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Minutes
Secretary Gonzalez – Good morning everybody. I will officially call the Tax Expenditure Commission to order. Thank you all for being here. Does everybody have a copy of the agenda? Do the commission members have one? 

(Yes.)

First, my lawyer is suggesting that, since we have one of the commission members on the phone, we take a formal vote to allow him to participate remotely. 
Does everyone have a copy of the meetings from last minute and have a chance to read them? Before we do that, let’s let Alan vote for it. 

The Attorney General’s office has certain regulations to allow for remote participation, including for reasons of geographic distance, which is my understanding of why Alan Clayton-Matthews cannot be here in person today. Shall we vote to allow remote participation for these reasons as allowed by the Attorney General? This will be the exception and not the rule.  All in favor, say Aye. 

(All vote Aye.)

Secretary Gonzalez: Great. Let’s also vote on accepting the minutes of our last meeting.

Auditor Bump: I move to accept the minutes. 

Secretary Gonzalez: All those in favor say Aye.

(All vote Aye.) 

Secretary Gonzalez: Minutes are adopted unanimously

Secretary Gonzalez: There are two other items to take up today. First, the Department of Revenue (DOR) data update on their website. It’s been a while since we have heard from DOR on where that stands. This is a chance to get some guidance from commission members as to any other data they would like to be worked on before our final report, which is due at the end of April. I also want to develop a schedule to get us to that deadline, and letting DOR know rather quickly what data they should be working on for us would be good. 

Second, I would like to begin a discussion of recommendations for our report. I have taken the first step of putting together an outline to get to that, but whether or not it is an adequate framework to work off of for our successive meetings is something we should take up today. 

I will now ask Commissioner Pitter to give us an update on DOR’s website work. 

Commissioner Pitter: I am going to turn it over to Kazim Ozyurt, but do ask you do let us know of any additional data you would like for us to work on for the Commission. 

Kazim Ozyurt: As you may have noticed we have reorganized the materials on the website for ease of understanding. As soon as you get to the Tax Expenditure Commission materials, you will see options on the left where you can drill down and get more info. The first screen will give you more information on our most recent Tax Expenditure Budget (TEB). We created a pdf version of this file. We have not made any changes in the format of this document at this time, but will of course take recommendations on this as a result of the commission’s report if needed. The next document on the first page is the TEB Master database. It has info on many different categories. We have tried to compile all of the information requested here. It has information on many things, including beneficiaries, profiles, and what the benefits are. It’s a good thing to look at and if it is missing anything let us know and it can be incorporated. We also posted the 1991 TEB budget. That will be available to the public as well. Also at the bottom we have included the Commissioner’s TEB presentation. 

Again, on the left you can drill down to different areas. As you know, the first item on the left column is the Tax Expenditure Commission agenda and minutes. I believe this is where the final report will be posted as well. 

The next one item on the left column is a collection of reports. Some of these are statutorily required. Basically we are going to post some more, and do updates on those. The next item on the left column is information about refundable credits because, as you know, 2011 will be the first year when certain beneficiaries of refundable credits will be posted.

The next item is Research & Literature. We tried to categorize literature by topic so that someone who is trying to understand the budgeting process can easily find information. For example, we have had a session about TEBs and how various states have compiled them. Another research area is the taxation of services. I am going to come back to this because we have additional data on this area. I believe there was some discussion on this and it might be useful for the members to look at this research. Last in this list, but not least, is “Other TEB Studies,” which includes studies from several states. Only thing is that, here, we were unable to post some of the studies in whole because of copyright issues. 

I want to go back a little bit to the study on Services Taxation. This is one of the most comprehensive studies we have found so far, a survey of all 50 states on the taxation of services. We have found that this study can be very useful if anyone wants to take a look at it. We also looked at the Federation of Tax Administrators (FTA) website to find out what types of services are being taxed. As you can see here, this survey has been done every few years for a long time, the most recent one being the 2007 survey. I want to open this file, it is in an excel format. It contains information of all different types of taxable services and answers by all 50 states on whether they do tax them and by how much, as compiled by the FTA. It gives you answers both over time and across states. This table here shows a summary of some the information. I believe this is very useful for members of the commission to have. The most useful column is this one, which allows you to sort by state and see how each one taxes certain services. 
Secretary Gonzalez: Before you leave that page, there is an important piece of context that you all should remember. In FY12, the TEB is $24 billion dollars.  $9 billion of that is from the fact that we do not tax services in MA.  So this is particularly interesting state-by-state comparison of what other states do. Kazim, can you point to MA on that chart?

Kazim Ozyurt: Massachusetts is 5th in this survey, along with Montana, Nevada, and Virginia. This gives you a glimpse as to where we are as a state on service taxation.

Secretary Gonzalez: This is very useful information that shows us how we compare as a state.  Kazim, is there any other information since this was last done? 

Auditor Bump: Quick question about the FTA data. Is that updated on an annual basis?

Kazim Ozyurt: No, 2004 & 2007 were the last years. They do updates later on, but we mostly have access to other states individually and what they do. 

Auditor Bump: This is tremendous information. Thank you for putting it all together. 

Secretary Gonzalez: I know we have been seeing recently with other states, like Connecticut and Rhode Island, that one of their budget solutions it starting to tax more of these services. So, I don’t know if this is a trend, but it is something our neighboring states are looking at. Thank you, Kazim. 

Are there any other questions for Kazim, or do people have any other areas that they want DOR to look into and collect data on? You can also look at this information and send an email asking DOR to delve deeper into certain areas. 

Chairman Kaufman: It would be good to get an update on these numbers since 2007, to the extent that this is possible, because we should be making decisions in real time as much as we can. 

Kazim Ozyurt: We can look into that, yes.  

Secretary Gonzalez: Great. We want to thank DOR so much for all of their work in putting together all of this data. Now, do you all have this outline? Ok, we are about to send it around. 

(The outline – attached to these minutes -- is handed around the table). 

Secretary Gonzalez: At our last meeting we made great progress by finalizing the Commission’s priorities. What I thought might help next in trying to get consensus around a work plan is to put together an outline for what a final report would look like, and get a sense from you commission members on whether this is what a final report should look like. 

A couple of points to start on this: Nothing written on this page is final, and even after this meeting they won’t be final. This is more to get a sense on whether this is the right direction. So, even if the recommendations, in the end, are stated at a really lofty level, the purpose today, hopefully, is not to debate these recommendations, but to see if people agree generally that they are the types of issues we ought to be discussing.

 Ideally, as of a couple of weeks from now, we will start having weekly meetings and we could use this outline in subsequent meetings as a work plan to get a more fleshed out version of the recommendations and then take votes to get to a final set of recommendations together for a report. That was my thinking behind this. 

In terms of the outline, what I will do is walk through each section and get a quick reaction from people. I want to get a general sense if people think there is something missing and whether these are the right topics to be thinking about going forward. Does that big picture approach sound ok to people? 

(Agreement). 

Secretary Gonzalez: Introduction: I thought this would be a section where we could state the genesis of the commission. Who the members are, who the staff are, describe the meetings we have had and describe the process. We could also include as an appendix all of the detailed minutes we’ve had. 

(Agreement)

Secretary Gonzalez: Then I thought we should have one section of the report that, at some level, lays out the facts of what our current TEB is. I see this as a place where we reflect a conversation of what is in all the stuff that DOR has developed for us, with somewhere on the website that links to the databases, such as the state-by-state comparison surveys, that DOR has put together. Are there any reactions to that?

Senator Clark: I had a question you may have just answered, which is how we describe/define the TEB. This might have already been described in a prior meeting – this is only my second meeting. But having that description would be helpful. 

Secretary Gonzalez: Yes, in the minutes of previous meetings there is a description of the TEB, which is a slight modification of the definition used by DOR. 

Next we could have a section on the findings of the TEB. It could start with the principles, which we have already agreed on. This is a section we could or could not have, but I think it might be helpful as a starting point of where the report is coming from. 

Auditor Bump: I think either way, with or without it, would be fine. I say we leave it for the drafters to choose, but it might be redundant. 

Chairman Kaufman: I could also go either way. It could serve as a preamble to our existence, or it might serve as a summary or starting point for ourselves. 

Secretary Gonzalez: This is an area we probably could decide, process wise, as we are taking votes on the final report. 

Auditor Bump: You could put this in the legislative mandate as these facts being what gave rise to the commission. 

Chairman Kaufman: I would be happy leaving this for the drafting committee to decide. 

Secretary Gonzalez: I believe the drafting committee is one person. Dave Davenport, from DOR, will be drafting. We will be sure to include that context in the final report. When I say we could put in the drafting principles that would of course be with some context attached to it.

Chairman Kaufman: Regarding the principles, there might be some confusion about how they were worded as an amendment to a recent bill in the House. I tried to edit the principles we agreed on at our last meeting down in the sense of brevity for the bill. To the extent that I did that and it aggravated people, I apologize. There was no intention to change what we have decided on and language can be added back in during conference committee. 

Secretary Gonzalez: Now onto the second item I wanted to discuss today, if I just walk through each recommendation that I have written down on this piece of paper. Again, the intention is not to decide on these recommendations now, but on whether these are the right ones to guide us going forward.

The first one here is a recommendation to reduce the number of tax expenditures overall in the TEB. This is one that people might disagree on, but it comes from the guiding principle that our TEB should be simplified. What exactly that recommendation looks like, I think … I am interested in other people’s views… but I think it is unlikely that this commission will be looking at every single tax expenditure and saying yes or no, because this commission does not have the data to do so. Rather, we want to have some recommended criteria so that the Legislature and Governor will be able to do that, go through one-by-one. Also this commission will work to make it possible for them to have the information they need to do this exercise. 

Also we should be explicit that we are not making recommendations about what a reduction in the TEB means, whether it might also allow us to reduce tax rates across the board. If the Legislature decides to reduce the TEB it can then decide to reduce rates or invest in stuff. But that, again, is not what this commission is going to do. Our charge is to make recommendations around the TEB only.  What are people’s reactions on this subject and on whether to make a recommendation along these lines?

Chairman Kaufman: Absolutely, we should address this issue. This is one of the main reasons for this commission. Perhaps I would recommend putting in place a timeline on when the Governor should get this review done?

Al Gordon: I would also think about recommending prioritizing of some tax expenditures for more immediate review, assuming that it will not be possible to tackle them all immediately. I would advise that there be a recommendation for what should be prioritized. 

Secretary Gonzalez: Any objection for these to be things we look at when making these recommendations?

[None.]

Secretary Gonzalez: Next is to make distinction between the public policy purposes for tax expenditures. Right now our TEB is articulated on whether it’s a tax break against the income tax, sales tax, or corporate tax, or in terms of whether it’s a credit or deduction. I think we have talked in the past about whether it would be helpful to have the TEB articulated, instead, in terms of policy purposes. For instance, whether they are about job creation or ability to pay. I think it would be useful to go over the exercise of doing that.  I am curious about whether you agree that this is something we should take on. 

Auditor Bump: I agree. This could also help with the goal of prioritization. 

Senator Knapik: I wonder if we’re using a 2012 prism with things that were done 20 or 30 years ago. I wonder if, well certainly if we list things or chronologically date things as they come in… For example, maybe the purpose we attribute to a tax expenditure is not the same as the purpose that was contemplated in 1997, or whenever; it is not the same as now. I wonder if we can be objective in present terms. 

Secretary Gonzalez: Going forward this is what we are hoping future policy makers won’t have to guess at, why we want to include policy objectives now. In a sense, this would be a subjective exercise. We wouldn’t know exactly what the policy was of a tax expenditure when they put it into law in 1930, but it would be a helpful exercise. 

Senator Knapik: So, going forward, if the Legislature were to be considering a new tax expenditure, would we be thinking in a context of a more clearly defined vision of an outcome?

Chairman Kaufman: I think that is our goal and we should be modest in how we will achieve it. One of the problems of the TEB is that we haven’t even tried to make those judgments at all. Going forward we might not make them perfectly, but it is a good idea to try. 

Jim Stock: Since we are at a level of discussing what we should be discussing, I believe this is certainly something to consider. It seems as though it is very closely linked to your next item, on whether public policy purposes for tax expenditures are worth considering going forward. 

Secretary Gonzalez: The difference between these two points is that #2 is meant to look at the current (past) TEB and come up with categories under which to categorize groups of tax expenditures, as opposed to going to each separate tax expenditure and finding a particular policy purpose. Point #3 is charging the Legislature and Governor with looking at both our current and future TEB and being clear in articulating what the purpose for each tax expenditure is. Whether of not, for example, the film tax credit is successful depends on what the underlying public policy purpose of that tax expenditure is. This is what #3 is about. 

Auditor Bump: Jay, did you see #6 as being part of #3? It seems that one is looking towards the future and one is how it is?

Secretary Gonzalez: #6 is looking at the TEB into the future, but #3 is looking at the TEB as it currently stands. In light of our principles and other recommendations, looking at the TEB and whether it is going to be enacted, the Legislature and Governor should look to whether it conforms with these principles and goals. 

Next, point #4 gets to the issue of transparency. There has been lots of discussion and I have gotten a lot of feedback from all of you about transparency. There might be some difference of opinion on the level of detail that should be provided. What I have proposed here is that we should make some recommendation on how transparency should work. The Commonwealth Performance, Accountability, and Transparency (CPAT) office is charged with performance management across the executive branch, as well as some other responsibilities. I believe this office being charged, along with DOR, to provide a report to the public, would be the right place to do this. If the Legislature articulates a public policy goal for each tax expenditure, CPAT can collect the data with DOR’s help to measure the success of that goal and that tax expenditure. They can report on the effectiveness of the tax expenditure based on these metrics. We can talk about whether this is the right people and the right approach. This is all something this commission should decide and make recommendations on. It seems to me this is something we need to talk about. 

Chairman Kaufman: I agree, and it would be helpful for the meeting where we discuss this particular recommendations if we all did some homework on this issue. Both the NCSL and PIRG have done a lot of work on this area that would be helpful to us. 

Senator Clark: I don’t mean to come back to this, but the timing of #3 and #4, I am not sure how we are to evaluate what to reduce and the timeline for it. 

Jay: We should talk, when we have the discussion on recommendation #1, that’s the kind of thing we should talk about. First about whether we should be recommending #1 at all. 

Senator Clark: So, much depends on how we are defining what the TEB is. 

Secretary Gonzalez: I think we have modified a bit what the definition currently is in the statute to be more expansive. We have opened it up a bit to include everything. As for what we are making recommendations on, we have expanded it to look at the most number of things we can. 

Jim Stock: After going through the open checkbook process, I want to suggest what we take that as we move into this next process. 

Secretary Gonzalez: In point #5 we have talked about the absence, to date, of any legislative review of existing tax expenditures. Some have talked about a standard review timeline, but there might be some problems with this, as we might want to treat some different tax expenditures differently in terms of review. But some level of review more than what we have been having, which is none, is certainly something we should talk about. Any objection? 

(None)

Secretary Gonzalez: Point #6, which we briefly discussed, is about articulating the public policy purpose of each tax expenditure going forward. Is there any objection about looking into that? 

(None)

Secretary Gonzalez: Point #7 is about the issue of clawbacks. One of the impetuses for creating this commission was whether the entities that receive the benefit of these tax expenditures were being held accountable to the conditions under which these tax expenditures were put in place. Looking at the enforcement of this is something I believe we should consider and talk about. Any objection? 

(None)

Secretary Gonzalez: Is there anything else not on this list anyone believes we should talk about?

Senator Clark: What about the administration of tax expenditures?

Secretary Gonzalez: I believe that is covered in #7. Perhaps we should make clear that this one isn’t just about enforcement, but also covers administration. 

Chairman Kaufman: There are some examples, probably none better than our life sciences section, about how to do tax expenditures well. We might want to look at this and try to include these best practices in our recommendations as well. It might fit best when discussing #6. 

Secretary Gonzalez: Yes, agreed. 

Jim Stock: I found it helpful to think about these recommendations in a different framework; which might be helpful for everyone. I thought about them as fitting into 3 categories: (1) For the current TEB there are many categorizations and we could talk about how/whether to limit them, (2) for potential future tax expenditures there is thinking about process, then (3) there is the third rail on existing tax expenditures, to describe their merits. 

Secretary Gonzalez: After thinking about how these recommendations fit together, I want to discuss which ones of these it makes sense to take up in conjunction. And I believe your categorizations might come in very handy there, in deciding which ones of these to take up together. I am hoping to develop a work plan within a few days of today on the framework within which to take up these priorities in our upcoming sessions. 

Are there any other additions?

Al Gordon: Nothing else to add, but it would be helpful if, for these packets or frameworks that you will be putting together, could there also be included some legal background on relevant issues, such as around the issue of transparency and privacy, or contractual obligations? I believe this should also be part of the briefing materials. 

Secretary Gonzalez: Also, I should point out, if there are elements which you believe there is information you believe could be useful, I would invite you to send them our way and we will do our best to include them. 

If there are no other comments, we will adjourn until next time.
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3. Relevant  comparisons to other states based on best info available

i. Data publicly available and disclosed

ii. Substance of TEs
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3. Lack of comprehensive framework and approach to TEs

4. Lack of regular review of effectiveness of TEs
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F. Recommendations of the TEC

1. Recommend Legislature and Governor work together to reduce number of TEs and size of TEB

i. Recommended criteria and possible approaches (based on guiding principles, but more detailed) 
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