The 1992 tax burdens of four
hypothetical families with income
levels of $25,000, $50,000, $75,000,
and $100,000 living in the largest city
of each state, including New Orleans,
are examined. The taxes used to cal-
culate the family tax burden include
the federal income tax, state and local
income taxes, state and local sales
laxes, state and local propertly taxes
on rtesidences, and state and local
automobile taxes (i.e., motor vehicle
¢ pistration fees, gasoline taxes and
“property taxes). Fees, charges, "sin”
taxes and excise laxes were not con-
sidered,

A National Comparison

PAR assumed that the hypothetical
families at each income level had the
same spending patterns and housing
values, regardless of the city of
residence. Thus, any differences in
tax burdens reflect differences among
state and local tax structures rather
than variations in spending choices,
purchasing power or housing
markets.

The study also compares the tax
structures of Louisiana’s eight largest
cities to those of selected cities in 15
southern states. It further examines
the regressivity or progressivity of
state and local taxes and the impact of
their deductibility for federal income
tax purposes. Finally, the major tax
proposals in Louisiana’s 1993 special
and regular legislative sessions are
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examined by calculating their impact
on the hypothetical families’ tax
burdens.

The basic characteristics of the
hypothetical families are as follows:

@ earn gross federal income of
$25,000, $50,000, $75,000 or
$100,000;

@ married with two wage-earning
spouses and two school-age children;

& file joint income tax returns and
ilemize their federal income tax when
possible;

g own one automobile at the
$25,000 and $50,000 income levels
and {wo automobiles at the $75,000
and $100,000 income levels;

@ own a single-family home valued
at 2.5 times their federal adjusted
gross income (AGI), and

@ reside and work in the largest city
of the state for the 50-city com-
parison. Additional citieg are used for
the southern region and in-state com-
parisons.

Delails of the assumptions used to
develop the hypothetical families and
their income and expenditure levels
are shown on page 15. Using assump-
tions other than those stated would
have produced somewhat different
results. Expanding the number of
hypothetical families to include lower
and higher incomes or renters might
have also altered the results.

New Orleans’ Ranking
Among the 50 Cities

Total tax burdens (total state and
local taxes plus the federal income
tax) could differ substantially
depending on the city and state of
residence. (Sec fables 1A through
1D} Total family tax burdens in New
Orleans were relatively low, ranking
44th, 38th, 37th and 38th for the
$25,000, $50,000, $75.000 and
$100,000 income families, respec-
tively. Total taxes paid by the families
in New Orleans ranged from $532 to
$1,157 bélow the 50-city average.

{See Table 2. However, federal in-
come {axes paid by the families i1 |
New Orleans were well above™
average; ranging from first (tied with
nine other cities) to eighth highest.

State and local auto taxes, income
taxes, residential property taxes and
sales taxes were added together to
form the total state and local tax bill.
The families in New Orleans paid
relatively low total state and local
taxes, ranging from $1,381 at the
$25,000 income level (45th) to
$7,726 (40th) at the $100,000 income
level. These amounts were $622 10
$1,969 below the 50-city average
state and local (otal {axes,

Even though total state and local
taxes were low in New Orleans at
each income level, two out of four of
the specific state and local taxes paid
by the families were relatively high at
all income levels. New Orleans had
the highest sales tax rate (9.09%) of ali
50cities. (See Figure 1.) Therefore, at

each incomelevel, the sales taxes paid -

in New Orleans ranked the highest,
with family sales taxes ranging from
$390 to $918 above the 50-city
average. The auto taxes paid by the
families in New Orleans also were
among the highest, ranking from 8th
to 161h.

In contrast, the residential property
iaxes and state income taxes paid in
New Orleans ranked low atall income
levels. The $25,000 income family
paid the lowest property tax of ali 50
cities (only $65) and the $100,000
income family’s bill of $2,900 ranked
3%h. In a 50-city comparison of ef-
fective residential property tax rates
on a $125,000 home, New Orleans’
rafe ranked third lowestat 71 cents per
$100 of market value. (See Figure 2.)
The state income taxes paid by the
families in New Orleans were also
relatively low, ranking in the lower
third at all income levels, with the
highest rank of 33rd occurring at the
$25,000 income level. (Note: As of ™
1992, Louisiana and 36 other states
prohibited a local income tax. Of the
13 states that allowed localities to (ax
income, only nine cities examined in
this study did so.)
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Makeup of the
Tax Burden

On a 50-city average, the federal
income tax accounted for 40.9% and
47.2% of the two lower income
families total tax burden and 52.5%
and 56.9% of the two higher income
families total tax burden. However, in
New Orleans, all the families paid at
least 51.6% of their total taxes to the
federal government. {See Table 3.)

Residential property taxes made up
the largest share of the 50-city
average state and local total tax bur-
den at all income levels, followed by
state and local income taxes, sales
taxes and auto taxes. (See Table 4.)
The only exception to this was at the
$75,000 income level where auto
taxes accounted for a larger share of
the burden than sales taxes.

In New Orleans, the makeup of the
state and local tax bill followed the
same order as the 50-city average at
the $75,000 and $100,000 income
levels, Yet, at the two lower incoine
levels the sales and auto taxes were of
much greater importance, and proper-
ty taxes fell in importance,

Compared to the 50-city average,
the percentages of state and local
taxes paid by New Orleans families
were 2.5 to 3 times higher for sales
taxes, somewha! higher for auto
taxes, and generally lower for both
residential property laxes and income
taxes.

A3 S
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Combined 'L

The state and local total tax bur-
dens for all four families were com-
bined and the totals ranked as shown
on Table 3. The combined taxes col-
lected from the four families in each
of the 50 cities varied significantly
from a high of $44.330 in Detroit,
Michigan to a low of $9,638 in
Cheyenne, Wyoming. The $18,180
combined state and locat tax bill paid
by the four families in New Orleans
ranked 42nd and was $5,073 below
the 50-city average.

Cities with the highest combined
state and local taxes tended to rely
most on state and local income taxes
or residential property taxes. In con-
trast, cities with lower combined state
and local total tax burdens tended to
use residential property taxes or state
and local income taxes very little, if
any. They also tended to rely more on

sales taxes than the higher tax burden
cities. This was true in New Orleans
where sales taxes were the highest of
all 50 cities and the residential proper-
ty lax was one of the lowest,

Of the taxes examined in this*"
study, the state and local income tax,””
the residential property tax and the
auto property tax were deductible for
federal income tax purposes. Most of
the hypothetical families were able to
itemize deductions. Therefore the
federal income tax paid by families of
the same income varied by as much as
$308 at the $25,000 income level and
$4,410 at the $100,000 income level,
depending on the amount of state and
local taxes which could be itemized as
deductions. (See tables 1A through
1D)




Families that lived in cities that
relied heavily on federally deductible
state and local taxes and that imposed
higher taxes on those deductible taxes
paid less federal income taxes than
families in other cities. For example,
95.4% of the $19,228 state and local
taxes paid by the $100,000 family in
Detroit, Michigan were deductible
from the federal income tax and the
$10,053 federal income tax bill was
the lowest of all 50 cities. In contrast,
the same family in Cheyenne, Wyom-
ing paid $3,761 in state and local
taxes, of which only 50.0% was de-
ductible resulting in the highest
federal income tax bill ($14,463).

In New Orleans, less than 73.5% of
the state and local laxes paid were
deductible for federal income tax pur-
poses, in part, because Louisiana stale
and local governments relied heavily
on the sales tax which was not deduct-
ible,

To examine the impact of deduc-
tibility on Louisiana families’ t1otal
tax burdens, PAR devised a scenario
where the amount of sales taxes paid
by each of the four hypothelical
families in New Orleans was reduced
by half and the amount of property
taxes was increased by an equivalent
amount. The federal and state income
taxes were then recalculated. These
changes resulted in a decreased tax
burden for all but the lowest income
family which was unable to itemize
deductions, The savings would have
ranged from $102 at the $50,000 in-
come level to $282 at the $100,000
income level. (See Table 6.)

Most of the decrease was ac-
countedfor by a lower federal income
tax. The income tax paid to the state
of Louisiana was lowered slightly
($20-%30) because Louisiana taxable
income was calculated afier both
itemized deductions and federal in-
come taxes paid were subtracted from
federal AGI. The increase in itemized
deductions {$562, $648 and $861)
more than offset the decrease in
federal income taxes paid at the three



highest income levels. Therefore, any
tax structure change that would raise
the amount of itemized deductions for
federal income tax purposes would
Iower both the federal income taxes
and state income (axes paid by a fami-
ly in New Orleans.

The 50-city average family paid
13.5% of their income to tofal taxes at
the $25,000 income level, 16.8% at

the $50,000 income level, 20.0% at
the $75,000 income level and 22.5%
at the $100,000 income level. (See
Figure 3.) The 50-city average total
tax structure was progressive in effect.
because the percentage of taxes paid
increased as income increased. Much




~ of this progressivity was due to the
{_Jrogressive design of the federal in-
“come tax. In contrast, a tax structure
in which the percentage of taxes paid
decreases as income increases is said
to be regressive. A fax system in
which the percentage of taxes paid
remaing the same regardless of in-
come is considered proportional.

Af least among the income levels
examined in this study, the 50-city
average of the total state and local tax
structure was also progressive, (See
Figure 3.) The percentage of family
income paid in state and local taxes at
the $25,000 income level was divided
by the percentage paid at the
$100,000 income level to develop a
regressivity index (See Table 7,
where 1.00 equals a proportional tax
system, greater than 1.00 is a regres-
sive tax system and less than 1.00 is a
progressive tax system.) This index
shows that the state and local tax
structure in New Orleans was slightly
more progressive (0.71) than that of
[ e 50-city average (0.83). Of the 50
“gocalities examined, only ten had
regressive state and local tax systems.

Of the four specific state and local
taxes examined, only the income tax
was very progressive, on average.
(See Figure 4). For the 50-city
average, the aulo taxes and residential
property taxes were almost propor-
tional, while the sales tax was regres-
sive in relation to income.

In New Orleans, auto taxes were
nearly proportional, mirroring the 50-
city average. (See Figure 4.) The in-
come {ax in Louisiana was less
progressive than that of the 50-city
average, and the local residential
property tax structure was far more
progressive than that of the 50-city
average. The progressive residential
property tax structure was due to
Louisiana’s generous homestead ex-
emption which effectively exempted
up 10 $75,000 of the market value of
a home in New Orleans from all but

-~ §47 mills of residential property

“AXes. Incontrast, the high rate and the
broad base of the sales tax in New
Orleans resulted in the sales tax being
much more regressive than the 50-
ity average.







o TABLE 9
Estimated Siate and Local Tax Burden for a Family of Four

in Largest Cities of Louisiana
$25,000 Incoms £50,000 Income $75.000 Income $100,000 Income

City Tolal Taxes Hank [Total Taxes Rank [ Total Taxes Hank | Total Taxes HRani
Alaxandria 51,180 3 $h2,946 i 54,648 4 56,383 4
Baton Rouge 1,123 7 2,660 7 4,088 7 5540 7
Houma 1,028 g 2,546 g 4,033 8 5486 8
Lafayette 1,123 G ; 2,784 5 4279 5 5,831 5
Lake Charles 1,149 5 2,864 3 4 765 3 5,573 3
Monroe 1,177 4 2714 G 4,168 5 5,620 5]
New Orleans 1,381 2 3,470 1 5,603 1 7,726 1
Shreveport 1,389 1 3,355 2 5,291 2 7ad0 2
Average H1,184 $2.004 $4 610 56,300

As expected, the types of state and
local taxes relied on most affected the
overall regressivity or progressivity
of a city’s taxing structure. The cities
with the most progressive tax struc-

. ure used a graduated income tax rate

)nd did not rely heavily on sales taxes.
In contrast, the localities with the
mosi regressive tax structure did not
levy an income tax, or did so only at
the higher income levels, and relied
more on sales taxes.

southern Region
Comparison

The largest city and the capital city
of each of the 15 southern states, and
the eight fargest cities in Louisiana
were compared to determine regional
patterns if any, possible effects of
population size, and tax burden varia-
tions within states. To simplify the
comparison, only the $50,000 income
level family was analyzed. (NOTE:
Some of the largest cilies were
also capital cities.)

Al this income level, the total tax
burden of the families living in the

~ ‘rgest cities in the southern states
~nded 10 be distributed fairly evenly
throughout the national rankings, and
thus ne regional patterns were ob-
served. There also did not appear to
be any relationship between city size

and family tax burden, nor did living
in a capital city systematically in-
fluence a family’s total tax burden.
However, on average, the southern
capitals’ state and local tax structure
relied less on residential property
taxes (40.7%) and more on the sales
tax (19.0%) than the 50-city average
(47.8% and 12.3%).

Tax burdens in some cases differed
more between cities within a state
than between the cities of different
states. (See Table 8.) For instance, the
total tax burden of a family in An-
napolis, Maryland ($8,381), was
closer to that of the same family in
Jackson, Mississippi ($8,426) than
that of the Baltimore, Maryland fami-
ly ($9,426).

Louisiana’s Largest
Cities

*
a

The eight largest incorporated
cities in Louisiana were examined.
(See Table 9.) As noted in the
southern-state comparison, tax bur-
dens may vary widely within a state,
this was also true for Louisiana where
the total state and local lax burden
varied by as much as $361 at the
$23,000 income level to $2,240 at the
$100,000 income.

Of the eight Louisiana cities, the
state and local taxes paid by familieg
in New Orleans ranked the highest at
all, except the $25,000 income levels.
The $25,000 income level family that
lived in Shreveport paid the highest
total state and local taxes, while the
other three families living there paid
the second highest taxes. In New Or-
leans, the high sales tax rate and the
property tax on automobiles resulted
in the above average family tax bur-
dens. Whereas Shreveport’s high
ranking was due 1o the relatively high
municipal property tax millages that
were nof covered by the homestiead
exemption. At all income levels,
families in Houma and Baton Rouge
had the lowest taxes. The low taxes
were due in part to Baton Rouge’s
relatively low property tax rate and
Houma’s relatively low sales tax rate,

New Orleans’ (otal tax burden
placed in the lower third of the nation-
al rankings, butranked highest among
the cities in Louisiana. Therefore, if
the eight selected Louisiana cities
were compared (o the largest cities in
cach state, the cities would consistent-
ly rank in the lower third with their
total tax burdens, falling well below
the 50-city average. Of the 30
southern cities examined, the total
taxes in the eight cities in Louisiana
ranked in the lower half. (See Table
8.)



in the 1993 Execurive Budget,
Governor Edwards proposed aplan to
raise an estimated $370 miilion by
suspending the one-cent sales tax ex-
empiion on food and utilities, adding
a 5.75 mill residential property tax,
and increasing the gasoline tax by ten
cents per gallon. To ascertain the ef-
fects the suggested plan would have
on family tax burdens, the proposed
taxes were applied to the hypothetical
families in New Orleans.

The Governor’s plan would have
resulted in an increased tax burden for
all families ($98, 3163, $246, and
$274 respectively). (See Table 10.) Tt
would have also moved New Orleans
up in the 50-city ranking by one place
al the $25,000 income level, four at
the $50,000 income level, two at the
$75,000 income and four at the
$100,000 income level.

Duaring the 1993 special session,
the Govemor also recommended a
one-cent sales tax increase on all
items except for food and utilities to
raise an additional $350 million in
slate revenues. As seen on Table 10,
this change would have resultedin the
tax burdens of the New Orleans’
families increasing slightly and the
rankings moving up at least one place
in the 50-city rankings.

Ultimately, only one element of the
proposed packages was adopted-- the
suspension of the sales tax exemption
which was estimated to raise $96.5
million. Passage of this proposal
resulted in an increased tax bill of $44,
$63, $62 and $82 for each of the four
families examined, respectively.

Each of the tax plans were regres-
sive--as a percentage of income. The
lax hikes would have taken a larger
share of the family income at the
lower income levels. This was as ex-
pected because, as discussed earlier,
both sales taxes and auto taxes are, in
effect, regressive,

Comparing family tax burdens in
the largest cities of each state, the
southern region, the southern capitals
and the eight largest cities in
Louisiana shows that the tax burdens
of Louisiana families would differ
markedly if they were residents of
other states, or even of another city in
Louisiana. The total tax burden of a
family was lower in New Orleans

than mostcities, howeveralarger per-
centage of the total and a larger dolld... -
amoun! went to the federal govern-
ment, The federal income taxes paid
and the total tax burden of Louisiana
families could be lowered if reliance
was shifted away from sales taxes
(nondeductible taxes) to property
taxes or income taxes (deductibie
taxes). Such a shift would also slight-
ly reduce the slate income taxes paid
by the families.




SOURCES Al

=
‘_\.!nronnauun an lax rates, exemptions, credils and rebates were chtained from
! Gommerce Clearing House publications unfess ctherwise naled.

Four hypothetical farmilies were used with gross federal income levels of $25,000,
$50,00, $75,000 and $100,000. Each famlly consisted of two working spouses
and two schaol-age children. The famiiies in the two lower Income brackets each
awned one atfomoble while those in the upper two income brackets owned two
automobiles. Each family was assumed o temize their federal Income tax
wheneverpessible and to flle joint Income tax retyrns. The more detailed assump-
tfons used to develop the spacific tax burdens of each family are outiined balow,

Individual income Tax

Each family’s income was divided as follows:

1892 Long-Term
Federal Wages and Cepital
AG! Salaries Inlerest Gains
$25,000 Spouse 1 $17,200 % 400 $0
Spouse 2 7.400
$50,000 Spouse 1 $34,000 $1,000 %0
Spouse 2 15,000
$75,000 Spouse 1 $48,000 $2,000 $3,000
Spouse 2 21,000
$100,000 Spouse 1 $65,000 3,000 %$4,000
Spouse 2 28,000

Wage ond salary Income was assumed to be split 70730 between the two spouses.
All other income was assumsd lo have been split evenly. Each family was
assumed 10 own a single-family hame with their residence located within the city
limits. All iIncome was assumad o have been earned within the family's city of
residence.

Each family was essumed to have $0 federal and stateslocal tax refunds from the
previous year.

ltemized deductions used in computing income taxes were:

F 1992 Federal AGI
Deduction $25.000 $50.000 $75.000 $100.000
Medical (Gross) %1,000 $1,800 $2,500 3,500
Deductible Taxes --real and personal property taxes/income

taxes as computed as paid in 1992--
Morigage Interest  $4,236 $9,204 $12,707 $16,942
Contributions $700 1,500 2,200 3,000

Turbotax 1992 federal and state fncome tax computer software was used lo
compute these taxes for each family in each state.

ASSUMPTIONS

Froperty Tax on Resldence

Each family was assumed to have purchased their home in Decembar 1994 with
the first morigage payment due In January 1992. The value of the house was equal
to 2.5 times the federal AGI for that family. It was assumed that the mortgage
principal equaled B0% of the value and the interest rate was 7.5% on a 30 year
loan.

Rathar then adjust housing values for sach city 1o account for price differences, a
sel value for each income group was used. This was done to avold reflecting
differences in housing values and market conditions and instead focus on the
difference in praperty taxes for the same value resldence. It s acknowledged that
in soma cases, the city's economy might not result In & house of that value existing
as a single-famlly dwelling, but again the purpose Is lo reflect differences In tax
burdens in a hypothetical situation not ditferences in housing and market cond|-
tions.

Local property tax rates and assessment ratios were cbtalned from VERTEX
Matlonal Property Tax Manuals, Commerce Ciearing Housa (CCH) or by contact-
ing local assessors or the lacal Governmental Research Assaclation arganizatlon
for assistance.

All property tax calculations reflect homestead exemptions if applicable. Credils
given for praperly taxes on local or state income taxes are reflected In a lower
income tax level. Rebates which were given independent of local or state Income
taxes were subtracted from the state and locat total tax burden and se foatnoted
on the appropriate lable,

Sales and Use Tax

Sales taxes were computed based on the average dollar amount spent at various
income levels as provided by the Bureau of Labor Statislics 1991 Consumer
Expenditure Survey, Major categories of average expanditures were selected
rather than {olal average expenditures in order 1o effectively raflect the different
sales tax exemptions applied by siates and localities. The various categories of
consumplion used were purchases of faod forhome consumption; food purchased
for consumption on the premisss; utilities, fvels and public services; apparel and
sarvices; persanal care preducts and services; and heusehold furnishings and
equipmen?.

Automablle Taxes

The automoblle taxes included were the gasoline tax, motor vehicle registration
fees, personal property taxes levied on automoblles and otherannualtaxes based
on the value of the automobile which would be deductible trom federal Income
taxes, This study used the same automobile assumptions as that used by the June
18382 District of Columbia study, Tax Rates and_Fay Burdens in the District of
Calumbla; A MNationwide Comparison, and a table cutlining these assumptions
follows.



Turbotax 1992 federa! and state income tax computer software donated by Intuit, Inc.
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