Reject Local Option Sales Tax
by Jordan Cash
Tomorrow is the last day of the 2012 legislative session. One of the items to be debated
is whether to override Governor Heineman's veto of LB357, a bill introduced by Omaha
Sen. Brad Ashford allowing cities to raise their local sales taxes by as much as half of
one percent.[1]
Current state law allows for cities charge a local sales tax up to 1.5 percent, a limit that
has been reached by 90 percent of Nebraska's cities with populations over 5,000.[2] This
is in addition to a state sales tax of 5.5 percent, meaning most Nebraskans are subject to
a combined seven percent sales tax.[3] Additionally, five cities-Omaha, Lincoln, Grand
Island, Norfolk and Sidney-also have occupation taxes which, before the passage of
LB745,[4] had not been restricted by state law. [5]
LB357 also has several requirements for what has to be done with the revenue gained
from the higher rate, but these requirements are vague.
First, the mandate to use proceeds from the increased rate to reduce other taxes only
applies to cities of the metropolitan class, which at the moment includes only Omaha.[6]
While it is good such a clause would force Omaha to reduce taxes-most likely Omaha's
2.5 percent occupation tax-it does not specify how much the tax has to be reduced, and
could lead to a general net increase in taxes if Omaha raised its sales tax by 0.5 percent
but only reduced its occupation tax by 0.25 percent. Also, the sales tax increase would
affect more people and businesses than increased occupation taxes would. There is also
the loophole that since this clause only applies to metropolitan cities-i.e. Omaha-no other
city would have to reduce taxes with the additional sales tax revenue.
Undoubtedly the best provisions in the bill are those requiring the public to vote on any
tax increase, and that the increase only goes on the ballot after it is approved by 70
percent of the city's governing body. Yet current law already sets forth that any increase
in local sales tax be subjected to a public vote.[7]
These restrictions do not diminish the fact that this bill would allow a tax-increase on
already over-taxed Nebraskans, a majority of whom already pay a 7 percent combined
sales taxes on everything they buy. The Tax Foundation estimates that Nebraskans
already have the 27th highest combined sales tax rate in the country.[8]

LB357 is a well-intentioned effort to help cities, with voter approval, but the restrictions
placed on the rate increase are not ironclad, and, more importantly, higher sales taxes
will not solve long term problems. Higher taxes are detrimental to economic growth and
hurt average Nebraskans. The Legislature passed tax relief earlier this session to help
middle-class Nebraskans, this bill rows in the opposite direction. The Legislature should
uphold the Governor's veto, and should look out for Nebraska's economic prospects by
refusing to increase taxes.
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