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September 14, 2018

His Excellency Charles D. Baker Jr., Governor of the Commonwealth

Honorable Karen E. Spilka, President of the Senate

Honorable Robert A. DelLeo, Speaker of the House of Representatives
Honorable Joan B. Lovely, Vice-Chair of the Senate Ways and Means Committee
Honorable Jeffrey Sanchez, Chair of the House Ways and Means Committee
Christopher C. Harding, Commissioner of Revenue

In accordance with the provisions of Chapter 62F of the Massachusetts General Laws, we have reviewed
the Report of the Net State Tax Revenues and Allowable State Tax Revenues for the fiscal year ended
June 30, 2018, as prepared by the Commissioner of Revenue.

Our review was conducted for the purposes of ensuring the completeness and accuracy of the report
and determining whether the net state tax revenues for the fiscal year ended June 30, 2018 exceeded
allowable state tax revenues for that fiscal year.

As a result of our review and as disclosed in the accompanying report, we have determined that the net
state tax revenues of $28,178,560,547 for the fiscal year ended June 30, 2018 were below the allowable
state tax revenues of $32,531,393,763 (as defined in Chapter 62F of the General Laws) by the amount of
$4,352,833,216.

Sincerely, /_/2]/4/&
Vg 7

Suzanne M. Bump
Auditor of the Commonwealth

cc: Honorable William F. Galvin, Secretary of the Commonwealth
Honorable Deborah B. Goldberg, State Treasurer and Receiver General
Michael J. Heffernan, Secretary of Administration and Finance
Thomas G. Shack Ill, Comptroller of the Commonwealth
Gary D. Anderson, Commissioner, Division of Insurance
Charles Borstel, Commissioner, Division of Professional Licensure
Kevin Scanlon, Deputy Director and General Counsel, State Athletic Commission
Stephen Crosby, Chair, Massachusetts Gaming Commission
Michael R. Sweeney, Executive Director, State Lottery Commission
Rosalin Acosta, Secretary, Executive Office of Labor and Workforce Development
Richard Jeffers, Director, Department of Unemployment Assistance
Marcel Vernon, Chief Financial Officer, Department of Revenue
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INTRODUCTION

Chapter 555 of the Acts of 1986 inserted Chapter 62F into the Massachusetts General Laws. This chapter
provides for the establishment, for each fiscal year beginning with the fiscal year ended June 30, 1987,
of a state tax revenue growth limit, calculated on the basis of the level of growth in total wages and
salaries of the citizens of the Commonwealth. In addition, the law requires that the Commissioner of
Revenue, annually on or before September first, prepare and submit to the State Auditor a report of the
net state tax revenues and the allowable state tax revenues of the Commonwealth for the preceding

fiscal year.

Chapter 555 gives oversight responsibilities to the State Auditor for each fiscal year. Specifically, the
Auditor is responsible for reviewing the Commissioner’s report for completeness and accuracy and, in
doing so, may make, or request that the Commissioner make, any necessary adjustments or
modifications to ensure its completeness and accuracy. Further, the Auditor, annually on or before the
third Tuesday of September, shall independently determine whether net state tax revenues for the fiscal
year exceeded allowable state tax revenues. If the State Auditor determines an excess of state tax
revenues, she shall report that determination and the amount by which allowable state tax revenues
were exceeded to the Governor, the President of the Senate, the Speaker of the House, the respective
Chairs of the Committees on Ways and Means of the Senate and House, and the Commissioner. The law
further states that the determination of the State Auditor as to the existence and the amount of excess
state tax revenues shall be conclusive. Thereafter, the Commissioner shall take all the necessary action

to effectuate a tax credit equal to the total amount of such excess.

On July 30, 1987, the Commissioner of Revenue prepared his first annual report, as required by Chapter
62F of the General Laws, on net state tax revenues and allowable state tax revenues and submitted it to

the State Auditor for review.

The State Auditor reviewed the report for completeness and accuracy and determined, on August 15,
1987, that state tax revenues for the fiscal year ended June 30, 1987 exceeded allowable state tax
revenues by $29,221,675 (Audit Report No. 88-5004-9).! Accordingly, the State Auditor requested that

the Commissioner effectuate a tax credit of $29,221,675. The Commissioner responded by adding a line

1. Allfigures disclosed in this report have been rounded for presentation purposes.
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on the 1987 version of the Massachusetts Individual Income Tax Return, upon which each individual

taxpayer could insert their individually calculated share of the $29,221,675 credit.

As of December 19, 1988, the Department of Revenue (DOR) had processed credits to individual
taxpayers of approximately $16,823,000 of the $29,221,675 in fiscal year 1987 excess state tax
revenues. At that time, the DOR ceased compiling data on the credit. The time limit for filing for refunds
with the DOR has since expired, and any funds remaining unclaimed will remain within the General
Fund. Section 37 of Chapter 62C of the General Laws, which sets the time limit for filing for refunds,

states, in part,

Any person aggrieved by the assessment of a tax, other than a tax assessed under chapters
sixty-five or sixty-five A, may apply in writing to the Commissioner, on a form approved by him,
for an abatement thereof at any time within three years from the last day for filing the return for
such tax, determined without regard to any extension of time, within two years from the date the
tax was assessed or deemed to be assessed, or within one year from the date that the tax was
paid, whichever is later.
For the fiscal years ended June 30, 1988 through 2017, the State Auditor determined that net state tax
revenues were less than allowable state tax revenues; therefore, no tax credit was required to be

effectuated by the Commissioner of Revenue for those years.

For the fiscal year ended June 30, 2018, we have determined that the net state tax revenues of
$28,178,560,547 were below allowable state tax revenues of $32,531,393,763 by $4,352,833,216,

resulting in no excess state tax revenues (see Exhibit I).

For fiscal years 1987 through 2018, net state tax revenues increased approximately 248%, from
$8,102,373,437 to $28,178,560,547. Allowable state tax revenues increased approximately 303%, from
$8,073,151,762 to $32,531,393,763, during the same time period.

For fiscal year 2018, $22,746,917,387, or 80.7%, of the net state tax revenue was derived from income
and sales and use taxes, which are traditionally the largest sources of revenue received by the

Commonwealth (see Exhibit Il1).
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AUDIT OBJECTIVES, SCOPE, AND METHODOLOGY

Pursuant to Chapter 62F of the Massachusetts General Laws (inserted by St. 1986, C, 555, S. 2), the State
Auditor is required to (1) review and ensure the completeness and accuracy of the Commissioner of
Revenue’s Report of the Net State Tax Revenues and Allowable State Tax Revenues for the fiscal year
ended June 30, 2018 and (2) independently determine whether net state tax revenues exceeded
allowable state tax revenues and report the determination and amount of any excess state tax revenues

for the fiscal year ended June 30, 2018, which were the objectives of this audit.

We conducted this performance audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions based on our audit objectives.
We believe that the evidence obtained provides a reasonable basis for our findings and conclusions

based on our audit objectives.

We performed the following procedures to obtain sufficient, appropriate audit evidence to address our

audit objectives.

o We assessed the Department of Revenue’s (DOR’s) compliance with the Official Year-End
Closing Instructions issued by the Office of the State Comptroller (OSC) to ensure that state tax
revenue on hand as of June 30, 2018 was deposited, recorded, and reported in fiscal year 2018.

e We reconciled tax revenues received by DOR and other state agencies identified as receiving tax
revenues to OSC records. To this end, we reviewed DOR’s GeniSys accounting and reporting
system and determined that GeniSys transactions were accurately reported in the
Massachusetts Management Accounting and Reporting System (MMARS) (see Exhibits Il and VI).
We also conducted a limited data reliability assessment of GeniSys that included a review of
security policies and access controls, as well as observations of audit logs and lockout settings.
We found the data reliable for the purposes of our review.

e We performed testing of various tax data and the related tax collecting, depositing, recording,
and reporting systems within the state’s accounting system in order to determine the degree of
reliance we would place thereon to ultimately render conclusions on the Report of the Net State
Tax Revenues and Allowable State Tax Revenues submitted by the Commissioner of Revenue,
including the related calculations and methodology.

e We reviewed and analyzed applicable state statutes to determine state tax revenue sources.

o We performed internal control reviews, fraud risk assessments, and other procedures we
considered applicable and feasible under the circumstances.
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e We obtained the most recent Massachusetts wage and salary data paid to the citizens of the
Commonwealth for calendar year 2017 from the United States Department of Commerce’s
Bureau of Economic Analysis.

We conducted fieldwork at DOR, the primary source of tax revenue for the Commonwealth, and at
other agencies identified as sources of state tax revenue (i.e., the Massachusetts Gaming Commission,
the Massachusetts State Lottery Commission, the State Athletic Commission, the Division of Insurance,
the Office of the Secretary of the Commonwealth, and the Department of Unemployment Assistance) as

we considered it practicable and feasible under the circumstances.

To accomplish our objectives, we reviewed and reconciled state tax revenue information at the DOR and
other state agencies identified as sources of state tax revenue and state accounting records in MMARS
to identify Commonwealth state tax revenues for the purposes of Section 2 of Chapter 62F of the
General Laws. The electronic data sources used for this analysis constitute the official accounting
records of the Commonwealth, are widely accepted as accurate, and form the basis for the
Commonwealth’s audited annual financial statements. In addition, in 2014, we conducted a data-
reliability assessment of MMARS. As part of this assessment, we tested general information technology
controls for system design and effectiveness. As part of the data-reliability assessment, we also tested
for accessibility of programs and data as well as system change management policies and procedures for
applications, jobs, and infrastructure. During our current review, we performed analytical procedures,
such as comparisons and reconciliations to available revenue summary totals in the applicable agency
accounts, to confirm that the Commonwealth database information we used was consistent with other
available information. Based on the above factors, we concluded that the data used were of sufficient

reliability for the purposes of our audit.

As a result of our audit, we have determined that the net state tax revenues of $28,178,560,547 for the
fiscal year ended June 30, 2018 were below the allowable state tax revenues of $32,531,393,763 (as
defined in Chapter 62F of the General Laws) by the amount of $4,352,833,216 (see Exhibit I).




Audit No. 2019-5555-3S State Tax Revenues
Legislative History

LEGISLATIVE HISTORY

In November 1986, “An Act Phasing Out the Surtax on the State Personal Income Tax and Limiting State
Tax Revenue Growth to the Level of Growth in State Wages and Salaries” was approved by the voters of
the Commonwealth. On December 4, 1986, it became law as Chapter 555 of the Acts of 1986, which

added Chapter 62F to the Massachusetts General Laws.
As shown below, the history of tax legislation related to Chapter 555 is complex.

On November 8, 1975, Chapter 684 of the Acts of 1975 became law and imposed, beginning in calendar
year 1975, a 7.5% surtax.

In September 1985, the law that was proposed by initiative petition and that ultimately became Chapter
555 of the Acts of 1986 was drafted by the Citizens for Limited Taxation (CLT) and the Massachusetts
High Technology Council, and on December 4, 1985, the signatures necessary for the initiative petition

to become a legislative referendum were filed with the Secretary of the Commonwealth.

On December 18, 1985, Chapter 593 of the Acts of 1985 repealed the 7.5% surtax imposed by Chapter
684 of the Acts of 1975 and imposed a 3.75% surtax for calendar year 1986.

On January 3, 1986, the initiative petition was introduced as a legislative referendum (H4004).

On May 6, 1986, the initiative petition was rejected in the House of Representatives. It was not acted

upon in the Senate by the May 7, 1986 deadline.

On August 7, 1986, sufficient additional signatures were collected by CLT, and the initiative petition was
submitted to the Secretary of the Commonwealth for placement on the November 4, 1986 state

election ballot and became known as Question Number 3: “Limiting State Tax Revenue Increases.”

On October 25, 1986, Chapter 488 of the Acts of 1986 repealed the 3.75% surtax imposed by Chapter
593 of the Acts of 1985 for calendar year 1986 and imposed controls over the growth of state revenue.
On November 4, 1986, the electorate voted in favor of limiting the growth of state tax revenues,
repealing the 7.5% surtax of Chapter 684 of the Acts of 1975 and imposing a new 3.75% surtax for
calendar year 1986.
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On December 4, 1986, the Secretary of the Commonwealth certified the initiative petition as Chapter
555 of the Acts of 1986 (An Act Phasing Out the Surtax on the State Personal Income Tax and Limiting

State Tax Revenue Growth to the Level of Growth in State Wages and Salaries).

On December 9, 1986, Chapter 577 of the Acts of 1986 became effective immediately as an emergency

law and repealed all surtaxes retroactively, beginning January 1, 1986.

On July 16, 1988, Chapter 163 of the Acts of 1988 authorized Barnstable County to enact a county deeds

excise not to exceed the excise tax imposed by the Commonwealth.

On June 30, 1989, Chapter 193 of the Acts of 1989 provided for a temporary increase to the excise
deeds rate set to expire on June 30, 1992. It stipulated that 85% of the increase in receipts would be
retained by the county in which it was accrued and that 15% of the increase in receipts would be
deposited in the Commonwealth’s County Correction Fund. Section 2 of Chapter 61 of the Acts of 2009

repealed Section 13 of Chapter 64D of the General Laws.

On October 27, 1989, Chapter 448 of the Acts of 1989 became effective immediately as an emergency
law and extended the reporting date for the filing of certain financial statements for the Commissioner

of Revenue (September first) and the State Auditor (third Tuesday of September).

On March 9, 1993, Section 42 of Chapter 19 of the Acts of 1993 amended and extended Chapter 193 of

the Acts of 1989’s temporary deeds excise rate increase set to take effect on July 1, 1992.

On July 1, 1993, Section 127 of Chapter 64K of the Acts of 1993 became effective and imposed a stamp

tax on the possession of controlled substances.

On July 27, 1995, Chapter 81 of the Acts of 1995 was enacted, amending Chapter 63 of the General

Laws, which provides for the taxation of financial institutions doing business in Massachusetts.

On June 30, 1996, Chapter 151 of the Acts of 1996 became effective and abolished Franklin County as of
July 1, 1997. Deed excises previously collected by the county were thereafter collected by the

Commonwealth.

On July 11, 1997, Chapter 48 of the Acts of 1997 became effective and abolished Middlesex County
immediately and Hampden and Worcester counties as of July 1, 1998. Deed excises previously collected

by the counties were thereafter collected by the Commonwealth.
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On November 17, 1997, Chapter 152 of the Acts of 1997 became effective and imposed, in addition to
the excises levied under Chapter 64G, a convention center financing fee at the rate of 2.75% upon the
transfer or occupancy of any rooms in any hotel or motel in the cities of Boston, Cambridge, Springfield,
and Worcester, as well as a 5% surcharge on the purchase price of any ticket for a sightseeing tour and a
$10 surcharge on each vehicular rental transaction contract in the City of Boston, $1 of which is to be
paid to the City of Boston, and a $2 per day surcharge for parking in a facility built in conjunction with an
authorized convention project in the cities of Boston, Springfield, and Worcester. Chapter 45 of the Acts
of 2001 added the convention center financing fee to the cities of Chicopee and West Springfield. Except
for the S1 vehicular rental surcharge that is paid to the City of Boston, these revenues are includable as
state tax revenues as defined in Chapter 555. For fiscal year 2018, net state tax revenue included
$93,222,172 in convention center financing fees for room occupancy; $17,177,598 in convention center
surcharges; and $36,472,407 in taxes imposed on sales of meals, beverages, and other tangible property

or services.

On July 21, 1998, Chapter 175 of the Acts of 1998 was enacted, amending Chapter 151A of the General
Laws by inserting Section 14L and imposing a Workforce Training Contribution of 0.075% on wages. The
Director of Workforce Development is required to adjust the rate of contribution (consistent with
federal law) so that the total amount of the contribution in a year substantially equals $18 million. The
contributions are to be deposited in the Workforce Training Fund, a separate fund on the books of the
Commonwealth, codified in Section 2RR of Chapter 29 of the General Laws, and are to be used for
workforce training. Contributions deposited in the Workforce Training Fund are subject to
appropriation. Chapter 175 also repealed Section 14L as of December 31, 2001 and increased the
amount of all personal income tax exemptions. On December 30, 1999, Chapter 172 of the Acts of 1999
was enacted, amending the repeal of Section 14L of Chapter 151A to December 31, 2002. Effective July
1, 2002, Section 159 of Chapter 184 of the Acts of 2002 further amended Chapter 172 of the Acts of
1999 by extending the repeal to December 31, 2005. On June 30, 2005, Section 8 of Chapter 45 of the
Acts of 2005 further amended Chapter 172 of the Acts of 1999 by extending the repeal of Section 14L of
Chapter 151A to December 31, 2008. Effective June 24, 2006, Section 78 of Chapter 123 of the Acts of
2006 further amended Section 8 of Chapter 45 of the Acts of 2005 by extending the repeal to December
31, 2010. Effective May 22, 2010, Section 33 of Chapter 112 of the Acts of 2010 further amended
Section 78 of Chapter 123 of the Acts of 2006 by extending the repeal to December 31, 2012. Effective
October 27, 2011, Section 2RR of Chapter 29 was amended by Section 5 of Chapter 142 of the Acts of
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2011 to change the designation of the Workforce Training Fund to the Workforce Training Trust Fund.
The director of the Department of Career Services may contract with the Commonwealth Corporation to
administer the fund. Moreover, as the trustee of the fund, the director of the Department of Career
Services, without further appropriation, shall make expenditures from the fund to provide grants to
employers, employer groups, labor organizations, and training providers for projects to provide

education and training to existing employees and newly hired workers.

On August 31, 1998, Chapter 300 of the Acts of 1998 became effective, transferring Hampshire County’s
functions, duties, and responsibilities to the Commonwealth effective September 1, 1998 and abolishing
Hampshire County as of January 1, 1999; Essex County as of July 1, 1999; and Berkshire County as of July
1, 2000. On November 16, 1999, Chapter 127 of the Acts of 1999 transferred the Berkshire County and
Suffolk County registries of deeds to the Commonwealth effective July 1, 1999. Deeds excises previously

collected by Berkshire County were thereafter collected by the Commonwealth.

On December 13, 2000, Chapter 267 of the Acts of 2000 (The Massachusetts Community Preservation
Act) became effective, establishing Chapter 44B and authorizing a $20 surcharge on certain fees of the
registers of deeds and assistant recorders for instruments left for recording, filing, depositing,
registering, or entering, and a $10 surcharge for recording, filing, depositing, registering, or entering a

municipal lien certificate.

On April 12, 2006, Chapter 58 of the Acts of 2006 (An Act Providing Access to Affordable, Quality,
Accountable Health Care) became effective, establishing Chapter 111M, which required each resident of
the Commonwealth who filed a Massachusetts personal income tax return, beginning with taxable year
2007, to designate on their return whether they had health insurance coverage. A resident who had
access to affordable health insurance coverage but did not obtain and maintain the coverage, and to
whom an exemption did not pertain, was subject to penalties prescribed under Section 2 of Chapter
111M. All penalties assessed and collected under Section 2 were designated for deposit in the

Commonwealth Care Trust Fund, established by Section 2000 of Chapter 29 of the General Laws.

On January 3, 2007, Chapter 422 of the Acts of 2006 (An Act Relative to the Worcester DCU Arena and
Convention Center) became effective and designhated receipts from excises levied under Chapters 64G
and 64H (from establishments located in the DCU center finance district) for deposit in a separate fund

titled the City of Worcester DCU Capital Improvement Fund solely to pay or provide for the principal of,
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and premium and interest on, all bonds or notes issued by the City to finance DCU center improvement
costs authorized under the act. In addition, the act provides that if, in any fiscal year, total revenues
deposited in the DCU Capital Improvement Fund are insufficient to pay or provide for the principal of,
and the premium and interest payable on, all bonds and notes, the City may impose an administrative
parking surcharge in an amount not to exceed $3 per day upon any vehicle that parks during the two-
hour period before the starting time of any event at the DCU center, or a facility betterment fee of not
more than S3 on each ticket to each event held at the DCU center, or any combination thereof as
determined by the city council. During fiscal year 2018, excise tax receipts collected and deposited in the
DCU Capital Improvement Fund totaled $1,553,322 from room occupancy taxes and $956,628 in taxes

imposed on sales of meals, beverages, and other tangible property or services.

On July 3, 2008, Chapter 173 of the Acts of 2008 (An Act Relative to Tax Fairness and Business
Competitiveness) was enacted and put into effect various corporate excise rate cuts to be implemented
over a period of years for business corporations (Section 39 of Chapter 63), financial institutions (Section
2 of Chapter 63), S corporations (Section 32D of Chapter 63), and financial institutions that operate as S
corporations (Section 2B of Chapter 63). The applicable rate reductions were effective for taxable years
beginning on or after January 1, 2009. The act, under Sections 48 and 101, also amended Section 32B of
Chapter 63 by allowing for combined reporting for multi-state corporate filers for the purpose of taxing
corporations that operate both within and outside the state. This change also became effective for tax

years beginning on or after January 1, 2009.

On August 8, Chapter 302 of the Acts of 2008 amended Section 6 of Chapter 64C by adding that a
portion of cigarette tax revenues paid under Section 6 of that chapter would be credited to the
Commonwealth Care Trust Fund, established in Section 2000 of Chapter 29. According to Section 6 of
Chapter 64C, the amount credited to the fund beginning in fiscal year 2011 and every fiscal year
thereafter would be equal to the monthly cigarette tax revenues received in each fiscal year multiplied

by the percentage of cigarette tax revenues in 2010 that were credited to the fund.

On July 31, 2009, Chapter 523 of the Acts of 2008 (An Act Relative to the Operation of Low-Speed Motor
Vehicles) became effective and directed the Massachusetts Registry of Motor Vehicles (RMV) to begin
registering two classes of motor vehicles not previously required to be registered in Massachusetts. As
of July 31, 2009, the RMV requires low-speed vehicles and limited-use vehicles to be registered as motor

vehicles. In addition, since these vehicles are considered motor vehicles, casual and isolated sales of




Audit No. 2019-5555-3S State Tax Revenues
Legislative History

these vehicles are not exempt from the use tax (Section 7 of Chapter 64l), which therefore must be paid
on the transfer of these vehicles unless the purchaser is the spouse, mother, father, brother, sister, or
child of the seller, or another exemption applies. As a result of this change, tax is now required and paid

directly to the RMV for these sales.

On August 1, 2009, Sections 53, 55 through 57, and 59 of Chapter 27 of the Acts of 2009 amended
Chapter 64H (sales tax) and Chapter 64l (use tax) by changing the rate of tax for sales and use of tangible
personal property and telecommunication services from 5% to 6.25%. The legislation also repealed the
existing exemption for alcoholic beverages, including beer, wine, and liquor, sold at retail by amending
Section 6(g) of Chapter 64H. However, as a result of a referendum question on the November 2, 2010
ballot, the above law that extended the Massachusetts sales and use tax to alcoholic beverages sold at
package stores and liquor stores was repealed, and the sales tax exemption in Section 6(g) of Chapter

64H was reinstated and became effective for sales on or after January 1, 2011.

On August 1, 2009, Section 61 of Chapter 27 of the Acts of 2009 was enacted and amended the General
Laws by inserting Chapter 64M (Taxation of Direct Broadcast Satellite Service) and imposing a 5% excise
tax on the gross revenues of providers of direct broadcast satellite service to a subscriber or customer in
Massachusetts. The tax applies to actual receipts on or after August 1, 2009 and was passed along to
subscribers or customers as a separately stated item on their bills. During fiscal year 2018, the

Commonwealth collected $9,721,141 from direct broadcast satellite service providers.

On August 6, 2009, Chapter 61 of the Acts of 2009 (An Act Transferring County Sheriffs to the
Commonwealth) was enacted. Under Section 2 of the aforementioned act, which became effective on
January 1, 2010 and amended Sections 11 through 13 of Chapter 64D of the General Laws, with the
exception of Barnstable and Suffolk Counties (which shall transmit all taxes collected under Chapter 64D
to the Commonwealth’s General Fund), on the first day of each month, 10.625% of the taxes collected in
the counties of the other transferred sheriffs (i.e., Bristol, Dukes, Nantucket, Norfolk, and Plymouth)
shall be transmitted to a fund known as the Deeds Excise Fund that shall be maintained separate and
apart from other funds and accounts of each county to satisfy the unfunded county pension liabilities

and other benefit liabilities of retired employees of the sheriffs’ offices. Beginning in fiscal year 2011, if

10
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the minimum obligation? is insufficient to satisfy the unfunded pension and other benefit liabilities, the
county shall retain and transfer to its Deeds Excise Fund an additional amount of the deeds excise
collected necessary to meet its annual retirement assessment and to satisfy the unfunded county
pension and other benefit liabilities until the minimum obligation is sufficient or until the county has
paid the unfunded pension liability in full. Once the liabilities are satisfied, the county shall go back to
retaining 10.625%. Further, with regard to the county of Nantucket, an additional 30.552% of the taxes
collected shall be transferred to its Deeds Excise Fund on the first of each month through June 1, 2029.
If, however, in a fiscal year, the dollar amount that equals 30.552% exceeds $250,000, the excess
amount shall be transmitted to the Commonwealth’s General Fund. The remaining percentage of taxes
collected under Chapter 64D, including all counties whose governments were abolished by Chapter 34B
or another law, but not including the additional excise authorized in Section 2 of Chapter 163 of the Acts
of 1988, shall be transmitted to the Commonwealth’s General Fund. During fiscal year 2018, $9,008,027

was collected and retained by the counties required to maintain a Deeds Excise Fund.

On October 1, 2009, Section 60 of Chapter 27 of the Acts of 2009 added a new chapter to the General
Laws: Chapter 64L (Local Option Meals Excise). Under this chapter, a city or town that accepted the
provisions of this chapter imposed a local sales tax on the sale of restaurant meals originating within the
city or town by a vendor at the rate of 0.75% of the vendor’s gross receipts from the sale of restaurant
meals. This new local option sales tax is in addition to the 6.25% state sales tax on meals and took effect
on the first day of the calendar quarter following 30 days after acceptance by the city or town or on the
first day of a later calendar quarter as designated by the city or town. During fiscal year 2018, the
Commonwealth collected and returned $133,790,946 to 221 cities and towns that had accepted and

imposed this local sales tax.

On October 1, 2009, Sections 51 and 52 of Chapter 27 of the Acts of 2009 became effective and
amended Section 3A of Chapter 64G of the General Laws by increasing the maximum rate of the local
option room occupancy excise from 4% to up to 6% (from 4.5% to up to 6.5% in the City of Boston)
provided that each city or town voted to accept the increased rate. This new rate could be imposed on
the first day of the calendar quarter following 30 days after acceptance of the increased rate, or on the

first day of a later calendar quarter as designated by the city or town. During fiscal year 2018, the

2. In accordance with Section 11 of Chapter 64D of the General Laws, the minimum obligation is determined by agreement of
the Secretary of Administration and Finance, the actuary of the Public Employee Retirement Administration Commission,
the retirement associations and their actuaries, and the county treasurers.
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Commonwealth collected and returned a total of $212,446,833 in local option room occupancy excise

taxes, which includes 182 cities and towns that also accepted the increased rate.

On November 22, 2011, Chapter 194 of the Acts of 2011 became effective and established expanded
gaming in the Commonwealth. Section 16 of the act added a new chapter to the General Laws: Chapter
23K, which established the Massachusetts Gaming Commission and granted the commission the power
and authority to implement, administer, and enforce the chapter. Section 55 of the act established daily

taxes and an assessment payable by category 13 and category 2* licensees as follows:

(a) A category 1 licensee shall pay a daily tax of 25 per cent on gross gaming revenues.

(b) A category 2 licensee shall pay a daily tax of 40 per cent on gross gaming revenue.

(¢c) In addition to the tax imposed under subsection (b), a category 2 licensee shall pay a
daily assessment of 9 per cent of its gross gaming revenue to the Race Horse
Development Fund established in section 60.

(d) Taxes imposed under this section shall be remitted to the commission by a gaming
licensee the aay following each day of wagering.

During fiscal year 2018, the Massachusetts Gaming Commission collected $68,010,487 in daily taxes and

assessments.

3. A category 1 license is issued by the commission and permits the licensee to operate a gaming establishment with table
games and slot machines.

4. A category 2 license is issued by the commission and permits the licensee to operate a gaming establishment with no table
games and no more than 1,250 slot machines.
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EXHIBIT I

Calculation to Determine Whether Net State Tax Revenues Exceeded
Allowable State Tax Revenues for the Fiscal Year Ended June 30, 2018

Allowable State Tax Revenues for the Fiscal Year Ended June 30, 2018
(see Exhibit 1V) S 32,531,393,763

Less:
Net State Tax Revenues for the Fiscal Year Ended June 30, 2018
(see Exhibit I1) 28,178,560,547

Net State Tax Revenues (under) Allowable State Tax Revenues for the
Fiscal Year Ended June 30, 2018 $(4,352,833,216)
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State Tax Revenues

EXHIBIT 11

Net State Tax Revenues for the Fiscal Year Ended June 30, 2018

Type of State Tax Collected Gross State Tax Refunds and Net State Tax
(by Agency) Revenues Abatements Revenues
Department of Revenue (DOR):

Alcoholic Beverages S 85,024,779 S 47,272 S 84,977,507

Financial Institutions 20,607,221 3,164,566 17,442,655

Cigarettes” 595,335,238 1,162,389 594,172,849

Corporations 2,722,521,392 330,367,281 2,392,154,111

Deeds 193,662,743 122,234 193,540,509

Estate and Inheritance 501,081,897 28,126,038 472,955,859

Income” 18,055,756,525 1,800,101,603 16,255,654,922

Insurance 397,285,058 33,715,906 363,569,152

Motor Fuels and I.F.T.A." 774,785,216 5,641,131 769,144,085

Public Utilities (650,000) 0 (650,000)

Room Occupancy * 263,803,340 354,659 263,448,681

Sales and Use * 6,526,048,265 34,785,800 6,491,262,465

Club Alcoholic Beverages 888,824 24,318 864,506

Motor Vehicle Excise 120,322 4,135 116,187

Convention Center Surcharges 17,178,594 997 17,177,597

Community Preservation Trust 23,793,880 0 23,793,880

Controlled Substances 7 0 7

Satellite 9,721,322 181 9,721,141
Subtotal (Department of Revenue) $30,186,964,623 $2,237,618,510 $ 27,949,346,113
Massachusetts Gaming Commission:

Pari-Mutuel Taxes 886,950 886,950

Gaming Revenue Tax 68,010,487 68,010,487
Lottery Commission:

Beano 730,836 730,836

Raffles and Bazaars 1,030,972 1,030,972
State Athletic Commission:

Boxing Contests 208,390 208,390

Boxer’s Fund 33,239 33,239
Division of Insurance:

Excess and Surplus Lines Insurance 42,681,550 0 42,681,550
Secretary of State:

Deeds Excise Stamp Tax Fees 90,956,209 0 90,956,209
Department of Unemployment Assistance:

Workforce Training Contribution 24,675,801 0 24,675,801
Subtotal (Other Agencies) S 229,214,434 S 0 S 229,214,434
Total (Department of Revenue
and Other Agencies) $30,416,179,057 $2,237,618,510 $ 28,178,560,547

* Includes income tax penalties assessed under Section 2 of Chapter 111M of the General Laws (totaling $16,093,026) and cigarette
excise revenue assessed in accordance with Sections 12 and 70 of Chapter 302 of the Acts of 2008 (totaling $122,926,882) credited to
the Commonwealth Care Trust Fund (CCTF). Fiscal year 2018 tax revenues credited to the CCTF totaled $139,019,908.

Tt International Fuel Tax Agreement.

f Includes sales, meals, room occupancy excise taxes, and service fees for the City of Worcester DCU Capital Improvement Fund.
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EXHIBIT III

Net State Tax Revenue Sources for the Fiscal Year Ended June 30, 2018

$1,312,602,963

2 $594,172,849 59

$363,569,15
2%

1%

$769,144,085
3%

N Income

m Sales and Use
H Corporations
= Motor Fuel

B Insurance

H Cigarette

= Other

Note: Percentages are rounded to the nearest whole number.
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EXHIBIT IV

Calculation of Allowable State Tax Revenues
for the Fiscal Year Ended June 30, 2018

Allowable State Tax Revenues for the Fiscal Year Ended June 30, 2017" S 31,095,184,910
Allowable State Tax Growth Factor for the Fiscal Year Ended June 30, 2018 X 1.0461875
Allowable State Tax Revenues for the Fiscal Year Ended June 30, 2018 $ 32,531,393,763

* As defined in Section 2 of Chapter 62F, “allowable state tax revenues” for fiscal year means the following:

beginning after June 30, 1986, an amount equal to the greater of the allowable state tax revenues for the
immediately preceding fiscal year multiplied by the allowable state tax growth for the current year, or in any
case no less than the allowable state tax revenues for the preceding fiscal year. Allowable state tax revenues
as disclosed in our prior report (No. 2017-5555-3S) totaled $31,095,184,910.
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EXHIBIT V

Calculation of Allowable State Tax Growth Factor
for the Fiscal Year Ended June 30, 2018

Massachusetts Wages and Salaries” Wages and Salaries
Calendar Year (in Thousands) Yearly Growth Rate’
2014 $220,037,132

2015 $233,424,075 1.0608395
2016 $246,671,099 1.0567509
2017 $251,844,339 1.0209722
Sum of 2015-2017 Calendar Year Growth Increase 3.1385626
Allowable State Tax Growth Factor for Fiscal Year 2018 (3.1385626/3) 1.0461875

* Source: US Department of Commerce, Bureau of Economic Analysis, Regional Income Division,

Washington, D.C. (pursuant to Section 2 of Chapter 62F).

t Wage and yearly growth ratio is calculated by dividing each calendar year’s wages and salaries by
those of the previous calendar year.

Note: Chapter 62F requires that, in calculating the allowable state tax growth factor for any fiscal year, the
same total for Massachusetts’s wages and salaries for a calendar year utilized in prior calculations
involving that calendar year shall be utilized in subsequent calculations involving that calendar year,
notwithstanding periodic adjustments by the Bureau of Economic Analysis.

The fiscal year 2018 allowable state tax growth factor of 1.0461875 decreased 0.0087017 from the
prior year’s factor of 1.0548892.
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EXHIBIT VI
Comparison of Net State Tax Revenues
for the Two Fiscal Years Ended June 30, 2018

Net State Tax Revenues Net State Tax Revenues Percentage
Type of State Tax Collected for the Fiscal Year Ended for the Fiscal Year Ended Increase/ Increase/
(by Agency) June 30, 2018 June 30, 2017 (Decrease) (Decrease)
Department of Revenue:
Alcoholic Beverages S 84,977,507 S 84,468,004 S 509,503 0.60%
Financial Institutions 17,442,655 (129,805) 17,572,460 13537.58%
Cigarettes” 594,172,849 619,437,194 (25,264,345) (4.08%)
Corporations 2,392,154,111 2,196,705,024 195,449,087 8.90%
Deeds 193,540,509 205,757,639 (12,217,130) (5.94%)
Estate and Inheritance 472,955,859 336,633,142 136,322,717 40.50%
Income” 16,255,654,922 14,699,874,290 1,555,780,632 10.58%
Insurance 363,569,152 358,169,889 5,399,263 1.51%
Motor Fuels and I.F.T.A." 769,144,085 769,442,148 (298,063) (0.04%)
Public Utilities (650,000) (100,549) (549,451)  (546.45%)
Room Occupancy1= 263,448,681 255,458,205 7,990,476 3.13%
Sales and Use * 6,491,262,465 6,241,665,623 249,596,842 4.00%
Club Alcoholic Beverages 864,506 929,018 (64,512) (6.94%)
Motor Vehicle Excise 116,187 97,405 18,782 19.28%
Convention Center Surcharges 17,177,597 16,867,570 310,027 1.84%
Community Preservation Trust 23,793,880 26,675,500 (2,881,620) (10.80%)
Controlled Substances 7 221 (214) (96.83%)
Satellite 9,721,141 10,941,657 (1,220,516)  (11.15%)
Subtotal (Department of Revenue) $27,949,346,113 $25,822,892,175 $2,126,453,938 8.23%
Massachusetts Gaming
Commission:
Pari-Mutuel Taxes 886,950 902,142 (15,192) (1.68%)
Gaming Revenue Taxes 68,010,487 63,431,786 4,578,701 7.22%
Lottery Commission:
Beano 730,836 787,239 (56,403) (7.16%)
Raffles and Bazaars 1,030,972 955,407 75,565 7.91%
State Athletic Commission:
Boxing Contests 208,390 45,450 162,940 358.50%
Boxer’s Fund 33,239 8,517 24,722 290.27%
Division of Insurance:
Excess and Surplus Lines
Insurance 42,681,550 39,349,128 3,332,422 8.47%
Secretary of State:
Deeds Excise Stamp Tax Fees 90,956,209 91,434,961 (478,752) (0.52%)
Department of Unemployment
Assistance:
Workforce Training
Contribution 24,675,801 24,399,595 276,206 1.13%
Subtotal (Other Agencies) S 229,214,434 S 221,314,225 S 7,900,209 3.57%
Total (Department of Revenue
and Other Agencies) $28,178,560,547 $26,044,206,400 $2,134,354,147 8.20%

*

Includes income tax penalties assessed under Section 2 of Chapter 111M of the General Laws and cigarette excise revenues
credited to the Commonwealth Care Trust Fund in accordance with Sections 12 and 70 of Chapter 302 of the Acts of 2008.

International Fuel Tax Agreement.

Includes sales, meals, and room occupancy excise taxes, as well as service fees for the City of Worcester DCU Capital

Improvement Fund.
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1997

1996
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1994
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EXHIBIT VII

History of Net State Tax Versus Allowable State Tax Revenue

28,178,560,547
[$32,531,393,763

26,044,206,400
$31,095,184,910

25 801,807,368
$29,477,204,724
25 239,065,862
$28,071,638,151

23,666,801,084
$27,048,676,153

22.397,185,749
$26,074,941,365
21,384,338,828
$25,236,379,380
20,776,233,462
$25,063,267,393

18.792,776,938
$24,948,702,949

18.513,036,393
$24,591,415,515
21,009,085,498
$23,410,733,896
19,848,063,764
$22,300,580,888

18,592,174,995
$21,284,349,833

17,190,449,564
$20,616,061,092
16,052,917,428
$20,353,327,849

15,030,503,267
$20,398,592,000

14,342,897,375
$19,660,903,748

16,750,682,780
$18,275,231,745

$16,694,058,271

14,302,426,648
$15,470,226,124

$14,391,357,042
$13,460,199,899

12,057,064,452
$12,683,638,184

11,169,123,159
$12,103,063,609

10,610,750,993
$11,589,690,435

3,931,100,366
$11,316,542,889

9,488,727,288
$11,121,867,614

9,297,396,721
410,985,502,946

8,987,084,375
$10,423,347,973

$9,650,107,697
$8,790,004,043
8,073,151,762
W Net State Tax Revenue M Allowable State Tax Revenue
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AUTHORITY BY TAX SOURCE

e Alcoholic Beverages, excise tax imposed by Section 21 of Chapter 138 of the Massachusetts
General Laws.

e Financial Institutions, excise tax and income taxes established by Sections 1, 2, 2A, and 7 of
Chapter 63 of the General Laws.

e (Cigarettes, excise tax pursuant to Chapter 64C of the General Laws.
e Corporations, excise and income taxes imposed under Chapters 63 and 63B of the General Laws.
e Deeds, excise tax established by Chapter 64D of the General Laws.

e Estate and Inheritance, legacies, successions, and transfer tax imposed by Chapters 65, 65A,
65B, and 65C of the General Laws.

e Income, income taxes on individuals, fiduciaries, and corporate trusts established under
Chapters 62 and 62B of the General Laws.

e Insurance, excise tax established by Sections 20 through 29E of Chapter 63 of the General Laws.
e Motor Fuels, excise tax established by Chapters 64A, 64E, and 64F of the General Laws.

e  Public Utilities, corporate franchise tax imposed by Chapter 63 of the General Laws.

e Room Occupancy, excise tax established by Chapter 64G of the General Laws.

e Sales and Use, personal property, transfer, storage, and use tax imposed by Chapters 64H and
64l of the General Laws.

e Club Alcoholic Beverages, excise tax established by Chapter 63A of the General Laws.
e Motor Vehicle, excise tax imposed by Chapter 60A of the General Laws.

e Controlled Substances, stamp tax on the possession of controlled substances imposed by
Chapter 64K of the General Laws.

e Racing, tax on gross receipts imposed by Section 5 of Chapter 128A of the General Laws.
Pursuant to Section 110 of Chapter 194 of the Acts of 2011 (the “Gaming Act”), effective May
20, 2012, the Massachusetts Gaming Commission assumed all the duties and responsibilities
formerly carried out by the State Racing Commission.

e Beano, tax on gross receipts established by Section 39 of Chapter 10 of the General Laws.

e Raffles and Bazaars, tax on gross receipts imposed by Section 7A of Chapter 271 of the General
Laws.
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e Boxing, tax on gross receipts established by Sections 40 and 40A of Chapter 147 of the General
Laws.

e Convention Center Financing Surcharges established by Sections 9 and 22 of Chapter 152 of the
Acts of 1997, amended by Section 13 of Chapter 68 of the Acts of 1999 and amended by Chapter
45 of the Acts of 2001. The administration of this surcharge is vested in the Commissioner of
Revenue by Section 86 of Chapter 62C of the General Laws.

e Unemployment Insurance Workforce Training Contribution imposed by Chapter 175 of the Acts
of 1998. Proceeds are to be deposited in the Workforce Training Fund established by Section
2RR of Chapter 29 of the General Laws. Section 5 of Chapter 142 of the Acts of 2011 amended
Section 2RR of Chapter 29 by changing the designation of the Workforce Training Fund to the
Workforce Training Trust Fund.

e Excess and Surplus Lines Insurance Premium Tax established by Section 168 of Chapter 175 of
the General Laws.

e Deeds Excise Stamps Tax, Secretary of the Commonwealth, established by Chapter 300 of the
Acts of 1998, Section 1 of Chapter 48 of the Acts of 1997, and Section 567(a) of Chapter 151 of
the Acts of 1996.

e Deeds surcharge on fees established by Chapter 267 of the Acts of 2000. Proceeds are to be
deposited in the Massachusetts Community Preservation Trust Fund as established by Section 9
of Chapter 44B of the General Laws.

e DCU Center Financing Surcharges established by Section 3 of Chapter 422 of the Acts of 2006.

e Commonwealth Care Trust Fund established by Section 2000 of Chapter 29 of the General
Laws; revenue deposited from penalties assessed and collected under Section 2 of Chapter
111M of the General Laws and Sections 12 and 70 of Chapter 302 of the Acts of 2008.

e Local Option Sales Tax on Meals established by Chapter 64L of the General Laws.

e Direct Broadcast Satellite Service Excise Tax established by Chapter 64M of the General Laws,
which imposed a 5% excise tax on gross revenues of providers of direct broadcast satellite
service to a subscriber or customer in Massachusetts.

e Expanded Gaming Daily Taxes and Assessment: Chapter 194 of the Acts of 2011 expanded
gaming in the Commonwealth; Section 16 of the act added Chapter 23K to the General Laws,
establishing the Massachusetts Gaming Commission as well as daily taxes and an assessment
payable by Category 1 and Category 2 licensees.
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