsb.state.ok.us/cf_pdf/2017-18%20SUPPORT%20DOCUMENTS/impact%20statements/fiscal/senate/SB845%20CS%20FI.PDF
http://stepupoklahoma.com/
http://newsok.com/oklahoma-senate-proposes-raising-sales-gpt-tax-rates/article/5586888

[

SALES TAX CHANGES

[ 1.400M $314.8 M

REVEN U E B Elimination
OPTIONS 1,300 M| of tax on
. sess Qroceries&
ToFunp oen [N L
RAISE MOTOR @
1,100 M| FUELTAX
IR L $170.4 M
1,000M e, .
TOTAL FUNDING L RAISE CIGARETTE :
PROPOSAL TAX :
FOR FISCAL YEAR 2019 [ 200M] $256 M ncressing
581 2 M rr tl'lle tax!eac!ls
SEssssssssRsEEsEERRARRERES esssses. LOIESSpEOplE
HEALTH CARE FSUZNBD!":HI& [~ 800M smoking
| naEr @
700M | LEDUCTIONS
- S102 M
L coom | Enib capia cains @
"'$TATE EMPLOYEE PAY | gﬁg‘;‘,}{“”
S71 M
@i sitmon (RSN ot @
...f.‘i'i‘.'f'.".'?.’f.‘if?f.’f‘.'.".‘.' TAX CUTS :
UPPORT PROFESSIONALS S300 M
P 400 M
.iiiii..‘iil.tﬁii"stﬁsilﬂi On‘y-a%ﬂf
- h hold
: TEACHER PAY 2 sasp
* $6,000 RAISE FORYEAR 1 [=== 300 M affected by
E 5366 M = new rates
S AT
‘ RESTORE GROSS .
e PRODUCTION TAX TO 5%
s — 100 M 5200 M
OKPOLICY.0orG

‘ Oklahoma Pnlic}r Institute ™




Altogether, these revenue increases could generate some $1.9 billion in new recurring revenue, which is
substantially more than the cost of the OEA package. Clearly, not all these revenue options can be
expected to pass the Legislature, and it will be important to ensure that revenue package does not tilt
heavily towards taxes that hit low- and middle-income taxpayers hardest. It's also important to keep in
mind that, as long as the economy is doing well, regular growth in revenue collections will cover some or
all of the added cost of the three-year funding plan past the first year.

The bottom line

The fact is that the OEA plan can be fully paid for through a balanced and sustainable mix of new,
ongoing revenues. Together these options would ask all Oklahoma households and businesses to
contribute their fair share with putting too much of the cost on any one group, and they would be a
huge step towards solving the crisis Oklahoma faces as a result of years of budget cuts and
underfunding.



