federal taxes paid. The second
y would prohibit the state from
levying a sales tax (currently
at 4%) on food and utilities.
The companion legislation
would set the new income
tax rates and brackets and
dedicate the net new rev-
eaue to an Bducational
Enhancement Fund with at
least 80% going to teacher, fac-
ulty and support worker pay
raises.

Proposition No. 4 would allow
local governments, under certain condi-
tions, to loan or donate tax revenue dedicated to
cconomic development. This is the only proposal this
-year that appears to stand alone. However, it is a repeat
attempe designed specifically to allow St. John Parish to
use a tax its voters dedicated to economic development
purposes some years ago.

After dealing with 20 proposed amendments in

Voters will face four proposed constitutional 1998 and another 16 in 1999 voters might feel some relief
armnendments on the November 7 baliot. l\f[aior changes in hﬁ\’il’lg Oﬂ.l\y four on the ballot this year. However, after
in state policy hinge on the decisions made regarding considering the significance and complexity of the issues
three of these proposals. Hanging in the balance are before them, voters will likely realize that neither their
two policy issuc packages—the first is the Louisiana Inc. responsibilities nor their decisions will be much easier.

(LA Inc) package and the second is a package of tax
changes and education pay raiscs.

Proposition No. 1 would authorize the Legislature
to create a state-funded economic development corpo-
ration and exempt it from participation in state civil set-
vice. However, adoption of the amendment would also
malke effective extensive companion legislation that cre-
ates LA Inc. {the authorized quasi-private corporation),
abolishes the state Department of FEconomic
Development and reassigns all of the agencies and
functions currently under the department to LA Inc. or
other state departments.

Propositions No. 2 and 3 are tied to each other and
to companion legislation, which taken together are
referred to as the “Stelly Plan.” If one proposal fails,
the whole package fails. The first proposal would
increase the individual income tax by reworking the tax
rates and brackets while removing the exemption for




LOUISIAI

C.

Current Situation: Since creacon of rthe
Department of Commerce and Industry in 1936,
Louisiana has had a department responsible for indusirial
and economic development. The agency’s name was
changed to the Department of Economic Development
(DED) in a 1988 reorganization. Over the vears, a variety
of programs, boards and commissions were placed with-
in the department. (See Figure 1.)

The governor appoints the secretary of DED, The
sccretary’s office together with the office of management
finance and the office of policy and research provide the
legal and management support for the department and its
various boards and commissions. They also assist local

development agencies and small businesses and manage

workforce development and training funds.

The Office of
Commerce and
Industry is respon-
sible for markering

the state to busi-

nesses, maintaing
toreign trade
offices, staffs the
State  Board of
Commerce and
Industry  (which
grants industrial

propetty tax exemp-
tions), administers

various financial

Meentive programs
and promotes busi-

ness growth and
expansion in various ways. (See Figure 1.)

The Louisiana Fconomic Development Corporadon
(I.LEDC) is the single review board for all of DED’ finan-

cial assistance and venture capital pro-

grams which provide loans, loan guar-

antees, matching funds and other
assistance.

In addition to economic devel-
opment offices, the DED administers

four agencies: Office of Financial
Institutions (which regulates banks,
savings and loans, finance companics
and securities), the Louisiana Racing
Commission, Red River Development
Council, and State DBoard of
Cosmetology. houses 13
“quasi-independent” boards and com-

It also

mussions for architects, auctioneers,
cemeteries, CPAs, contractors, interior
polygraph

technicians,

designers,
radio/TV

reporters, boxing/ wrestling, motor

Operators,

shorrhand

vehicles, real estate appraisers, and
used motor vehicles and parts.

For the current year, the DED
has 345 authorized positions (down
20 from last year) and a total budget
of §76.4 million. But of the total,
about $25 million is pass-through
funding largely for technology pro-

jects, another 324 million is program

funding (e $11 million for loans,

$6.5 million for training), and about
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S18.5 million is for agencies uneelated to cconemic devel-
opment. The remaining $6.8 million is che acrual operat-
ing cost of the department related to economic develop-
ment.

Governor’'s Consultants

“Louisiana: Vision 20207 was a owo-year planning

efforc by the governor’s  Louisiana LEconomic
Development Council (LAEDC) to suggest ways o
improve the state’s economy. As a follow-up, the gover-
nor hired consultants in the fall of 1999 to design a struc-
ture to implement the LAEDC plan. The Economic
Competitiveness Group, Inc. (HCG, Inc) included con-
sultants from Graphic Intelligence Corporaton, IBM and
Standard and Poor’s DRL A law firm was hired by the
governor’s office to assist in drafting legislation based on
the consultants’ recommendatons.

As the March special session began the governors

intention to propose changes in the economic develop-

ment program was well known, but the consultants’ final
report was not complete and the fengthy and complicat-
ed LA Inc legisladon was still being drafred. The inital
bill was introduced on a Friday and taken up in commit-
ree on the next Monday.

Early in the session, interim consultant reports were
released explaining their findings and recommendations.
The consultants argued that unless something radical was
done to change employment growth, the state’s per capi-
ta income, currently at 81% of the US. average, would
slip even lower over the next 20 years, The consultants
recommended replacing the DED with a newer, private,
economically effective entity-Louisiana Inc—and adopt
industry cluster strategies. They argued the LA Inc solu-
tion would address key issues in DED: staff, structure,
performance and image.

Through: the legislative process, the LA Inc bill was
amended extensively—mosty to reshuffle placement of
the boards and commissions to be transterred. A number
of amendments, however, responded to criticisms of
proposed exceptions from the ethics, open meetings and
public records laws. Others were to add sateguards of
various types.

As the LA Inc. legislation was being heard for a final
floor vore, legislators were given copies of the consul-
tant’s final report. A last minute amendment, approved at
that meeting, tied the swart-up of LA Inc to vorer
approval of the proposed constitutional amendment that
would exempt the corporation from the state civil service

system. Originally, the proposed corporation was to begin

operation on July 1, 2000, The fegislature passed both
the propoesed consttutional amendment and the amend-
ed LA Inc statutory bill It this constitutional amend-
ment is approved by the voters, LA Inc. becomes effec-
dve March T, 2001.

The consultants had chronicled a long list of what
they perceived as shortcomings in the suwucture and oper-
ation of the DIED. These are summarized in the bosed
discussion fitled “Consultants” Tindings.” (Sce Tigure 2.)
In response, the former DED secretary defended the
agency’s performance by cataloguing ies recent economic
developmenr acovides and resulis.

LA Inc. proponents note that not all of the devel-
opments listed ave directly attributable to DED actions.
They argue that many of the investments simply ook
advantage of state exemptions Or assISNCe Programs
that would continue to function if LA Tnc. was creared.
(See Figure 2)

Proposed Changes: The amendment would
authorize the legislature to create and abolish, by law, a
corporation ro serve as the state’s central source principal
economic development organizadon. 1t would also
exempt the corporagon trom the state’s civil service law,
allow 1t to engage in cooperative endeavors for econom-
ic development purposes and allow it to receive appro-
priated seate funds.
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Companion legislaton, Act 144 [SB 88 Dardenne

would implement the amendment, by creatng LA Inc
and a board of directors, abolishing DED and other enti-
ties, transferring certain DED functions to the new cor-
poration, transterring boards and commissions in DD
to other departments and providing for state funding of
the corporation among other matters.

A 16-member board would include six ex-officn
members (the governor, the commissioner of adminis-
tration, the vice chairman ofthe lLouisiana Heconomic
Development Council, the commissioner of higher edu-
caton, the secretary of the Department of Labor and dche
CEO of LA Inc. or their designees) and ten appointed by
the governor for overlapping six-vear terms with ar least
one from each congressional district. The board would
select the CEOL (See Figure 3 showing proposed agency
transters.)

The Iaw would provide the following protections:

@ Prohibit certain emplovees and  officials from
working for LA Inc. for two vears,

@ Prohibit political contributions by empiovees or

hoard members.






@ Prohibit buying positions or promotions.

@ Prohibit coercion or punishment of political
action.

® Prohibit polidcal activity except poll watching,
voting, signing recall petition, or supporting an
issue, tax or bond proposal.

LA Inc. would be exempt from the following laws
applicable to state agencies; however, it would be required
to develop procedures for procuring services or goods, to
be approved by the house and senate oversight commit-
tees:

@ Public Contract Law

@ Teases of Public Lands Law

® Administrative Procedure Act

@ Professional, Personal, Consuling, and Social

Services Procurement Law

@ I.ouisiana Procurement Code

@ Selection of Professional Services for Public
Contracts Law

® Civil Service Law

(NOTE: LA L. wonld be subject to annnal andifs by the
Lgislative Auditor.)

The following laws would apply, with certain cxcep-
tions:
® Open Meetings Law, except that a member could
participate and vote electronically, in up to three
meetings a year if he or she can hear and be
heard, but could not be counted to make a
guorum
@ Public Records Law, except:
— proprictary os trade secret business informa-
tion would he confidential
— any information regarding preliminary agree-

ments with a prospect would remain confi-




dential at any stage prior to final action by the
corporation
(NOTE: records of the expeanditnre of both public and pri-
rvate funds wonld be prblic.)

@ Code of Governmental Ethics, without excep-
t1on

@ Touisiana Minority and Women’s Business
Enterprise Act, except administration is trans-
ferred to Division of Administration

LA Iac. would be funded under the following con-

ditions:

@ LA Inc. is not a budget unit or agency of the
sgate.

@ Any approptiated or other money remains in the
LA Inc. Fund.

@ No appropriated or other funds may be spent
unless the budget was approved by the Joint
Legislative Committee on the Budget.

® No funds may be used to enhance gaming
activities.

@ Louisiana Economic Development Fund and
Small Business Surety Bonding Fund continue in
the state treasury as property of state, but LA Inc.
administers the money.

(NOTE: See Figure 4 for oversight requeérements.)

The LA Inc, Board would have the following select-

ed powers:

@ Serve as the single review board for all financial
assistance, grants and investment programs
including Economic Development  Award
Program (EDAP) incentives.

® Hmploy emplovees and officers and provide
benefit plans.

® Make loan agreements, cooperative endeavor
agreements and other contracts with public or
private entities.

@ Invest in venture capital financing,

@ Contract for professional services and set com-
pensation.

@ Acquire and dispose of property without public
notice or bid.




@ Borrow funds.

@ Create supporting nonprofit corporations or
foundations.

LA Inc. will develop an economic development
award program (EDDAP) which will be the mechanism for
evaluating and awarding all incentives and assistance
except tax Incentives which remain with the Board of
Commerce and Industry. Projects subject o the capital
outlay review process are not subject to the requirements
applied to HDAP awards.

The Small and Emerging Business Development
Advisory Council, the Music Commission and the
Louisiana Film and Video Commission are created as
non-state agencies to advise the corporation.

LA Inc. could issue bonds with the approval of the
State Bond Comimission and the House and Senate fiscal
oversight committees. However, no loan or obligation of
the corporation would be an obligation of the state.

The Louisiana Economic Development Council is '

moved to the division of administration with responsibil-
ity for directing economic development policy making
and strategic planning, (See Table 1 for the distribution
and transfer of funds, programs and positions under the
proposal.)

Comment: The LA Inc. proposal involves lengthy
and complex legislation. However, there are several major
issues around which many of the arguments pro and con
revolve. The following is a discussion of the intercon-
necred issues of privatization, confidentiality and staffing
for economic development.

Privatization Issue

State economic development efforts traditionally
emphasized “smokestack chasing” but much of the
cmphasis later shifted to encouraging expansion of exist-
g businesses and industrics. More recently, states have
increasingly placed economic development responsibili-
ties in the hands of quasi-private entities often in the
form of non-profit corporations. These range from lim-
ited single purpose eatities to corporations that fully
assume the role of the state’s primary economic develop-
ment agency.

Louisiana and many other states have created busi-
ness and industry development corporatons (BIDCOs)
to operate loan and loan guarantee programs using seed
money provided by the state. The Louisiana Hconomic
Development Corporation (LEDC) is an example of

using this business-like structure to help distance the
state’s financial assistance program decisions from poli-
tics.

Perhaps the best examples of the private or quasi-
private corporation model for economic development
can be found at the focal and regional level throughout
Louisiana. These include such organizations as the
Economic

Ingland  Airpark

Authority,

Authority, Lafayette

Development Livingston  Hconomic
Development Council, Inc, Macon Ridge Iconomic
Development Region, Inc., and the Jefferson Parish
Economic Development Commission, among others.
The purely private chambers of commerce and utility
companies are also heavily involved in development
activities.

Many states have created and funded quasi-private
nonprofit corporations to perform certain functions
complementing the work of their state development
departments. These may do research, specialize in tech-
nology development, or carry out extensive marketing or
industry assistance programs, Most are designed to work
as public/private partnerships to coordinate state, local,
regional and private development cfforts and may be
funded, in part, by private interests.

Alabama, Florida and Virginia are examples of
southern states with major private or quasi-private eco-
nomic development organizations that work closely with
the state’s purely public economic development agency.

Only a few states have entirely replaced their state
development departments with a quasi-private corpora-
tion. PAR has identfied three such states—Michigan,
Rhode Island and Wyoming-that have set up corpora-
tions similar to the proposed LA Inc. (See Figure 5.}
These are relatively new organizations but, except for
some initial startup problems, all appear to be funcdon-
ing well. '

The experience in other states cannot be used to val-
idate or deny the potential of a LA Inc. for Louisiana.
The states and their circumstances differ greatly
Privatization appears to be working in several states but
the question remains, can it work in Louisiana? And,
would it be an improvement over the current depart-
ment:

The governot’s consultants argue that privatization
is one of the radical changes needed to deal with the
state’s lackluster economic growth. They argue that a
quasi-private corporaton:

@ (an more quickly reorganize operations along the

industry-cluster development model.






@ Provides the state-of-the-art structure needed to

help expand and diversify the economy into
cutting-edge industries of the future {e.g micro-
technology)

® Creates a leaner, downsized operation by shed-
ding che less-productive, time-consuming func-
tions that trouble the existing agency and
concentrate efforts on the top development
priogities.

@ Can rchire the best of the cxisung DED employ-
ces and et the rest seck relocation clsewhere 1n
state government

@ Permits a rapid response to aid potental new or

expanding businesses.
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@ Offers an ennty with which private businesses

might feel more comfortable working,

LA Inc. proponents argue that flexibility in
staffing the agency with appropriate industry experts is
essential to its operation ang thart civil service protects the
jobs of marketng personsnel who do not have the neces-
sary current expertise. They point out that the existing
division structure staffed with classified cowvil secvants
makes it difficult to create project teams drawing from
the various specializations. They suggest that while DED
could probably obin authorization from the Civil
Service Commission for a handful of addidonal unclassi-

fied positions, it would be nowhere near the number-25




or so-needed to cover the leadership and industrial spe-
cialist positions.

The proponents also suggest that the proposal
would subject the privatized agency to as high it not a
higher degree of oversight than the currenc agency. (See
Tligure 4.)

Critics of privatzation point out that, in spite of the
national trend toward having private or quasi-privare enti-
ties perform at least some role in cconomic development,
most states have also retained traditional state depast-
ments as their primary economic development agency.

Critics have argued that:

@ the governor’s consultants oversiated the extent
of privatization of economic development in the
southern states used as examples.
the cluster concept, while not entirely a proven
idea, is something that could be implemented in
the existing PDED.

@ if the agency is to remain primarily state funded,
it should remain a traditional state agency.

@ LA Inc. would have too much power through its
authority to:

— usc public funds to buy and scll property
through private negotiations
fund start-up ventures
create subsidiaries in an effort to avoid public
accountability
have an ownership stake in companics thar
could compete  with

existing  private

companies.

The LA Inc. proposal is rushing privatization too
cuickly. Privatization could more appropriately be under-
raken on a piecemeal basis.

LA Inc. would still have the same product which
makes the state a hard sell—the same archaic and unsta-
ble tax structure, a pootly trained workforce, a troubled
cducational system, a marginal infrasauccure, a lack of
industrial diversity and a polidcal culture that remains
highly suspect.

Confidentiality and
Sunshine Law [ssues

A primary objective of privatizing economic devel-
opment functions is to be able to operate like 2 business
in interacting with private sector prospects. Developers
argue they need to be able to act quickly and keep conti-
dential information about a prospect’s plans that mighe

otherwise give away trade scerets, alert competitors to an

opportunity, raise land prices or even affect their stock
prices.

The initial draft of the LA Inc. bill included a broad
exemption from the Public Records Law for “proprietary,
sensitive or confidential information” of a business the
corporation was working with, This language was lacer
amended to read “proprietary or trade secrets” which
cannot be as broadly iaterpreted. Another amendment
removed language allowing the executive committee of
the board to bind the board to an action upon which the
full board had not taken action.

Language remaining in the proposal, however,
would still allow LA Inc, to keep confidential information
regarding deals it was making with a prospect until the
board toolk final action. The act says, “...during any stage
of activity in which a letter of intent or preliminary agree-
ments are involved prior to permanent or final action
taken on behalf of such [private sector] entities, any such
information, in any form shall not be deemed to be sub-

Ject to the Public Records Law..”

11

Critics of the proposal have roundly condemned
this provision as a dangerous and unnccessary exception
from the public records law that would allow developers
to make sccret deals with potentially undesirable compa-
nies, using state money, withour public knowledge or
input. This Ffar-reaching exemption, they argue, would
make it impossible for a citizen to request informaton
about 2 company’s application for a tax exemption, finan-
cial assistance or infrastructure project before the final
action was taken to approve or reject the application.
Currently, the formal application or request for assistance
becomes a public record when it is made—offen well in
advance of board consideration. Under the proposal, the
public might aot hear of a project until the agenda was
posted—as litte as 24 hours prior to a board meeting.

Supporters argue the crifics” fears are unfounded,
that the DED currently operates with a public records
exception for proprietary and trade secrets and that good
prospects might not be inclined to work with the agency
if doing so would make its business plans prematurely
available to the media. Furthermore, they argue, the pro-
posal would simply codify the current practice.
Companies are warned not to make formal applications
until they have alt their ducks in order and are ready to go
public. Even then, there is scldom, if ever, a request
under the public records act for the application informa-
tion prior to a formal announcement of the project or
final board action on the application. They suggest that
an environmeneally sensitive project would have to go

through a public permitting process prior to any LA Inc.



action and that a project requiring major state funding
would still have to obtain legislative approval.

Civil Service and Staffing Needs

One of the most important aspects of privatizing
economic development, supporters say, is the ability to
attract topflight development professionals and industry
specialists. It Is argued that, under Louisiana’s civil service
system, it Is not possible to provide the level of salarics
required or to use bonuscs as performance incentives.
Furthermore, they note that the red tape involved in hir-
ing and firing through civil service hamper personnel
decisions and makes staffing changes more difficult,

OF the 345 positions currently authorized by IDED,
104 are directly related to economic development. Of the
104, 15 commeree and industry positions would be trans-
ferred to the Division of Administration under the 1.A
Inc. plan. The remaining 89 positions would be eliminat-

ed, however the funding associated with them would be -

transferred to LA Inc. which would then be free to hire
personnel as it saw fif or even o outsource various ser-
vices, It was expected that the new stafl would only num-
ber about 60-70.

The governor’s consultants recommended a number
of highly technical industry clusters that would require
specialized development experts, Attracting a top infor-
maton technology or micro-manufacturing expert could
require a hefty six-figure salary well beyond the reach of
any civil service salary schedule. In moving out of the
civil service, the new corporation could rehire the best of
the existing DED staff and let the rest seek emplovment
elsewhere in state government.

Critics of the plan point out that the board structure
of the proposed LA Inc. leaves the governor clearly in
control. And, by removing the civil service restrictions,
the agency could become a future governor’s patronage
job pool. Without civil service protection, all LA Inc.
employees would be subject to firing whenever a new
governor assumes control of the board. While DED
operations have been criticized, there has been no effort
to reform the existing agency (eg working with Civil
Service to gee additional unclassified positions or bonus-
granang authority). The Civil Service Board could grant
some unclassified positions for the hard-to-fill jobs and
salaties could be set as needed. Civil service also permits
a minimal system of performance-based incentives
including limited bonuses, accelerared entry-level pay and
other incentives but they must follow approved rules that
apply to all eligible employees.
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LA Inc. proponents, on the other kand, argue that
the prohibitons of political activity of staff and board
members, and the prohibitions on hiring, firing, promot-
ing, or demoting because of polidcal affiliations that are
retained in the LA Inc legislation from existing civil ser-
vice law should ensure the organizadon’s insulation from
a political spoils system. They suggest that a wholesale
fring of LA Inc. employees would run afoul of the legal
prohibition against polidcal firing and that it is vafair to
assume the LA Inc. board would allow the governor to
control 1t

During the six months between passage of the pro-
posed LA Inc. legislation plan and its consideraton by
the voters, the DED will undoubredly have lost some
employces, a measure of staff morale and operational
momentum. Some of the remaining emplovees face the
possibility of being transferred. Others are seeking other
state jobs or waiting to scc if they might be rehired if LA
Inc. 1s approved. Failure of the proposal would find the
DED in a weakened position. Whether the proposal
passes or not, a major rebuilding of the economic devel-
opment operation has been promised by the administra-
0.

Conclusion: In summary, the arguments favoring
[.A Inc. ceater on the potential benefits of frecing the
economic development function from some of the
restrictions and limitations placed on state agencies that
tend to slow down processes, turn functions into sluggish
routine, value safery over Innovation and risk taking and
reward employees equally regardless of their petfor-
mance. In shore, it is argued, LA Ine’s primary advantage
would be its ability to hire and motivate good people, pat-
tcularly a topflight director and development specialists
for each target industry cluster, and o move more quick-
ly on development opportunities. Proponents stress the
number of safeguards and oversight requirements built
into the proposal. ‘

Arguments against LA Inc. focus on the potential
problems of placing public functions and public money
in the hands of a private eadty, which is essendally under
the control of the governor. It is argued allowing LA Inc.
to keep its deals with prospects secret until they were for-
mally approved would deny the public access to informa-
tion about developments they might oppose and adds yet
I5

fear that an unscrupulous governor could use the unclas-

another exemption to the public records law. Critics also
sified 1.A Inc. positions to create a patronage pool.

Legal Citation: Act 153 (Senator FHollis) of the 2000
[irst FExtraordinary Session, amending Article N1,
Section 12,



THE "STELLY PLAN"

Income Tax
Changes

Sales Tax
Exemptions

NOTE: Proposed amendments No. 2 and 3 are discussed
together becanse neither of the propesals iwor the congpanion lgishi-
Hon becowes effective miless botl amendmients are approved. One
propasal deals with the income fax: and Hie other with the safes fax.
The constitntion linils an amendment to one object, thus separate
amendments were required.

Current Situation: During the 2000 fiscal session,
legislators struggled to balance a budget plagued by a
major revenue shortfall while facing strong demands for
pay raises for teachers and faculty, At the same time there
was an increasing awareness that the state’s tax structure
was at the root of the fiscal crisis.

There were a number of failed efforts to pass major
new business taxes—a business activitdes tax, an oil and gas
processing tax and an oil refinery tax—each large enough
to cover the budget shortfall and take care of the desired
education pay raises as well. Other revenues such as sin
tax increases were considered.

Rather than increase taxes to fund pay raises, many
legislators favored forcing the school districts to come up
with the money out of their regular MIFP allocations. One
proposal would have required the districts to put 75% of
any additional MFP money they received into salarics.

During the regular session this year, the Board of
Elementary and Secondary Education (BESE) voted to
send a revised Minimum TFoundation Program (MIP)
funding formula to the Legislature calling for an addi-
tonal $221 million to raise the average teacher salary to
335,522 and bring it roughly within §300 of the southern
state average. Bach teacher would have received between
$2,250 and $4.500 a vear. Confronted by an angry legisla-
ture desperately secking ways to plug a major budget gap,
BESE withdrew the new formula and ended up agrecing

income tax deduc-

to a $23 million cur in the $48 million inflationary
increase required under the existing MI'P formula.

The Legislature finally settled upon the “Stelly Plan™
(named for the author of the companion legislation)
which is the subject of the two proposed constitutional
amendments discussed here. The plan would raise the
individual income tax for the tax vear 2001 and provide
funding for pay raises beginning in the 2001-02 school
vear. It would also pardally offset the income tax increase
by permanently removing the state sales tax on food and
uglities.

Eventually, the Legislature cobbled together a pack-
age of tax increases totaling $211.5 million to balance this
year’s budget. This

included an addi-
tional 1% sales tax
on food and utilites
($109.9
eliminating the

million),

tion for one-half of
the federal excess
itemized deductions
{867.2 million), sus-
pension of the $25
student credic (318
million), renewal of

an auto-rental tax
$4.4 million) and an
increase in cigasette
and tobacco taxes
($14.7 million). This
tax package was
intended as a tem-
porary “bridge” to
allow time for the
income-sales  tax

swap proposal to be
approved and

implemented. Most of the bridge taxes would expire on
January 1 or June 30, 2001 if the Stelly plan is adopted,

otherwise they would continue for another fiscal year.

Proposed Changes

Amendment No. 2: The amendment would elim-
inate the state income wmx deducton for federal income
taxes paid and change the limits on rates and brackets not
to exceed those set in law as of January 1, 2001, The
amendment would also drop the term “net” from the
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current authorization of a “net
income” tax, If adopted, the
amendment would be effective
January 1, 2001 but only if amend-

ment No. 3 is also adopted.

Amendment ™No. 31 The
amendment would constitutionally
exempt from the state sales tax pur-
chases of food for home consump-
tion, natural gas, electricity and
water. 1f adopted, the amendment
would be effective on July 1, 2002
but only if amendment No. 2 is also
adopted.

(NOTE: the comipanion legislation
wonld statutorily repeal the tax on food
and ntifities earfier than this gffective date.)

Act 37 and Act 28: The com-
panion legistation {(Act 37 of the
Regular Session as amended by Act
28 of the second Extraordinary
Session) would set new individual
income tax rares and brackets and
repeal certain deductions and cred-
ics. It would also repeal the suspen-
sion of the exemptions from the
sales tax for food and utilities for the
3% tax on January 1, 2001 and the
remaining 1% tax on July 1, 2001.

The new individual income tax
base would be the “adjusted gross
income” reported on the taxpayers
federal income tax return, less
income exempt under Louisiana law
or by the federal constitution or
laws. This would exclude federal and
railroad retirement income, Social
Security income, and Louisiana pub-
lic retirement income as provided by
state law. Up to 36,000 of other
annual retirement income would be
excluded for taxpayers at least 65
years of age.

The legislation wouid climinate
the deductions from taxable income
for federal itemized personal deduc-
tions in excess of the federal stan-
dard deduction, federal income tax

liability, and amounts deposited in a
medical savings account. In addition,
credits such as the educational
expense credit, environmental equip-
ment purchase credit, child care
credit, and jobs credit would no
longer be available.

Taxpavers would continue to
have a standard deduction/personal
exemption of $9.000 (married filing
jointly) or $4,500 (single or married
filing separately) and the dependent
deduction of §1,000 cacl.

increases for teachers, faculty and
other school personnel. The pay
increases are to be in amounts set by
the legtslature. In the case of teach-
ers, salaries in the other SREB states
must be considered. The remaining
20% may also be used for additional
education spending and money not
appropriated remains in the fund.
The act would become effec-
five January 1, 2001 and the income
tax changes would apply to tax years
beginning after December 31, 2000,

creates the
Fund
which beginning in fiscal year 2001-

The Iaw also
Education

Enhancement

2002 would receive the net increasc
in income tax due to the changes in
this act. The net increase would be
the toral income tax collected each
vear, less the amount collected in FY
2000-01 adjusted for inflation, and
reduced by §440 million (to replace
the repealed sales tax on food and
ufilities.) At least 80% of the money
in the fund must be used for pay
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but only if amendment Ne. 2 is also
adopted.

Comment:
proposed amendments and legisla-

The package of

tion to implement the tax increase
for education pay raises presents a
number of issues. The following
discusses the impacts of the pro-
posed tax changes on state tax col-
lections, the impact on taxpayvers
and scveral of the more controver-
sial issues surrounding the proposal.



Impact on Tax Collections

Estumates of the impact of the tax changes can only
be approximated. However, the Legislative Fiscal Office
(LFO) esumates the proposal will result in $202 million
for the education enhancement fund in 7Y 2001-02 and
S312 mullion, 3357 muilion and %405 million in the fol-
lowing three years. The additional income tax resulting
from this proposal would be $642 million in FY 2001-02
but would jump to §752 million in 2002-03 when the full
effect of removing the deducton for excess federal
deductions is attributable to this proposal. (Half of the
deduction has already been removed for two vears as patt
ot the “bridge” tax plan.)

The rax swap would actually begin mid-vear in I'Y
2000-01. Income tax withholding under the new rules
would begin January 1, 2001 and the 3% sales tax levy on

food and utilides would be lifted ar the same ome. The

extra withholding revenue is expected to offset the
§163.4 million loss in sales tax in the last six months of
the current fiscal vear. But to be sure, the additional 1%
food and urilities tax was allowed w run undl June 30,
2000, After that point, the revenues added by this pro-
posal would go to the education enhancement tund. For
Y 2001-02 the foll impact of removing the 4% tax on
food and utilites would give taxpayers a $440 million sav-
ings.

Impact of the
Tax Swap on Taxpavyers

Generalizing the impact of the tx swap on taxpay-
crs 1s not easy. Varying estimates have been published.
Table 2 shows the impact on the average tax filer in dif-

ferent income ranges as prepared by the Legisladve Tiscal

Office using data on income tax increase and federal




income tax savings from a
Department of Revenue simulation.
The estimated income tax increases
and reductions in federal income
taxes and sales taxes on food and
udlities could differ widely for the
same income depending on the type
of filer (single, married filing jointly,
ctc.), size of the household, spending
patterns and other factors.

Taxpavers who itemize deduc-
tions on their federal tax returns
would get a reduction in their federal
tax based on their increased state tax
payment.

Roughly one half of all rax fil-
ers, those with adjusted gross
incomes under $25,000, would likely
experience a net gain or only a very
small loss from the tax swap. The net
tax increase would rise gradually as a

percentage of a taxpayer’s income

reaching its highest point (less than

19) at about $150,000 and then
decline gradually thercafter.

By one estimate, the proposal
would save itemizers an estimated
total of $110 million on their federal
taxes. It has been suggested that, if
the total net state tax increase for the
first year is $202 million, then the
whole tax swap proposal would cost
state individual income tax payers
only about $92 million. This would
be the case if individuals received all
of the benefit from the sales tax
reduction. Business and industry also
use utilities and would receive from
25% to 45% of the benefit (estimates
vary widely). DBusiness could thus
save between $110 million and $200
million making the cost to individual
tax payers 3212 million to $292 mil-
lion. However, a large share of busi-
ness income (“S” corporations,
LLCs, partnerships and proprietor-

ships} is now taxed as individual
income. Businesses taxed as corpo-
rations would save an undetermined
amount on the sales tax reduction
but would have an income tax
increase.

The proposal would signifi-
cantly alter a taxpayer’s income tax
and sales tax payments. Table 3 pro-
vides a comparison of tax burdens
of a family of four in the largest city
of each of the 50 states and D.C. to
show the impact of the current tax
structure. At zall income levels,
Louisiana ranks at or near the top in
sales taxes paid and near the bottom
in Ifcome taxes.

The Proposal as
Tax Reform

Proponents of the Stelly plan
arguc that the proposed shift from
sales taxes to income taxes would
represent 2 major step towards tax
reform for the following reasons:

@ It reduces the state’s reliance
on sales taxes whose slow growth
has contributed to the state’s recent
budget problems.

@ It replaces the sales tax on
food and utilities with the personal
income tax, one of Louisiana’s few
growth taxes, thus allowing rev-
enues to better keep pace with the
natural growth in the economy.
Also, the temporary nature of the
sales tax affects the state’s bond rat-
ing and encourages horse trading
and pork-bazrel spending.

@ Eliminating the regressive
sales rax on food and utlites would
help poor families and Louisiana
has the second highest poverty rate
in the U.S. Families with incomes
under $25,000 would have a modest
reduction in their taxes.

® Removing the tax on utli-
ties would save money for other
consumers and businesses.



® State income taxes arc
deductible from federal taxes while
sales taxes are not.

® The new revenue generated
would be rtargeted to education—a
major need.

@ The income tax increases
would be largely achieved by remov-
ing deductions that primarily benefit
those with higher incomes {(40% of
the value of these deductions now
go to taxpayers with income above
$200,000.) Most other states do not
offer these deductions.

Proponents also argue that it is
time to try a piecemeal approach to
tax reform, citing the failed attempts
at comprehensive reform over the
past decade. They suggest that the
concept of shifting reliance from
sales to Income taxes has been a cen-
tral idea in ali of the recent tax
reform recommendations of study
groups such as SHCURE and the
recent Ewing commisston.

Supporters warn that if the
proposal fails, the state fisc could be
left in a terrible bind. The 3500 mil-
lion in temporary “bridge” taxes
would expire at the end of FY 2001-

2 and a failure to renew all or part
of them would be devastating to a
budget already projected to have a
more than $200 million shortfall to
start with,

Critics argue, for the following
reasons, that rhose who have been
invalved in fiscal reform efforts over
the past 15 vears would not recog-
nize the proposal as part of the tax
reform packages they have support-
ed:

@ It is not revenue neutral . . .
takes another 3200 million to over
$400 million {depending on whether
bridge taxes are included) out of the
private sector to expand the state
budget.

@ Docs not really add stability
or growth to the tax base...the addi-

tional growth would be taken off the
top tor teacher and faculty raises
while other expenditures would still
be funded from the same tax struc-
ture as before.

@ The dedication of yet anoth-
er revenue source narrows even fur-
ther that portion of the budget that
15 considered discretionary.
(Although the dedication is statutory
and technically could be changed in a
Crisis,)

® The proposal only makes
local government more dependent
on the state.

@ Tax reform efforts called for
a reduction in state sales taxes and
climination of exemptions to broad-
en the base. This proposal keeps the
high 4% rate and locks the exemp-
dons for food and wutdlities in the
constitution. {The food and utilities
tax would no longer be available as a
fall-back revenue in a crisis.)

@ The revised income rates and
brackets would still be locked 1n the
constitution,

® The proposal s not the com-
prehensive reform that is needed. Te
might be considered a piecemenl
approach at best but could set back
the tax ceform movement indefinire-
lv by giving the impression that

something has been done.

(NOTIz: Apendpeni No. 2 wonld
change the anthorization of a state tax on
Yuet dimcome” fo o read siuply Cincome.”
Dropping the ferm “net” conld iuply that
the antharization was broadened fo inelnde
a Qress pecelpts tax or sigle business fax
sipilar fo that proposed by the adminisira-
tion this year. Homever, the administration
claines if did not request this change and
asierss that a gross receipts tax or single
busiitess fax: conld already be implenented
by statute without any change in the cousti-
htion. )




Pay Raise Issues

There is lirtle disagreement concerning the need for
teacher and faculty pay raises although there has been
considerable controversy over the appropriate amounts,
the source of funding, the type of pay raise given and the
method of distributing money for raises.

Salaries of Louisiana’s K-12 teachers and post-sec-
ondary education faculty are well below those of their
peets in the other southern states. They were making
some gains in recent years, but now appear to be falling
further behind.

As shown in Table 4, Louisiana’s average reacher
salary ranked 13th among the 16 SREB startes for the last
two vears falling short of the SREB average by $3,242 in
1998-99. The gap widened to $3,544 in 1999-2000. The
state funded pay increases three vears in a row putting in
an extra $60 million in 1996-97, 580 million in 1997-98

and 373 million in 1998-99. Iyt there was no extra fund-
ing for pay in 1999-00 or 2000-01. Currently, an cstimat-
ed additional $221 million is required to bring teachers to
the SRILB average.

An even greater gap exists within the state in teacher
salaries by district. For example, in the 1999-2000 school
year, the salary for a beginning teacher ranged from
$19.853 in D[rankiin Parish to $28,177 in St. Chatles
Parish. The average beginning salary that vear was $24,
373.

Also shown in Table 4 is the 12 to 13 percentage
point gap between average salaries for faculties at
Louisiana’s four- and two-year institutions and their
SREB peers. While faculty salaries had for a time reached
the SREB average, they have since fallen behind. It is esti-

mated that approximately $90 million would be required

to bring faculty salarics up to the SREB average.




The Meed for Pay Raises

Supporters of the tax swap proposal argue that
action is needed now because of the following reasons:

® Recruiting and keeping good teachers and facuity
is 2 major problem and pay is a key factor. Other states
are actively recruiting Louisiana teachers and faculty by
offering higher salaries, bonuses and other incentives.

@ Other southern states are making headway on
increasing teacher pay and inaction would only put us fur-
ther behind. Two SRER states have exceeded the nation-
al average in teacher salaries while others, including
Alabama, Georgia and Virginia, have set the national
average as their goal.

® Considering the slow growth projected in the
state’s revenues and the current budget difficulties, this
proposal offers educators the best hope of obtaining a
significant pay raise in the foresecable future.

There has been some criticism of including other
school employees in the pay raise plan. Critics note that
there is little evidence that support workers are underpaid
in comparison with their counterparts in other states and
suggest that some may already be relatively well paid.

The proposal does not specify the distribution of
funds for pay raises, however, those eligible under the act
and their approximate numbers would include the fol-

lowing:
K-12 classroom teachers 50,000
Other school employees 52,000
Postsecondary faculty 11,000
Other postsecondary empioyees 8.000
Total eligible for pay raises 121,000

Adequacy of the Proposed
Raises and the Funding Source

Critics note that the proposal would not fund pay
raises sufficient to reach the southern state average and
the relative improvement in pay would only be temporary
as the target average continues to rise.

The specifics of the pay raises would be determined
later. However, it is ciear that under the proposal, the first
yeat’s available funding of $202 miliion will not come
close to closing teacher and faculty gaps with the SREB
g2
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averages. These have been calculated ac 0 million and

about $94 million respectively. Figuring in a minimal aver-
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age $1,000 raise for the other 60,000 employees and the
total rises to about $370 million. However, the full rev-
enue impact of the proposal is not felt untl the second
year, TY 2002-2003, when the dedicated revenue jumps
up to §312 miilion. 1f the SREB average has not moved
far by then, the moncy could come close to closing the
teacher and faculty gaps if all of it was directed to those
groups. This of course would require leaving out the
other education emplovees.

One point of concern by teachers was that any raise
they might receive will be offset to some exient by the
increase in their state income tax. As shown in the exam-
ple above, a couple of married teachers with a combined
AGI of $50,000 would pay about $474 more in income
tax, but their net increase would be less than $200 after
the sales tax and federal income tax savings arc figured in.
Until the couple’s AGI reached $80,000 or more the net
tax inerease would not make much of a dent in their

raises.

Some legislators opposed the proposal during the
session, preferting to fund pay raises through major busi-
ness tax increases rather than using personal income
taxes. Othess felt that Louisiana, as a poor state, was
already putting enough money into education and that
school districts could fund teacher raises from existing
money if they redirected their spending "They argued that
the federal court orders mandating high spending for
non-clagsroom related support services such as trans-
portation should be actively appealed.

The most recent actual data for comparison of
school Funding is for school year 1997-98. Table 5 shows
Iouisiana’s spending per pupil is below average for the
nation and the South, ranking 40th in the nation and 11itch
among the 16 SREB states. 1f Maryland and Delaware,
two high spending states are rémoved, Louisiana is still
9th among 14 states but is within $85 per student of the
southern average. Louisiana ranks below the southern
average in per-student spending on instruction and sup-
port services but leads the South and is second in the
nation in the much smaller spending category of “non-
instruction” {includes food services and athletics.)

While estimates of school spending for 1998-99
indicate Louisiana may have moved up in the rankings,
the data is subject to major revision. In addition, the
state’s position likely slipped in 1999-2000.

Louisiana has more staff members per student

compared to the nation or SREB region in several areas.



As seen in Table 6, reducing staffing

to the SREB level, primarily in the
arens of teachers, instructional coor-
dinators and supervisors, guidance
counselors  (euidance,  vocational
education, special education, cultur-
ally deprived student, and assessment
counselors AMONg t‘)thers), other sru-
dent support staff {bus drivers, food
service workers, janitors, mainte-
nance workers, and others), the soate
could release around ST million for

teacher pay raises. 16 the staie did not

increase statfing in the aveas where i
5 shorr, another $58 million would
be available for a ol of $168 mil-
lion, This would be shorc of the $221
million needed o paise average
teacher pay to the SREB average.
Cutting staff o the SREB level
however is a simplistic approach that
falls to consider other factors. To
accomplish this statt reduction, there
would be 500 fewer teachers which
would increase the pupil-teacher

ratio. In addidon, with federal court
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orders affecring busing and the large
amount of federal dollars supporting
free and reduced lunch programs in
the state, it may be difficult to cut
fransportation and  food  service
staffing. ederal spending for special
education and poverty programs may
also preclude staft cuts in the guid-
ance counselor arca.

Besides additional funding for
salary increases, more funding is also
needed i other arcas. For example,

using the larest available dara on




spending, Louisiana spends half of

the amount per student for capital

outlay compared to the naton or

SREB region. Local school diserices
do not receive state funding for capi-
tal outlay, and the low level of spend-
ing in this arca suggeses the state will
have a serious problem in the future
as the condition of school faciites
deteriorates, Also, the state’s new
accountability program may need
more funding tw help the seate’s
worst schools improve to mandated
performance levels.

In short, the potental for fore-
ing a reordering of cducatdonal
spending to provide the desired pay

ralses has some serious drawhacks.

Nature and Amount of
Pay Raises

As initally adopred in the regu-
lar session, the legislation would have
required cqual pay ratses for teachers,
cqual raises for faculty and specified
a 4% raise tor support workers, This
raised strong objectons from those
wha felt it would undermine the
equity goals of the MFP formula
process and the ravonal pay plan for
Faculty. A special session amendment
struck the specific allocations and
made them simply subject (o legisla-
tive determinaaon.

Proponents suggest that leaving
the allocaton process open will pro-
vide an opporrunity to work our an
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equitable distributon among  the

three groups of employees and a fair
system of pay ralses while assuring
that the addivonal money goes only
o salaries,

The counter argument 15 that
the amendment simply delavs the
battle over the distribution and that
the Legislature has already displaved
its radional penchant for equal,
across-the-board  pay raises, Many
legislacors have clearly indicated they
do nor want w run the money
through the MIEP for fear diserices
will not use it for paw

There will dikely be pressure
from the unions for across-the-baard



raises instead of a plan giving reachers in some
pagishes larger increases than in others, Equal
raises for all teachers would undermine the
degree ot statewide funding equity now provid-
ed by the MEP formula. It would also weat the
so-called “hold-harmless” parishes (those that
are now getting more state tunds than the cus-
rent formula would otherwise allow) the same
as other parishes that are receiving only their
tair share.

There is concern on the part of the
teacher unions and others that the proposal
might be sering the scene for an annual batde
over the distribution of funds pitdng the K-12
teachers against the college professors with sup-
port workers trying to get a picce as well, The
Legtslature would have to make the determina-
tion each year of how to split the money among

the three groups.

Conclusion: In summary, proponents of
the Stelly Plan argue that it provides an impor-
tant first step towards reforming the state’s out-
moded tax structure by shifting from reliance
on the regressive sales tax to the progressive
and growth-omented individual income tax. The
primary objectve, they assert, is to provide
additonal funding dedicated to education
spending that would allow the state to gve
much-needed raises to teachers and faculty and
potendally bring their pay in line with the other
southern states over dme. They feel thar vorers
should recognize the need for appropriate pay
tor improve teacher motivation and the educa-
tion product and that those voters should be
willing to pay 2 modest increase in tases to fund
it

Criies of the plan argue that taking only a
pardal stepr could further delay the comprehen-
sive tax reform that is needed and that dedicat-
ing the added revenue would do nothing to help
[ the serious saate budget gap already project-
ed for nest vear, Some question the need for
incrensed raxes and éuggcst that sufficient pay
raises could be achieved by redirecting existing

state and local spending,

Legal Citations: Act 48 (Representative
Danicl) oof the 2000 Regular Session, amending,
Article VI Seeton 4 (A).

Act 49 (Representative Thompson) of the
2000 Regular Session, adding Article VII,

Section 2.2,

ONATION FOI
ECONOMIC
EVELOPMENT

Current Situation:  The constitution prohibits the donaton of
funds, credit, property, or things of value of the state or of any political
subdivision to any person association, or corporation, public or private,
Several exceptions are provided but there is no exception for economic
development.

Another constitutional provision allows public entifies to engage in
cooperative endeavors with each other or with private entities for a “public
purpose.” This was considered an exception to the donation prohibition
until a 1983 court decision held that it was not. Since then, various state
attorney general opinions have held that focal governments must receive
something of equal value from a private entity which receives public aid and
that a local entity must be “legally obligated to act™ for that action to qual-
ify as a “public purpose”™ for cooperative endenvors.

Attorney general opinions have cited the constitutional prohibition
against public fund donation to stop local governments from undertaking
a variety of activities, including some intended to promote economic devel-
opment. The state has loag operated cconomic development loan and sub-
sidy programs ostensibly under authority of the cooperative endeavor pro-
vision. But even these programs have been under a consdtutional cloud. A
1991 proposed amendment to clearly exempt state and local governments
from the anti-donation provision for economic development purposes
failed to get voter approval.

Proposed Change: The
amendment would allow a parish
or municipality to loan, pledge or
donate tax revenues dedicated to

industrial or economic develop-
ment or the proceeds from bonds

sccured by such tax revenues to a

Person, Assnciation or Corporation
which, by a cooperative endeavor

agreement, agrees to locate or

expand an industrial enterprise in
the area and hire a minimuom num-
ber of local residents. The amend-
ment authorizes a  parish o
municipality to enter a cooperative

endeavor agreement for this pur-

pose, but requires approval by the

State Bond Commission.

Comment: This amendment would apply statewide but was origi-
nally proposed a decade age to allow St fohn the Baptist Parish to offer
inclustrial prospects rental breaks on property financed by a three-cighths of
1% sales tax that voters had dedicated to economic development. A pro-
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posed amendment identical to the cur-
rent proposal failed to get voter approval
in 1990

5t John Pacish has used its deds-
cated sales tax o indirectly encourage
economic development by funding vari-
ous infrastructure projects that it is legal-
ly responsible for, such as road impi’o‘x-‘@—
ments. However, the parish still wanes o
be able to build a building and lure

industrial tenants.

[ = = e o o e e

(Please Print or Type)

The amendment would go sub-
stantially bevond the St John situadon.
It would apply to revenue from sales,
preperty or other taxes and would per-
mit any type of donadon including an
outright gift of money. Allowing public
gifts to privace firms creates a potental
for abuse, favoritism or even loss if the
firm fails. It might also encourage locals
to compete using giveaways or firms to

use relocation threats 1o gain aid.

On the other hand, aggressive
local efforts may provide the catalvse
needed for development. The amend-
ment would likely have limited use as
local voters would first have to pass a tax
specifically  dedicated to industrial or
economic development

Legal Citation: Act 152
(Representatve Faucheus) of the 2000
First BExtraordinary Session, amending

Article VII, Secrion 14 (B).
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ORDER FORM

PAR 2000 "Guide to the Proposed Constitutional Amendments”
(PAR members will automatically receive one free copy)

Name Price List
Company 1 copy $3.50 each
Mailing Address 2-50 $3.00 each
Shipping Address 51-100 $2.75 each
City 101-200 $2.40 each
State Zip 201 or more $2.00 each
Phone ( }
FAX { ) Number Ordered

Total Amount $

(Please add taxes: East Baton Rouge Parish, 9%,
in state, 4%, out of state, no iax.}

Return order form along with payment to PAR, P. O. Box 14776, Baton Rouge, LA 70898-
4776. For further information call (225) 926-8414.
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