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November 14, 2007
Florida’s General Revenue Estimates Reduced By $2.5 Billion;

Gambling Compact Signed

  

  

The state’s Consensus Estimating Conference met today to revise its estimates of Florida’s general revenue collections.  The economists reduced estimated revenues for FY 2007-08 and FY 2008-09 by a combined $2.5 billion.  This sets up another round of budget cuts just two months after the Legislature cut $1 billion. 

  

Estimated collections for FY 2007-08 are now $1.033 billion (3.9%) below the already-reduced estimate from August.  Expected revenues for FY 2008-09 were decreased by $1.441 billion (5.2%) from the earlier forecast. 

  

If the estimates prove correct, FY 2007-08 will be the second consecutive year that revenue collections will have decreased from the previous year.  FY 2007-08 collections are expected to be $933 million (3.5%) than FY 2006-07.  Final revenue collections for Fiscal Year 2006-07 were 2.4% lower than Fiscal Year 2005-06. 

  

Just like the August estimates, the reductions can be attributed to the downturn in Florida’s housing market and the fact that this is now impacting business and consumer spending.  Florida’s high level of speculative and second home buying heightened the effect of the bursting “housing bubble.”  This expected downturn was worsened by the sub-prime crisis and is now expected to last a bit longer.  The state’s estimators say more normal growth rates will resume in FY 2008-09. 

  

Slowed population growth and record energy prices were also cited as negatively impacting state revenue collections. 

  

While the estimates for almost all tax sources were reduced, the big losers were again the sales tax, doc stamp and intangibles taxes and the corporate income tax.  The large sources are especially sensitive to the housing market and reduced spending. 

  

In addition to reductions in the exaggerated level of sales tax collections Florida had been enjoying from record home construction, consumer spending on items such as furniture, appliances and automobiles has also cut into the state’s revenue.  Of the $2.5 billion revenue estimate reduction, $829 million was from sales tax.  Documentary stamp tax estimates were reduced by a whopping 38% ($602 million) over the two-year period. 

  

The state now faces a $1.1 billion recurring general revenue shortfall in the current budget.  There are current reserves of $1.9 billion. 

  

Florida TaxWatch encourages the Legislature to go back into budget cutting mode and not simply use the state’s reserves to postpone the problem until next year. The state was able to cut about $1 billion already without causing too much pain and Florida must find ways to further reduce spending by focusing on duplication and programs that are not primary functions of government.  Efficiencies and cost-savings must become integrated with state budgeting so they become the norm, not just a reaction to budget shortfalls. 

  

Although the worst may still be yet to come, Florida TaxWatch is still confident in Florida’s economy and believes, as do most economists, that it will recover.  But we can’t just hope that it is going to happen. We have to acknowledge that the state’s economy may be going through some fundamental changes that we have not been able to grasp yet. 

  

We also have to truly fix the big problems of property taxes and insurance, and further look for ways that the tax code can promote capital formation in our state and eliminate provisions that put our in-state businesses at a competitive disadvantage. 

  

  

Gambling Compact Signed 

  

Also today Governor Crist and the Seminole Tribe of Florida signed a 25-year compact that allows the Tribe to operate Class III slot machines and card games such as black jack and baccarat at the seven existing facilities on tribal lands.  In return, Florida will share in some of the revenue.  It was feared that without the compact, the federal government would allow the extra games without the state getting a cut. 

  

The Tribe will pay the state $50 million upon approval by the federal government.  It will then pay Florida a guaranteed annual minimum payment to of $100 million in the first year, $125 million in the second year and not less than $150 million in the third year.  After the second year, the state will receive between 10 and 25 percent of the revenue, depending on total revenue amounts. 

  

The Governor stated that the state would earn $1 billion over the first five years and more than $500 million annually thereafter.  The Legislature would decide how to spend the money, but the Governor recommends most of it go to education. 

  

The Governor claims that the compact is also a disincentive for expansion of gambling in Florida because the state will forfeit its share of the tribe’s revenue if such expansion occurs on non-tribal lands.  

  

The Legislature is not thrilled.  Although the Governor’s legal team says ratification by the Legislature is not necessary, Speaker Rubio says his lawyer tells him differently.  Both the Speaker and Senate President Pruitt say they are reviewing their options.  House Rules Chairman David Rivera went so far as to say the compact would be “dead on arrival” in the House. 
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