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Increasing lncomeTax Complexity Takesup Moreand
Moreof our Timeand Money

by Amy K. Frantz

Federa income taxes are
getting more and more
complicated. While this
statement probably seems
obvious, its truth is even more
griking after reading “A Taxing
Trend: The Rise in Complexity,
Forms, and Paperwork
Burdens,” a new policy paper
from Nationa Taxpayers Union
Senior Counselor David
Keating.!

In 1935, the ingtruction
booklet for Internal Revenue
Service Form 1040 was only
two pages long. This yesar, the
instruction booklet for tax year
2004’ s 1040 was 128 pages!
And in case that ingtruction
‘nove’ is not enough, the IRS
helpfully prints over 1,000
other publications, forms, and
ingtructions to help you pay
your taxes.

The addition of those 126
extra pages of instructions over
the last seventy years
demonstrates just how complex
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our tax code has become. This
complexity results in more and
more time that must be devoted
to preparing our taxes — time
that could be better spent on
more productive endeavors.

In 1988, the IRS began
tracking the amount of time
needed for an individua to
prepare their federa income
taxes, including recordkeeping,
learning about the law and tax
forms, preparing the form,
copying, assembling, and
sending the form to the IRS. A
taxpayer needed just over nine
hours to complete these tasks
for the 1040 form in 1988. For
2004, that same taxpayer
needed 13 %2 hours. If that
individua was aso filing
schedules A, B, and D, asis
common among many
taxpayers, the total time
required to complete the
process jumps to nearly 27
hours. That is more than one
day devoted to the process of

paying our federd income
taxes!

Even those taxpayers using
IRS Form 1040 EZ will not
have the easiest of times
completing their tax forms.
The time required to use the
1040 EZ form has jumped from
1 hour and 31 minutes in 1998
to 3 hours and 46 minutes in
2004.

More and more taxpayers
are usng a pad tax preparer
rather than waste an entire day
on the process of paying federa
income taxes. Beginning in
1977, paid preparers were
required to sign the returns they
prepared, making the number
relaively easy to track. In
1980, 38% of federa income
tax returns were sgned by pad
preparers. By 2000, nearly
60% of the returns were
prepared by paid tax
professionals.

continued on page 4
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Prudent | nvestor

by Jack P. McHugh

Michigan Governor
Jennifer Granholm proposes
saddling state taxpayers with $2
billion in new debt to fund
research in commercially
Speculative technologies.
Cdifornia voters have
authorized $3 billion in debt for
government-financed
embryonic and adult stem cell
research. Washington's new
Governor wants to borrow $1
billion to develop
nanotechnology. Similar
proposdls are rattling around in
other states.

Here' s a quegtion for
supporters of state-run
investments in risky businesses:
“What are the consequences for
government employees if they
do a lousy job sdlecting which
entities receive the money?’

If you are a private
individua who judges poorly
on an investment, the
consequences are severe: You
lose your own money. If a
mutual fund company invests
other people’s money poorly, its
managers know that customers
may sdl out and they will lose
their jobs.

The success of capitdism in
providing whole populations
with a standard of living
unimaginable just a couple
centuries ago is based on
billions of voluntary investment
decisons in which prudence
resulted from the need of
individuas to balance two
vivid and compelling emotions:

the fear of loss and the desire
for gain. If you bet too much
on highly speculative
investments, you might lose it
dl. If you avoid risk by being
too conservetive, you lose
capitd by failing to keep up
with inflation.

When a government
employee invests money taken
from taxpayers, this prudence-
producing dynamic is absent. |If
the investment pays off, a best
he gets a pat on the back. If it
goes bust, at worst he gets a
transfer to another department
with no loss of pay. His wedth
and his generous pension do
not suffer by one penny.

Private investors manage
their fear of loss and desire for
gain with diligent research and
divergfication of asssts. The
incentive to judiciousy use
these tools is tremendoudy
greater when one's own money
is a risk than if the persond
rewards or punishments are
minimal.

Given this why would
anyone think that government
employees can do a better job at
picking winning investments
than private investors?

Politicians who promote
these market adventures usualy
dodge such questions with
something like, “We have
strong corruption laws,” or,
“The program has built-in
conflict-of-interest safeguards.”

continued on page5
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Do Elected OfficialsRespect theWishesof theVoter s?
Not inthe Stateof Washington

Do eected officials respect
the wishes of those who elected
them? In the dtate of
Washington, it seems to depend
on whether or not the elected
officials agree with the
measures the voters approve.

In 1993, Washington state
voters approved Initiative 601.
This statutory measure places
limits on the state’'s genera
fund spending based on
inflation and population
growth. The initiative aso
requires voter agpproval to raise
taxes that would push spending
levels over the limit. The State
Legidature can increase taxes
that raise revenue, but do not
increase spending more than
the limitation, but must do so
with a two-thirds vote of both
chambers.

However, the Washington
State Legidature has approved
and Governor Christine
Gregoire has sgned a hill that
would allow Legidators to
ignore the provisions of

Initiative 601 for the next two
years. With that out of the way,
Legidators and the Governor
can go ahead with their planned
$200+ million tax hike, without
worrying about getting voter
approval, or even obtaining a
two-thirds mgority vote of the
Legidature.

That's right, the Legidators
and Governor didn't like
revenue limits placed on them
by the voters, so they just
decided to set them aside,
temporarily. But they may as
well have permanently
scrapped 1-601, which was the
origind plan of the bill's
sponsor, Washington State
Senator Debbie Regala
Senator Regala judtified the bill
by pointing out that “1-601 has
been amended seven times in
the past decade.”* Indeed, if dl
those other Legidators could
thumb their noses at the voters,
why shouldn’t current
Washington Legidators do the
same?

All of our publications, including LIMITS are
available for sponsorship. Sponsoring a publication
Is an excellent way for you to show your support
of our efforts to defend liberty and define the

proper role of government.

For more information, please contact Public Interest
Institute at 319-385-3462 or
public.interest.institute@limitedgovernment.org.
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Washington Legidators
have explained away ther
actions, in part, by claiming
that they must raise taxes to
fund two other voter-approved
initiatives, one that directs part
of the state's property tax
revenue toward class-size
reduction and other education-
related programs and another
that provides an annua cogt-of-
living adjustment to the dtate’s
K-12 teachers. However, when
voters approved those
initiatives, they “were promised
that these initiatives would
neither require additiona taxes
nor damage [the] date's
budget.”? If the state's financia
Stuation has changed, voters
should have the opportunity to
vote on the proposed tax
increase. If voters believe the
education initiatives are more
important that the spending
limit initiative, they should
overwhelmingly support the tax
increase. But State Legidators
and the Governor aren't willing
to take the chance that voters
might not make that choice.

KOMO News, reporting on
the Governor’s signing of the
bill to temporarily set aside the
spending limit initiative, said of
Governor Gregoire's support
for the bill, “She sad
Legidators have found ways to
get around 1-601's spending
limits for years, and she'd

continued on page 4
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Increasing |ncome Tax
Complexity Takesup
Moreand Moreof our

Timeand Money

by Amy K. Frantz

(continued from page 1)

Taxpayers who prefer to
pay someone else to complete
their taxes still cannot escape
the growing burden of tax
complexity, which has caused
tax preparation fees to
subgtantialy increase. The
average fee charged by H&R
Block to complete a federa
income tax return in 1980 was
$27.36. In 2005, the average
fee a H&R Block (through
March 15) was $145.08.

Asde from time and
money, the growing complexity
of the federa income tax
threatens our privacy. The
income tax doesn't just impose
a tax on our traditional
paycheck; it requires that
practicaly every detal of our
private finances be open to
government inspection.
Keating warns that “mixing
such broad powers with a
vague and complex law is a
recipe for a civil liberty
catastrophe.”

Whét is the solution to the
ever-growing burden that has
been placed on taxpayers by an
increasingly complex federa
income tax sysem? We must
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overhaul our tax system, and
not just with a few basc
reforms that usudly only end
up adding to the complexity we
dready face. When the
President’s Advisory Pandl on
Federd Tax Reform relesses its
report later this year, let’s hope
that they keep that objective in
mind.

ENDNOTE:

AIl figures and quotes used in
this article are taken from: David
Kesting, “A Taxing Trend: The
Rise in Complexity, Forms, and
Paperwork Burdens,” National
Taxpayers Union Policy Paper
#116, April 14, 2005.

David Keating is Senior
Counselor for the 350,000-
member National Taxpayers
Union, a non-profit, non-
partisan citizen group founded
in 1969 to work for lower taxes,
smaller government, and more
accountability from elected
officials at all levels. He
previously served on the
National Commission on
Restructuring the Internal
Revenue Service.

For more information on
National Taxpayers Union or to
read the complete Policy Paper,
go to www.ntu.org.

Amy K. Frantzis Senior Research
Analyst with Public Interest I nstitute.

Do Elected Officials
Respect the Wishes of
theVoters?

Not in the State of

Washington

by Amy K. Frantz

(continued from page 3)

rather have a more redistic
spending limit that people will
actudly follow.” Perhaps the
Governor will extend that
reasoning to other matters in
the state. Instead of holding
citizens accountable, the state
could just change the laws s0
that they are no longer being
violated. Are drivers speeding
on Washington's highways?
Rather than have law
enforcement officials issue
tickets to the speeders, why
doesn’t the state government
just increase the speed limit to a
level that people will actualy
follow?

Washington State
Representative Jm Mclntire of
Sedttle said of his support for
overturning the revenue limits
and voter gpprova measures,
“The redity is we need to be
responsive to the will of the
public.”4  Apparently, that's
only true if the will of the
public is in agreement with the
will of the State Legidators and
Washington's Governor.

continued on page 8
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Prudent | nvestor

by Jack P. McHugh

(continued from page 2)

That's nice, but outright
corruption is not the main
worry — politicization and
accountability for poor
judgment are. The politicians
falback when chalenged on
this are wounded
pronouncements about the
dedication and virtue of public
servants.

Later, when losses have
grown to an extent that any
reasonable person can see that
the money was wasted, they
bluser: “We're investing for
the long term. We expected
some losers, but just a few
“home runs will more than
compensate.” Years later, same
answer.  Only when the current
generation of politicians has
passed does history provide a
definitive verdict: “Bad idea.”

The bottom line? Unlike
private investors and their
fiduciaries, when the
government engages in market
gpeculation there are no
penalties for bad results and no
consequences for bureaucrats
who make losing bets with
other people's money.

One idea that could
ameliorate this would be to
require that the pensions of
every politician and every
government employee involved
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in these schemes be placed in
the same investment pool with
the public's money. This
condition would ddliver a quick
and merciful desth to such
proposals.

One find point: No prudent
private investor would go into
debt for the sole purpose of
making speculative investments.
Yet in Michigan and elsawhere,
state politicians want to borrow
billions of dollars with the
stated purpose of making risky
investments. Individua
taxpayers have no choice about
this, and they have no &bility to
“redeem” their shares What is
wrong with this picture?

Economic history shows that
when government seeks to pick
winners and losers in the
market, the net conseguences
for citizens are dways bad.
However good the intentions, by

the very nature of the activity
there is no way to overcome
the issues of prudence raised
here. The words “I'm from the
government, and I’'m here to
invest your money,” should
send a shiver through
taxpayers.

Jack P. McHugh is a Legidative
Analyst for Mackinac Center

for Public Palicy, a research
and educational institute
headquartered in Midland,
Michigan.

This article is reprinted with
permission from Mackinac
Center for Public Palicy.

For more information on
Mackinac Center for Public
Policy, visit Mackinac's web site
at www.mackinac.org.

LIMITS
Question of the Quarter:

Do you support or oppose government
investment programs? Should the
government be in the business of picking
winners and losers in the market?

Send your thoughts on this issue to us at
public.interest.institute@limitedgovernment.org.
We may publish some of your idess in the
September 2005 issue of LIMITS
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Will Colorado VotersSupport TABOR?

by Amy K. Frantz

This November, Colorado
voters will be asked if they
would like their state
government to go on a “five-
year pending spree” in the
words of Colorado House
Minority Leader Joe Stengel.*

In 1992, Colorado voters
approved a Congtitutional
Amendment to guard against
runaway state government
spending. The Taxpayers Bill
of Rights (TABOR) redricts the
growth in state revenue to
inflation plus the percentage
increase in state population in
the calendar year prior to the
dart of the fiscd year. The
date must dso maintain an
emergency reserve fund of at
least 3% of its fiscd year
spending. Any revenue
collected in excess of this limit
must be returned to the
taxpayers in the form of
rebates.

Between 1997 and 2000,
just over $3 hillion in TABOR
rebates were returned to the
taxpayers of Colorado, funds
that the Legidature would no
doubt have used to create new
programs or increase spending
on old ones if not for the
revenue limits gpproved by the
voters.  Even with the rebates,
the size of Colorado’'s
government continued to grow,
by 64 percent since the passage
of TABOR.2

By keeping spending levels
from skyrocketing when
economic times were good,
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TABOR helped Colorado
westher the economic
downturn in better shape than
states that spent with reckless
abandon in the late 1990s, such
as Cdifornia “We didn't
overspend in the good years,”
said Colorado Governor Bill
Owens?

However, Governor Owens
now seems to have changed his
mind about the benefits of not
overspending. The Democrat-
controlled State Legidature,
with the support of the
Governor, has approved a
referendum for this
November’s ballot, asking
voters to allow the Legidature
to keep and spend the TABOR
rebates for the next five years.
The amount of those rebates is
projected to be as much as $3.1
billion over the five-year
period.*

Despite the Governor's
protests to the contrary,
opponents of the “take back the
rebate’ proposa are criticizing
the plan as a tax increase.
Colorado Congressman and
potential candidate for
Governor, Bob Beauprez sad,
“If the government keeps

money it would be returning to
you or wouldn't have taken in
the firgt place, it's a tax
increase, plain and smple.”™
Will Colorado taxpayers
support giving up their rebate
for five years so the Legidature
can spend an extra $3 hillion?
We will find out in November.

ENDNOTES:

House Approves Referendum on
Suspending TABOR Refunds,”
State Tax Notes, April 25, 2005, p.
247.

2John Cddara, “Should TABOR
be retired or revamped? NO,”
LIMITS, Public Interest Institute,
June 2004, p. 1.

3John J. Miller, “America's Best
Governor,” Nationa Review,
September 2, 2002, p. 17.

4State Tax Notes.

5Susan Greene, “Owenstriesto
cool GOP criticism of budget
deal,” DenverPost.com, April 21,
2005, <http:/
www.denverpost.com/Stories/
0,1413,36%/E61%/E2827358 00 himi>
(April 28, 2005). Note: Governor
Owens is term-limited, and thus
cannot run for another term as
Colorado Governor in 2006.

Amy K. Frantzis Senior Research
Analyst with Public Interest Institute.
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To read about efforts to bring a Taxpayers Bill of
Rights Amendment to one of lowa's neighboring
states, see “ Will TABOR Come to Wisconsin?’ in
Public Interest Ingtitute's June 2004 issue of
LIMITS, available on our web ste:
www.limitedgovernment.org
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Eight Ain't Enough?

by Paul Jacob

With a vengeance, Florida
Legidators are proving the old
adage that no on€'s life, liberty,
or property is safe while the
Legidature is in sesson.

Florida's term limits law
passed with a whopping 77
percent YES vote. A recent poll
showed public support for the
“Eight is Enough” law was
even higher today.

But Legidators have
thumbed their noses a the
voters and said “Eight ain't
enough!”

Legidators have placed a
constitutional amendment on
next year’'s bdlot to stretch the
eight-year limit to twelve years.
Legidators clam they just love
term limits — wesker term
limits, that is.

The hill’s sponsor, Baxter
Troutman, testified that “eight
years just isn't long enough.”
Senate President Tom Lee
complained, “The learning
curve istoo steep. We're
asking people to give up too
much to learn policy and
procedure in such a short time.”

House Spesker Allan Bense
sad (and with a gtraight face),
“It's very difficult to learn the
process. I'm not implying that
our members — please don't
read this into it — don't know
what's going on.”

Imagine telling your boss
it'll be eight years before you
have a clue. The Presdent is
limited to eight years. S0 is his
brother, Florida Governor Jeb

LIMITS

Bush. Isn't being Presdent or
Governor a tougher job than
being a State Legidator?

George Blumel, Chairman
of a citizens group opposing
the Legidature's scam, said, “If
these Legidators can't learn the
job and accomplish something
in eight years, we need new
Legislators.”

This is Common Sense.
I’'m Paul Jacob.

Common Sense, hosted by
termlimits advocate and
Americans for Limited Govern-
ment Senior Fellow Paul
Jacob, can be heard on radio
stations throughout the country
and on the Internet.

Reprinted with permission from
theauthor.

Americans for Limited Govern-
ment promotes individual
liberty, free markets, and the
principles of the U.S. Constitu-
tion. They support freedom and
limited government by
partnering with grassroots
movementsnationwide.

To subscribe to Common Sense
send an e-mail to
commonsense@getliberty.org

or subscribe to Common Sense
at Americansfor Limited
Government'swebsite at

http: //getliberty.org.

Will lowansHave
theRight toVote
on T axes?

The People's Right to Vote
Constitutional Amendment
gives lowans a direct voice in
whether or not we want our
taxes to increase.

The People's Right to Vote
Amendment requires tax or fee
increases, adopted by the State
Legidature and approved by
the Governor, that result in
new annua revenue of more
than one percent of tota State
generd fund revenue in the
preceding year be approved by
a mgority of the voters at the
next state general election.
The Amendment also applies
to any date law that increases
local taxes.

The Governor may request
and the Legidature adopt, by a
two-thirds vote, an emergency
tax increase effective for one
year. An emergency tax cannot
be adopted more than four
months prior to the beginning
of the fiscd year to which it
applies.

In order to amend the lowa
Congtitution, the State
Legidature must approve an
amendment in two consecutive
Legidative sessions, without
making any changes in the
amendment. The amendment
must then be approved by the
voters in a genera dection.

continued on page 8
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Will lowansHavethe
Right to Voteon Taxes?

by Amy K. Frantz

(continued from page 7)

Last year, the lowa House
and Senate both approved the
People's Right to Vote
Constitutional Amendment.
However, the Legidature has
adjourned for this year without
voting on the Amendment. In
order to advance, the
Amendment must be approved
again in the 2005-2006
Legidative session.

The only limit this
amendment places on the
ability of Legidators to raise
taxes is that they must ak the
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permisson of the voters to do it.

The money we earn belongs to
us, not the State Legidature. Is
it SO unreasonable that they
should have to ask first before
they can take even more of it
from us?

Amy K. Frantzis Senior Research
Analyst with Public Interest I nstitute.

Do Elected Officials
Respect the Wishes of
theVoters? Not in the

State of Washington

by Amy K. Frantz

(continued from page4)
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