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Since the recession of 2001, Georgia has faced substantial budget shortfalls due to declining revenues.  
Between FY 2001 and FY 2005, the state budget grew an estimated 5.4 percent compared to the 19 percent 
revenue growth needed to keep pace with the 2 percent annual population growth and 2.5 percent annual 
inflation rate. As a result, Georgia is faced with continuing substantial budget deficits despite recent efforts 
including significant budget cuts and modest new revenue sources.

Tax expenditures are tax law provisions that exempt certain individuals, income, goods, services or property 
from being taxed. Fiscally speaking, tax expenditures reduce Georgia’s revenue collections and are therefore 
a form of government spending through the tax system.  In FY 2004, Georgia’s tax expenditures resulted in a 
revenue loss of approximately $2 billion dollars with relatively no accountability. Unlike direct appropriations, 
tax expenditures enacted without sunset provisions are rarely reviewed by policymakers nor included in the 
public budget process. 

Today 38 states conduct some form of tax expenditure reporting.  The intention of these reports is to provide 
state legislators and the public with data required to make sound fiscal policy decisions. In developing a tax 
expenditure report, Georgia can learn from the best practices from model states like Louisiana and Texas by 
requiring the production of the report by state law, including critical data per each tax provision (e.g. five-year 
revenue loss data per provision), and making the report available on the web.

Georgia can ensure that tax expenditures are included in the public budget and policy debates by following a 
multi-step approach:
 

Executive Summary

1. Require by Law a Tax Expenditure Report in the Governor’s Budget Report
2. Perform Cost/Benefit Analysis of Tax Expenditures
3. Conduct Mandatory Periodic Review of All Tax Expenditures
4. Report on Forgone Revenue Sources
5. Perform Tax Incidence Analysis



In May 2004, the State of Georgia adopted its FY 2005 budget in the amount of $16 billion to fund 
programs and services in areas including education, human services, public safety, transportation, and 
economic development.1 Approximately 92% of the revenue to support that budget is raised through 
a variety of taxes:2  the personal income tax, corporate income tax, sales tax, and others. 

After detailed review, public hearings, intense debate and a special legislative session, the FY 2005 
appropriations were agreed upon. In stark contrast, no attention was paid to the nearly $2 billion in 
forgone revenues due to tax exemptions, exclusions, deductions, credits, and other preferential tax 
treatment. 

Georgia policymakers made these budget and tax policy decisions during tight fiscal times. Since the 
recession of 2001, Georgia has faced substantial budget shortfalls due to declining revenues.  
Between FY 2001 and FY 2005, the state budget grew an estimated 5.4 percent compared to the 19 
percent revenue growth needed to keep pace with the 2 percent annual population growth and 2.5 
percent annual inflation rate.
 
This decline in revenues, combined with the additional demand for services from a growing population 
and a tepid economic recovery, resulted in substantial budget deficits.  Georgia responded to the 
budget gaps with a mix of modest new revenues, significant spending cuts, and (now depleted) reserve 
funds, surplus funds, and other one-time revenue sources.  Despite these efforts, the fiscal crisis is 
expected to continue over the next several years with state agencies proposing further cuts to both 
education and healthcare in their FY 2006 requests to the Governor.

Georgia’s current fiscal crisis demands that policymakers thoroughly examine Georgia’s broad scope 
of government spending. This can only be accomplished when direct spending and tax expenditures 
are fully disclosed and reviewed simultaneously. To facilitate this cost-benefit analysis, Georgia 
should require by law the inclusion of a tax expenditure report in the Governor’s annual budget. 
Only with this additional analysis can our policymakers ensure that tax expenditures are used effec-
tively to reach Georgia’s desired policy goals. 

This report offers an introduction to tax expenditures, why Georgia should track tax expenditures, 
lessons learned from other states, and key elements for an effective tax expenditure report.

Introduction

1 The Governor’s Budget Report FY 2005
2 Other than taxes, the primary source of Georgia’s revenue comes from the lottery and the federal government.
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4.   Five-year Estimated Revenue Loss

Summary of all taxes by tax program. Listed in order of magnitude, this index provides a quick refer-
ence guide for revenue loss over five fiscal years (2 preceding years, current year, and 2 projected years), 
code section, year enacted, and page reference to detailed description. (See Attachment C.)

Summary by program/function. To more effectively link the tax expenditures to the corresponding 
program area in the Governor’s Budget (Education, Human Resources, Economic and Community Devel-
opment, Natural Resources, and Transportation), the revenue loss data should also be presented by 
program/function. (See Attachment D.)

5.   Descriptive List of Expenditures by Tax Program
Descriptions of the tax bases for each of the tax programs should begin each chapter. At the start of each tax 
program it is necessary to begin with a clear definition of the “normal” tax base from which special treatment 
departs. For each tax expenditure the following data should be reported: tax code citation, year enacted, effective 
date, sunset date, description, purpose, estimated fiscal effect, beneficiaries, and evaluation (including who 
conducted the evaluation).  (See Attachment E.)

a.

b.

Steps to Inform the Budget and Policy Debate in Georgia

As Georgia decides how to respond to the current fiscal crisis, all sources of spending must be on the table. 
Policymakers must ensure Georgians that tax expenditures on the books make as much sense for Georgia today 
as they did when first enacted. Cuts in education and health care are not Georgia’s only choices. Elimination of 
ineffective tax expenditures and closing of significant tax loopholes are viable sources of revenue.  Therefore, to 
achieve full disclosure on all spending (appropriation or tax expenditure), to facilitate an informed budget process, 
and ultimately to ensure a fair and equitable tax system, Georgia should develop a tax expenditure report as the 
first step in this multi-step process: 

1.   Include a Tax Expenditure Report in the Governor’s Budget Report
Georgia law requires the Governor, through the Office of Planning and Budget, to prepare and submit a budget 
report to the General Assembly.16 The budget report contains a wealth of data including:

This same level of detail is necessary for tax expenditures. Therefore, Georgia law18 should be amended to include 
the suggested key elements: overview, summary analysis, sunset provision analysis, five-year estimated revenue 
loss, and descriptive list of expenditures by tax program. (See Attachment F.)

16 Georgia Code Section 45-12-74
17 Georgia Code Section 45-12-75 (5).
18 Georgia Code Section 45-12-75

 “Detailed comparative statements of expenditures and requests for appropriations by funds, budget units, and 
budget classes, showing the expenditures for each of the two fiscal years last concluded, the budget of the current 
year, and the Governor’s recommendations for appropriations for each budget unit for the next fiscal year. Following 
the lists of actual and proposed expenditures of each budget unit there shall be a brief explanation of the functions 
of the unit and comments on its policies and plans and on any considerable differences among the amounts 
expended and the amounts recommended, with such descriptive, quantitative, comparative, and other data as to 
work done, unit costs, and like information as is considered necessary or desirable.”17
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Taxpayers Income Group 
(Quintiles) Number Percent

Mean 
Subtraction

Below $10,000 1,258 3.4% $7,193

$10,000 - $22,000 7,145 19.1% $11,954

$22,000 - $37,000 9,069 24.2% $17,278

$37,000 - $63,000 10,509 28.0% $21,563

Above $63,000 9,511 25.4% $25,319

Total 37,492 100.0% $19,166

  

*Does not total 100 percent due to rounding. 

EVALUATION: Not evaluated. 

 
1.133 OREGON STATE LOTTERY PRIZES 
Oregon Statute: 461.560 
Sunset Date: None 
Year Enacted: 1985 
 
 Corporation Personal Total 
2001–03 Revenue Impact: Not Applicable $46,300,000 $46,300,000 
2003–05 Revenue Impact: Not Applicable $44,100,000 $44,100,000 

 
DESCRIPTION: Originally, all prizes awarded by the State Lottery were exempt from the Oregon personal 

income tax. In 1997, the Legislature changed the law so that only prizes up to and 
including $600 are exempt. Currently, prizes greater than $600 are taxable. 

PURPOSE: To enable ease of play and prize redemption for Lottery game participants and to support 
ease of selling and prize payment for Lottery game retailers. This $600 threshold 
conforms with IRS tax reporting requirements for lottery prize claims. The tax exemption 
also recognizes that individuals who choose to play the Lottery are contributing to state 
revenues whenever they purchase a non-winning ticket and, therefore, should not be 
taxed when they win a prize of $600 or less. 

WHO BENEFITS: Oregon Lottery players who win a prize of $600 or less are the most direct beneficiaries. 
However, since Lottery prizes up to and including $600 can be redeemed at Lottery 
retailer locations, retailers also benefit by avoiding the labor/expense that would be 
needed to collect tax reporting information from each player who redeems a prize. 
Conversely, taxation of prizes of $600 or less would be a disincentive to play or sell these 
games, thereby severely reducing sales and state revenues. 

EVALUATION: This tax expenditure achieves its purpose and helps support the statutory purpose of the 
Lottery: to generate revenue for the public purpose without the imposition of additional 
or increased taxes. Eliminating this tax expenditure would be a major disincentive to 
players and would place a huge burden on Lottery retailers. Approximately 83 percent of 
all traditional game Lottery prizes won and 100 percent of all Video Lottery game prizes 
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won are $600 or less, and payable at Lottery retailers (3,300 statewide). Consequently, 
the burden placed on the player to provide and the retailer to collect tax reporting 
information for every prize won and paid would be immense. It stands to reason that 
many retailers would discontinue carrying Lottery products and many consumers would 
no longer play games if the tax exemption on prizes of $600 or less were eliminated, 
thereby drastically reducing sales and state revenues. [Evaluated by the State Lottery.] 

 
1.134 FEDERAL INCOME TAX DEDUCTION 
Oregon Statutes: 316.680 and 316.695 
Sunset Date: None 
Year Enacted: 1929; modified in 2000 (Measure 88); modified in 2001 (HB 2550); modified in 2002 (HB 
4054) 
 
 Corporation Personal Total 
2001–03 Revenue Impact: Not Applicable $482,300,000 $482,300,000 
2003–05 Revenue Impact: Not Applicable $597,700,000 $597,700,000 

 
DESCRIPTION: Prior to 2002, taxpayers were allowed to deduct up to $3,000 of federal income taxes 

paid or accrued from Oregon personal taxable income (up to $1,500 for spouses filing 
their Oregon tax returns separately). In November 2000, voters passed Measure 88, 
which increased the limit from $3,000 to $5,000. The new limit was to be effective for 
tax years beginning on or after January 1, 2002. For tax years beginning on or after 
January 1, 2003, the $5,000 threshold was to be indexed to inflation. However, during the 
Third Special Session of 2002, the Legislature modified this subtraction by phasing in the 
limit between 2002 and 2007. For 2002, the limit is $3,250 ($1,625 for spouses filing 
their returns separately). For tax year 2003 through 2007, the limit is as follows: $3,500; 
$4,000; $4,500; $5,000; $5,500. The limit is half this amount for spouses filing their 
returns separately. 

 Under HR 1836, the Economic Growth and Tax Relief Reconciliation Act of 2001 
(EGTRRA), taxpayers received advanced refund checks in the summer of 2001 and are 
allowed an additional federal credit as a result of the new federal 10 percent tax bracket. 
Because federal income taxes are reduced, the federal income tax subtraction would be 
reduced, resulting in greater Oregon tax liability. The 2001 Legislature passed HB 2550, 
which allows taxpayers to ignore the advanced refund check and credit when computing 
their federal tax subtraction for 2001. 

PURPOSE: To provide tax relief to Oregonians who pay federal income taxes. The deduction is 
based on the supposition that federal income taxes are involuntary payments that reduce 
the ability to pay Oregon taxes. 

WHO BENEFITS: Each year since 1990, approximately 75 percent of Oregon taxpayers have claimed a 
subtraction for federal income taxes paid. The average amount of the subtraction in 2000 
was $2,200. The percentage of Oregon taxpayers claiming the maximum amount of 
$3,000 ($1,500 if married filing separately) has risen slightly from 27.7 percent in 1990 
to 36 percent in 2000. 
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