
	
PROPOSED MASSACHUSETTS TAX EXPENDITURES 
EVALUATION SUMMARY 


	EVALUATION YEAR: 2020


	
	

	TAX EXPENDITURE TITLE

	Exemption for Vessels, Materials, Tools, Fuels, and Machinery Used in Commercial Fishing 


	TAX EXPENDITURE NUMBER

	3.309

	TAX EXPENDITURE CATEGORY

	Exempt Products that are consumed and used directly and exclusively in the production of an exempt item 


	TAX TYPE

	Sales and use tax


	LEGAL REFERENCE

	M.G.L. c. 64H, §§ 6(o), (r), and (s)

	YEAR ENACTED

	1967 (Chapter 757 of the Acts of 1967, § 1) 

	REPEAL/EXPIRATION DATE
	None.


	ANNUAL REVENUE IMPACT

	Tax loss of $12.7 - $15.0 million per year during FY18-FY22


	NUMBER OF TAXPAYERS 
	Buyers and Sellers who buy and sell exempt items 


	AVERAGE TAXPAYER BENEFIT
	About $4,500 per commercial fishing business 


	Description of the Tax Expenditure:
Vessels, materials, tools, fuels, and machinery, and replacement parts which are consumed and used directly and exclusively in commercial fishing are exempt from sales tax. 

	Is the purpose defined in the statute?
The statute does not explicitly state the purpose of this tax expenditure.

	What are the policy goals of the expenditure? 
To (i) encourage and support commercial fishing activity in Massachusetts and (ii) avoid imposing a tax at the intermediate stages in the economic process of producing food, an exempt item, by exempting purchases of vessels, machinery and consumables used directly and exclusively in commercial fishing.  

	Are there other states with a similar Tax Expenditure?
Yes. Most coastal states or states near large freshwater fishing areas offer similar exemptions.


	Conclusion/Recommendations: [To be Entered by TERC]



INTRODUCTION
Vessels, materials, tools, fuels, and machinery, including replacement parts, used in commercial fishing are exempt from sales tax if they are consumed or directly used in commercial fishing. 
 

POLICY GOALS
The exemption is intended to encourage and support the Massachusetts commercial fishing industry by exempting equipment and materials (e.g., vessels, fuels and other supplies and equipment) used directly and exclusively in commercial fishing activities. Furthermore, food is generally exempt from sales and use tax in Massachusetts. By exempting property used in commercial fishing (e.g., vessels, materials, tools, fuels, and machinery, including replacement parts), Massachusetts avoids imposing a tax at the intermediate stages in the economic process of producing food, which would lead to ultimately taxing an exempt item.


DIRECT COSTS 
The revenue loss resulting from this tax expenditure is estimated to be $12.7 - $15.0 million per year during FY18-FY22. See Table 1. 

Table 1. Tax Revenue Loss Estimates for Sales Tax Exemption 
for Vessels, Materials, Tools, Fuels, and Machinery Used in Commercial Fishing
	Fiscal Year 
	2018
	2019
	2020
	2021
	2022

	 Estimated Revenue Loss ($Million) 
	$12.7
	$13.2
	$13.8
	$14.4
	$15.0




DIRECT BENEFITS 
The Massachusetts businesses that buy and sell exempt products (vessels, materials, tools, fuels, and machinery) used in commercial fishing are the direct beneficiaries of the sales tax exemption. Buyers benefit from the sales tax exemption in the form of paying a lower “after tax price” while sellers benefit from the sales tax exemption in the form of receiving a higher “before tax price”. The exact split of the direct benefits depends on the interaction of demand and supply and is often difficult to quantify. Out-of-state businesses that sell the exempt products to Massachusetts commercial fishing businesses also benefit from this sales tax exemption. 

[bookmark: _Hlk49324480]According to the U.S. Census Bureau, in 2012, Massachusetts had 3,121 businesses in the commercial fishing industry, including businesses with or without paid employees. If we assume that the entire tax saving due to the sales tax exemption is passed on to buyers, the average tax saving per year to commercial fishing businesses is estimated to be about $4,500. 


EVALUATION:  COMPARING COSTS AND BENEFITS
In the previous sections, we report the direct costs (to the Commonwealth, or to the residents and businesses who ultimately bear the costs when the Commonwealth cuts government spending or increases taxes to finance the sales tax exemption for vessels, materials, tools, fuels, and machinery used in commercial fishing) and direct benefits (to buyers and sellers of exempt items) of this tax expenditure. Since the direct costs to the Commonwealth are the direct benefits to taxpayers, they are equal.

Besides the direct costs and benefits, there are indirect and induced costs and benefits associated with this tax expenditure. The indirect impact (cost or benefit) is felt by the chain of businesses that provide intermediate products and services to the directly impacted businesses. The induced impact (cost or benefit) results from any overall change in the economy derived from the tax expenditure, such as where a chain of businesses benefits when the employees working for the directly impacted businesses spend their additional wages and salaries attributable to the tax expenditure to buy goods and services. The total benefits or costs to the whole economy are larger than the initial direct impacts. This phenomenon is called the “Multiplier Effect”.[footnoteRef:1] [1:  For an illustration of “Multiplier Effect”, see Slide 4 of: https://www.ilw.com/seminars/JohnNeillCitation.pdf] 


To measure these indirect and induced costs and benefits, economists often need to utilize complicated models, such as REMI (Regional Economic Models, Inc.) or IMPLAN (Impact Analysis for Planning) models. Given that the amount of direct costs and benefits are small for this tax expenditure, less than $20 million per year, DOR did not attempt to quantify such costs and benefits.

The indirect benefits of this tax expenditure include that to consumers. The exemption results in a lower retail cost of food purchased for human consumption, such that the price of seafood purchased for human consumption will not include tax previously imposed on materials used to catch the fish. The indirect benefits also include that to the entire seafood industry, which comprises the commercial fishing sector, seafood processors and dealers, seafood wholesalers and distributors, importers, and seafood retailers. The appendix provides some data for the seafood industry compiled by the National Oceanic and Atmospheric Administration (NOAA) of the U.S. Department of Commerce.

Besides the economic costs and benefits discussed so far, this tax expenditure may have other costs or benefits. For example, by encouraging commercial fishing, this tax expenditure may have a negative impact on environment by aggravating the problem of overfishing if there are no other policies to offset this impact. Overfishing is a classic example of “negative externality” or “tragedy of the commons”.[footnoteRef:2] According to the Food Empowerment Project, the commercial fishing industry has been depleting fish populations around the world for decades, driving many species toward extinction. Scientists estimate that the fishing industry kills between 0.97 and 1.97 trillion wild fish worldwide every year, further straining fragile oceans and other waterways that are already poisoned by pollution from oil spills, agricultural runoff and immense amounts of garbage.[footnoteRef:3]   [2:  https://www.investopedia.com/terms/t/tragedy-of-the-commons.asp]  [3:  https://foodispower.org/animals-of-the-sea-2/commercial-fishing/] 



Similar Tax Expenditures Offered by Other States
All states that Border Massachusetts, which impose sales tax, provide for some form of exemption for purchases related to commercial fishing:
· In Connecticut, Conn. Gen. Stat. §12-412(40) exempts from sales and use taxes any vessel used exclusively in commercial fishing and any machinery or equipment used on a commercial fishing vessel if the purchaser qualifies for and has been issued a Fisherman Tax Exemption Permit by the Department of Revenue Services (DRS). 
· Maine exempts sales of vessels, depreciable machinery and equipment used in commercial fishing. This exemption is detailed in Maine Revenue Services, Sales, Fuel, and Special Tax Division, Instructional Bulletin No. 59. 
· Per N.Y. Tax Law § 1115 (24), New York exempts sales of fishing vessels used directly and predominantly in the harvesting of fish for sale, and property used by or purchased for the use of such vessels for fuel, provisions, supplies, maintenance and repairs.
· The Rhode Island sales and use tax does not apply to the sale of and the storage, use or other consumption in this state of vessels which are in excess of five (5) net tons and which are used exclusively for commercial fishing. The exemption also applies to the nets, cables, tackle, and other fishing equipment appurtenant to or used in connection with the commercial fishing of said vessels. Property purchased for the use of such vessels and other watercraft including provisions, supplies, and material for the maintenance and/or repair of such vessels or watercraft is also exempt.
· In 23 VAC 10-210-351, Vermont generally exempts all materials and machinery used directly in commercial fishing.

Several other states, e.g., Louisiana and Washington, also have similar sales tax incentive for commercial fishing activities.


IS THE INCENTIVE AS DESIGNED ACCOMPLISHING ITS PURPOSE?  
[bookmark: _Hlk51155631][FOR TERC TO COMPLETE]



Appendix: Some Statistics on the Seafood Industry
Composed of commercial fishing, suppliers that service commercial fishing, marine aquaculture, fish processing and wholesaling, and retail and food service sales, the seafood industry covers many activities in the commonwealth’s coastal cities and towns. The seafood industry accounts for less than two percent of the commonwealth’s labor force but is an important component of coastal communities such as New Bedford, Gloucester, and some of the towns on Cape Cod. Fishing also retains important links to tourism and the appeal of coastal life. 

The tables and charts in the rest of this section are taken from the 2016 Fisheries Economics of the United Sates report (https://www.fisheries.noaa.gov/content/fisheries-economics-united-states-2016) published by NOAA. The tables and charts contain some key data on sales, income, total landings, etc. for the United States, the New England area, and Massachusetts. 

In 2016, Massachusetts was ranked 4th in terms of total seafood industry sales, which totaled $7.7 billion, 5.3% of total US sales. Seafood industry in Massachusetts also created 87,201 jobs with imports or 55,384 jobs without imports.

[image: ]





[image: ]

[image: ]

[image: ]

[image: ]

The following table is for Massachusetts:
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image2.png
Table 6. Sales, Income and Value-Added Impacts

Generated by the U.S. Seafood Industry, 2016

(% millions)

State

us.
California
Florida
Washington
Massachusetts
Alaska

New Jersey
New York
Maine
Louisiana
Texas

Virginia
Oregon

New Hampshire
Georgia
Maryland
Rhode Island
North Carolina
Hawai'i
Alabama
Mississippi
Connecticut
South Carolina
Delaware

Sales

$144,293
$22,776
$16,874
$7,464
$7,663
$3,895
$6,226
$4,412
$2,582
$2,022
$2,001
$1,435
$1,190
$1,511
$1,554
$1,241
$1,375
$985
$867
$555
$218
$387
$118
$136

Income

$39,905
$4,912
$3,172
$2,004
$1,999
$1,654
$1,413
$950
$856
$752
$597
$464
$416
$348
$344
$335
$335
$276
$269
$220
$87
$83
$39
$26

Value
Added
$60,758
$8,141
$5,659
$3,048
$3,045
$2,074
$2,282
$1,567
$1,236
$1,023
$899
$660
$584
$558
$567
$504
$529
$411
$392
$288
$113
$137
$55
$44

Graph 1. Jobs supported by the U.S. Seafood
Industry (With and Without Imports), 2016
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Table 7. Commerecial Fisheries Landings Revenue
by Region, 2016 ($ millions)

Region

u.s.

North Pacific

New England

Gulf of Mexico

Landings _ .
iy SR
$5,337.10 Pacific
$1,609.60 Mid-Atlantic
$1,325.90 South Atlantic
$912.10 Western Pacific

Landings
Revenue

$688.90
$550.30
$190.90
$118.10
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2016 Economic Impacts of the New England Seafood Industry (thousands of dollars)

Landings
Revenue
Connecticut 15,087
Maine 633,014
Massachusetts 550,755
New Hampshire 33,215

Rhode Island 93,872

#Jobs

2,306
41,960
87,201

9,922
10,828

Value
Added
137,449

855,773 1,236,431

1,998,842 3,045,410

With Imports
Sales Income
387,244 83,307
2,581,806
7,662,911
1,511,091 348,439
1,375,375 334,588

558,040
528,970

Without Imports
#Jobs Sales Income
808 53,328 18,277
40,246 2,300,020 795,211
55,384 2,318,125 851,027
2,577 160,077 59,239
5,193 332,575 120,271

Value
Added
25,482

1,136,921
1,161,180
81,009
168,541
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2016 Economic Impacts of the Massachusetts Seafood Industry (thousands of dollars)
Without Imports

Total Impacts
Commercial Harvesters
Seafood Processors
& Dealers
Importers
Seafood Wholesalers
& Distributors
Retail

#Jobs

87,201
11,490

6,698
12,994

2,762
53,257

With Imports
Sales  Income
7,662,911 1,998,842
1,008,163 317,973
966,228 368,384
4,015,577 643,573
488,166 159,524
1,184,777 509,387

Value
Added
3,045,410
467,913

478,963
1,224,124
216,451
657,960

#Jobs Sales

55,384 2,318,125
11,490 1,008,163

1,586 228,715
0 o
1,003 177,294
41,306 903,952

Income

851,027
317,973

87,200
o
57,937
387,917

Value
Added
1,161,180
467,913

113,375
0
78,612
501,281




image6.png
Total Landings Revenue & Landings Revenue of Key Species/Species Groups (thousands of dollars)*
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Total Revenue 420,004 399,822 400,473 478,691 571,583 616,466 565,739 523,410 524,112 550,755
Finfish & Other 109,089 121,567 113,973 126,262 132,388 126,152 93,961 103,615 99,325 99,112
Shellfish 310,915 278,254 286,500 352,430 439,195 490,314 471,779 419,795 424,787 451,643
Key Species

American lobster 51,258 45,418 42,731 50,330 53,302 53,357 61,662 68,376 78,290 82,007
Atlantic herring 8,265 11,342 15062 10,251 8,802 11,529 10,750 9,432 8,787 7,559
Atlantic mackerel 4,736 4,265 4,528 1,487 137 654 1,223 2,421 1,926 2,426
Clams, all other 15,680 15255 16,745 17,966 19,154 37,294 28,311 26,484 27,502 39,140
Cod & haddock 32,043 38,696 33,684 45210 43,397 26,123 14,083 18,440 17,577 17,919
Eastern oyster 4,559 5496 6,432 8225 9,066 12,071 13,896 19,575 22,742 22,631
Flounders 22,095 20,924 19,645 19,975 22,025 25058 20,612 17,949 17,340 17,203
Goosefish 14,380 14,035 9,902 9,922 13,431 13,596 8,870 10,028 10,251 11,294
Ocean quahog clam 10,100 9,575 10,710 8,981 7,995 NA 10,229 9,814 9,063 NA

Sea scallop 218,292 189,891 197,280 252,253 330,944 364,864 334,205 271,373 264,933 281,445
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Table 5. U.S. Seafood Industry Economic Impacts Trends ($ billions)

2012
Jobs 1,270,141
Sales $140.70
Income $38.70
Value Added $59.00
Total Revenue $5.29

2013
1,350,627
$142.20
$39.80
$60.30
$5.55

2014
1,394,833
$153.30
$42.00
$64.10
$5.53

2015
1,179,848
$144.19
$39.74
$60.57
$5.22

2016
1,190,092
$144.29
$39.90
$60.76
$5.34




