Tax Expenditure Commission Meeting
Comptroller’s Office
March 21, 2012
Members in Attendance
Jay Gonzalez, Secretary of Administration & Finance, Chair of Tax Expenditure Commission
Robb Smith, Designee of Auditor Suzanne Bump
Al Gordon,Designee of Treasurer Steven Grossman
Senator MichaelKnapik, Designee of Senate Minority Leader Bruce Tarr
Rep. Steven Levy, Designee of House Minority Leader Bradley Jones
Senator Katherine Clark, Senate Chair, Joint Committee on Revenue
Representative Jay Kaufman, House Chair, Joint Committee on Revenue
Jim Stock, Member of Governor’s Council of Economic Advisers
Alan Clayton-Matthews, Member of Governor’s Council of Economic Advisors
Jennifer Saubermann, Designee of Sen. Stephen Brewer, Chair of Senate Ways and Means Committee
Representative Stephen Kulik, Vice Chair, House Ways and Means Committee, Designee of Chairman

Others in Attendance
Kazim Ozyurt, Director, Office of Tax Policy Analysis, Department of Revenue

Minutes
The motion to approve the minutes from the previous meeting is accepted.
Secretary Gonzalez:This session is to discuss the categories and purposes of thetax expenditures.  Item number two from the outline is for us to articulate the policy categories of tax expenditures.  We recommend a categorization of existing tax expenditures with the goal of helping the public to understand the public purpose of tax expenditures.  In doing so, we should consider what theLegislature is trying to achieve by creating the tax expenditure.The goal here is not to describe the specific purpose of every tax expenditure, using, for example,“investment tax credit.”Instead, it would be helpful to categorize the tax expenditures broadlyby purpose, for example,economic competitiveness or encouraging business investment in MA.  Broad categorization of policy purposes of tax expenditures will enable the public and others to understand whywe make certain tax exemptions.  Item number three ofthe recommendations is to establish a process for determining desired outcomes for every tax expenditure.DOR has made an initial cut for every tax expenditure and what a proposed categorization of those would be.

The commission recommends that the Legislature and Governor work together to create a process to identify a specific policy purpose and outcome for every tax expenditure.  There is a modified proposal in the handout similar to the consensus tax revenue forecast.  The Office of Commonwealth Performance, Accountability and Transparency, the Department of Revenue, the Administration & Finance, stakeholders and the Governor’s office should recommend policy purposes and desired outcomes of tax expenditures.  Then the Joint Committee on Revenue and the Ways and Means committees should review the outcomes and purposes. After this review, these two committees and Administration & Finance should reach a consensus about the outcomes and purposes of the tax expenditures.

Chairman Jay Kaufman:  I have a different picture of the process.  What’s anticipated in the paragraph is a huge job for the first year but not much of a job thereafter.  We should have some kind of notion as to the limits of the tax expenditure budget. 

Secretary Gonzalez:I think describing this as similar to consensus tax revenue process is confusing.  This is a one-time process.  The purpose of this recommendation is to articulate the purposes and outcomes for every tax expenditure.  We should omit language about following procedures for the tax consensus revenue process because this process is not annual.

Chairman Jay Kaufman:  I’d imagine that this would require a large number of lengthy hearings, thus the revenue committee would be the appropriate place to hold the hearings.  

Representative Kulik: I could envision a joint process between the Revenue Committee and Ways and Means.

Secretary Gonzalez:  We don’t have a deadline stated here, but we could think about recommending one.

Senator Knapik:Unlike the consensus revenue figure, review of the tax expenditure budget could look different.  How do we model the consensus number, is there a way the two meet?  Is periodic review of our stated purposes of tax expenditures necessary?  

Secretary Gonzalez:  We agree on the purposes of tax expenditures, that’s why it’s conceived to be a one-time process.  We’ll discuss regular review of purposes at the next meeting.

Robb Smith:I support this framework.  It would be helpful ifthe Governor’s council of economic advisors and people who evaluate economic programs reviewed our determinations to ensure we are using the right terms to quantify data properly and get predictable results.  Also, the process should be reviewed to ensure that policy makers and the public can understand our work.  

Secretary Gonzalez:  I’d like to make two changes to the proposal.  Delete “remaining” on the second line, and delete the first clause beginning with “following” on the seventh line so that it starts with “Ways and Means.”As far as establishing a deadline by which to complete this process, I think we should wait to decide that after more discussion.

The motion to adopt the amendments passes.

Secretary Gonzalez:Now to discuss the second recommendation, I’ll let the Department of Revenue give us a summary of its summary.

KazimOzyurt:  This was our first shot at defining public policy purpose categories for tax expenditures.   Our definitions of expenditure items are based on a reading of statute.  We created seventy-two categories of purposes.  Some tax expenditures may have double purposes, and some may not be uniform.  The categories are subject to change.  “Basic necessities”is one example of a category.  Things like food and clothing would fall into this category.  “Economic competitiveness” is another one, including unequal weighting of sales and payroll, job creation, and film industry job creation.Item number twenty-three, for example, could include tax expenditurestargeted to research and development or investment in technology, as well as special treatment of “S” corporations.  Another category includes “promoting family,” which would include deductions for dependents and child care expenses.  We also have a category for tax expenditures that protect the environment.  For example,the septic system repair credit and the conservation land credit.

Secretary Gonzalez:  It’s hard to know exactly what the Legislature thought in making these expenditure items.  To create these broad categories,it helps from a policy perspective to think about what we’re trying to do when we make these tax expenditures.  Thinking about the purposes of the tax expenditures will also help the public discusstax expenditures.  We need many fewer categories, perhaps ten, to achieve this high level process.  For example, an exemption for electricity– assign this to economic competiveness rather than two categories.  Economic competiveness works well as a category.  Structural tax code policy is good too to encompass many types of exemptions.  Is “basic necessities” broad enough as a category?  Also, it may be helpful, within economic competitiveness, to distinguish between generally applicable corporate and sales tax, and then a category that includes exemptions targeted to particular industries and jobs.

Alan Clayton-Matthews:  I see two dimensions in our tax expenditure categories rather than one.  Under the first dimension, there are three economic categories.

1. Redistribution, such as exemptions for sales tax and groceries.
2. Allocation, such as exemptions that further an economic goal.  I would separate this into two subcategories.  The first subcategory being problems with externalities, or market failures, which would include, for example,a credit for green energy, the social cost of polluting the atmosphere, or a credit for pre-school-to-higher education funding, so people can obtain resources to become educated where otherwise they couldn’t if it were left to the market.  The second subcategory would be economic competitiveness.
3. Efficiency.Tax expendituresin this category are meant to address inefficiencies caused by the way things are taxed, such as avoiding double taxation. 


The other dimension is to identify intended beneficiaries of the tax expenditures.  For example, to help households with school aged children or specifically targeting startup scientific firms.

Secretary Gonzalez: What does the group think about identifying the intended beneficiaries?

Jim Stock:  This concept makes a lot of sense.  Some of these are technical issues to avoid double taxation.  This should be separated out as a third broad category.  

Chairman Jay Kaufman:  Alan’s detail is good.  The advantage to having more general categories is that it would help legislators make judgment calls.  I don’t want to lose Kazim’s work, though.

Alan Clayton-Matthews:  Many of these categories are economic competitiveness/”something,” whether that something is“agricultural” or “broadcasting.”

Secretary Gonzalez: Is there any disagreement with the suggestion to omit some of the broad categories?

Chairman Jay Kaufman:  No, but I don’t want to lose these subcategories.

Secretary Gonzalez:  Perhaps the economic categories will be headings at a higher level thanthe policy categories.  

Senator Knapik:  I think we should keep these categories in laymen’s terms because we aren’t economists and other people who are helping to craft this policy aren’t economists. We could categorize the tax expenditureschronologically.  Simpler terms would be better.  

Al Gordon:  The concept of ten to twelve broad categories would make it more accessible, and I envision the economic categories under these, and then specific examples within the economic categories.  This organization would make it easier to understand.

Jim Stock:  For me, five categories summarize this.  

1. Redistribution, for example, exemptions for food and clothing.
2. Economic competition.

3. Market failures or externalities, such as loans.

4. No double taxation.

5. Other, because some are pretty obscure and difficult to fit in any category.

Chairman Jay Kaufman:  It will take trial and error to determine correct categories.  We shouldn’t invent these by committee.

Secretary Gonzalez:  The problem with the category term “redistribution” is that it suggests someone is taking money from someone else.  We should take into account a person’s ability to pay based on his financial position.  

(Several attendees agree that “fairness” would be a good term to replace “redistribution”).

Secretary Gonzalez:  We should also choose a different name for the “market failure” category.  Maybe “market objectives,” or“market realities?”We don’t have categories that the average person or policy maker would understand. 

Chairman Jay Kaufman: Do the categories from ’91 make sense today?They are “commerce,”“income security,”“infrastructure,”“environment,” etc. 

Secretary Gonzalez: No, those don’t make sense.

(Most attendees agree that the categories from 1991 do not make sense).

Senator Clark:  It’s important to think about when the tax expenditure was created.  What was the government trying to do in 1936 when it created that tax expenditure?

Secretary Gonzalez:  At the next meeting, we’ll discuss regular reporting on tax expenditures.  Perhaps we should discuss that there.

Representative Levy:  We should use “socioeconomic” instead of redistribution.

SenatorKnapik:  Where do we put the Veterans’ tax expenditure?

Alan Clayton-Matthews:  It is redistribution, technically, from one taxpayer to another.   Is “fairness” a better name?  

Senator Knapik:  What’s the best word or phrase?

Jim Stock:  “Transfer” perhaps, because technically it is a transfer, from one taxpayer to another, which might be perfectly justified.   

Chairman Jay Kaufman:  It’s good to clarify our large tax expenditure budget of $26 Billion.  There’s no right way to do this.  It would be useful to reduce the category of services.  NCSL has done comparisons of what states are taxing which services, and we need such data.  This is a large category of untaxed stuff.

Secretary Gonzalez:  We’ll figure something out and get it to you guys to think about, so we can decide later.

Representative Kulik:  I agree with Jay.  The process to figure out what you’re doing by giving tax expenditures is hard, so we need to clarify our goals.  This will help very much in performance management, a priority of the Governor.  In turn, this will help us thereby discern whether we’re accomplishing our goals for the public.   

Secretary Gonzalez:  Ournext meeting will be next Tuesday.  This meeting is adjourned.

