
STATE AND 

LOCAL 

TAXES AND 

SPENDING 



Like the federal government, state and local governments use 

the revenue from taxes to pay for a variety of programs and 

services. In general, states spend the largest amounts on grants 

to local governments, education, and public welfare. 



STATE BUDGETS 

 Like families and individuals, governments must plan their 

spending ahead of time.  

 The federal government has just one budget for all kinds 

of spending.  

 States have two budgets: 

 Operating budgets  

 Capital budgets 



OPERATING BUDGETS 

Pays for day-to-day expenses.  

  Salaries of state employees 

  Supplies for offices 

  Maintenance of state facilities 

  State Capital 

  Recreation Areas 

  Roadside Parks 

  



CAPITAL BUDGETS 

Pays for major capital, or investment, spending 

If the state builds and new bridge or building, the money 

comes from this budget 

Most of these expenses are met by long-term borrowing or 

the sale of bonds 



BALANCING STATE 

BUDGETS 

Unlike the federal government, states require balanced 

budgets, or budgets that are equal to spending. 

These laws apply only to the operating budget, making it 

easier to balance than the federal budget 

 



WHERE ARE STATE 

TAXES SPENT 

Education 

 State public colleges and K-12 public schools 

Public Safety 

 Police, Fire 

Highways and Transportation 

 Building and maintaining highway systems 

Public Welfare 

 Unemployment, some public hospitals 

Arts and Recreation 

 Museums, parks 

Administration 

 Salaries of state workers 

 



WHERE LOCAL TAXES 

ARE SPENT 

Law Enforcement 

 Local Police, County Sheriff, Park Police 

Public Facilities 

 Libraries, Airports, Public Hospitals  

Public Health 

 Restaurant Inspectors, Water treatment plants, Sewer 

 Systems 



STATE TAX REVENUE  

Where does the money come from to pay for all of these 

services? 

 

 Sales and individual income taxes provide the largest 

 part of state revenues 



SALES TAX 

A sales tax is a tax on goods and services.  

This is a percentage of the purchase price and is added on at 

the cash register and paid by the purchaser 

Many states tax gasoline and this tax is in addition to the 

federal tax. 

Excise or sin taxes – taxes that are intended to discourage 

harmful behavior 

Other taxes apply to hotel and motel rooms, automobiles, 

rental cars, and insurance policies 





STATE INCOME TAXES 

Individual income taxes are another large contributor to 

many state’s budgets.  

Some states have a flat percentage rate (proportional tax) 

Some charge a percentage of a person’s federal income tax 

Some have progressive rates, with a tax structure like the 

federal income tax 

 



CORPORATE INCOME 

TAX 

Most states collect corporate income taxes from companies 

that do business in the state.  

 

 

What would be the benefits and drawbacks to this type of 

tax? 



BUSINESS TAX 

Licensing fees for professional work such as hairdressers, 

carpenters, contractors, 

 

 



PROPERTY TAXES 

Property taxes are levied on property owners in local 

communities to offset the expense of services.  

An official (tax assessor) determines the value of the 

property.  

Property taxes are usually figured as a fixed dollar amount 

per $1,000 of the assessed value and are the main source of 

funding for public schools.  



OTHER TAXES 

Sales and excise taxes aimed at tourists 

Payroll taxes 



LIMITS ON STATE 

TAXES 

Just as the United States Constitution limits the federal 

government’s power to tax, it also puts limits on the states.  

Because trade and commerce are considered national 

enterprises, states cannot tax imports or exports. They also 

cannot tax goods sent between states. 

State governments cannot tax other things as well: 

 Federal property – military bases 

 Nonprofit organizations 

 Religious groups 

 Charities 



WHAT IS THE DIFFERENCE 

BETWEEN REAL PROPERTY AND 

PERSONAL PROPERTY. 

Real property refers to land and buildings  

Personal property refers to possessions such as jewelry and 

furniture 

 



WHAT IS THE DIFFERENCE 

BETWEEN AN OPERATING BUDGET 

AND A CAPITAL BUDGET? 

An operating budget is for day-to-day expenses 

A capital budget is for major investment expenditures. 



WHAT IS A SALES 

TAX? 

A tax on goods and services 



WHAT IS THE RELATIONSHIP 

BETWEEN REVENUES AND 

SPENDING IN A BALANCED BUDGET? 

In a balanced budget, revenues and spending are equal 



WHAT IS THE MAJOR SOURCE OF 

REVENUE FOR MOST STATE 

GOVERNMENTS? 

Sales and individual income taxes 



HOW DO MOST STATES FINANCE 

THEIR CAPITAL BUDGET? 

Long-term borrowing or the sale of bonds 



WHAT ARE THE MAIN SOURCES OF 

REVENUE FOR LOCAL 

GOVERNMENTS? 

Property taxes 



HOW DOES THE CONCEPT OF A 

BALANCED BUDGET APPLY TO 

STATE GOVERNMENT? 

Only the operating budget must be balanced 



FOR WHICH EXPENSE DO STATE 

GOVERNMENTS PROVIDE 

FINANCIAL HELP TO THEIR LOCAL 

GOVERNMENTS? 

Public school systems 



WHAT IS A TAX 

ASSESSOR? 

An official who determines the value of a property 



WHAT DOES IT MEAN 

TO BE TAX EXEMPT? 

To not be subject to taxes 



HOW MANY OF YOU KNOW 

THAT CHICKENS LAY EGGS 

AND THAT BABY CHICKENS 

COME OUT OF THOSE 

EGGS? 

Mr. VanAntwerp claims that approximately 50% of sophomores were 

shocked to find this to be true. 


