
No. 2400HOUSE

Under Resolves of 1954, Chapter 20, as amended.

January, 1955

BOSTON
*

WRIGHT & POTTER PRINTING CO., LEGISLATIVE PRINTERS
32 DERNE STREET

1955

Che Commontoealth of Massachusetts

SECOND REPORT
OF THE

FISCAL SURVEY COMMISSION

REVENUE PROGRAM FOR THE
COMMONWEALTH





CONTENTS.

Members of the Commissioi
Letter of Transmittal
Introduction

Capital Outlay
Local Aid .

Additional Revenue Requirement
Tax Base for the Commonwealth

State Tax Base
Local Tax Base

Recommendations
I. Personal Income Tax Recommendatioi

11. Corporation Tax Recommendations
111. Temporary Tax Recommendations
IV. Non-Resident Income Tax Recommendatioi
V. Retail Sales Tax Recommendations

VI. Stabilization Fund Recommendatio
VII. Fund Structure Recommendation

Composite Plan
Minority Staten
Appendix

Tables
No

I. Replacement and Additional R enue Needs, 1956
A. Comparison of Tax Burdens of a

setts Income Tax and the New
Families in Six Income Groups,

3 per cent Sales Tax. the
York Income Tax on 4-'

191

Appendix Tables,

I. Present and Recommended Massachusetts Personal Income Tax Rates
by Class of Income and the Exemptions and Deductions Allowable

Business Incomi 29

11. Effect of Present Income Tax and the Proposed Income Tax upon
Individuals and Various Groups with Business Incomes of $2,000
to $50,000 30

111. Temporary Taxes, Present and Recommended Rat 31

IV. Estimated Effect in Fiscal 1956 of the Expiration of Temporary Taxes
and Recommended Revision of Rates and Bases . . . .

V. General Sales or Gross Receipts Tax Collections by State, Fiscal 1954
VI. Sales, Personal Income and Corporate Income Taxation AmongState

33

1954 34

VII. Effect of Proposed 3 per cent Sales Tax upon Family of Four with In-
come of $2,000 to $lO,OOO

Massachu-
*erson City



Sen. Geobge Evans of Wakefield, Chairman.
Rep. Haeexson Chadwick of Winchester, Vice-Chairman.
Sen. Elizabeth A. Stanton of Fitchburg.
Rep. John J. Beades of Boston. 1

William H. Bixby, Budget Commissioner.
Fked A. Moncewxcz, Comptroller.
William A. Schan, Commissioner of Corporations and Taxation
Sheewin C. Badgek of Dover.
E. J. Bebhaut of Danvers. 2

Caeeoll F. Holt of Groton

1 Member from establishment of Commission until January 5, 1956.
Member from establishment of Commission until December 10, 1964

Cl)c Commontoealti) of opasisadbusctts

MEMBERS OF THE COMMISSION.



January 10, 195

To the Honorable Senate and House of Represeniativ

The Fiscal Survey Commission submits herewith its Sec-
ond Report, “Revenue Program for the Commonwealth.”
It is designed primarily to show how the serious financial
situation of the Commonwealth, discussed in the First Re-
port, may be solved while at the same time providing greater
equity in the impact of the tax burden. This would be ac-
complished by inter-related tax changes which must be con-
sidered as a group. A reduction is recommended for the cor-
poration taxes which now have the highest effective rate of
any State. Changes recommended for the personal income
tax relate to exemptions, taxable income and a reduction of
rates. Other recommendations relate to the temporary taxes
which, in general, would be continued to yield their present
revenues, and to the structure of state funds.

Two new taxes are recommended; a sales tax and a tax
on business income of non-residents. Enactment of these
taxes along with the other recommendations, as the report
demonstrates, would provide adequate revenue in an equi-
table manner to meet estimated financial requirements for
the State in the years immediately ahead, and provide greatly
increased aid for the cities and towns. Legislation to imple-
ment these recommendations will be submitted as soon as
possible.

The Commission regrets that two of its esteemed associates
have left its membership. The member appointed from the
House of Representatives, John J. Beades, is no longer a
member of that body, having been elected to the State Sen-
ate. Mr. E. J. Brehaut has found that press of other duties

Ct)e Commontoealtf) of sgaosac&uoetts

LETTER OF TRANSMITTAI
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required that he submit His resignation. On behalf of the
Commission I want to express my appreciation for the val-
uable contributions of these members to the work of the Com-
mission.

Respectfully submitted,

GEORGE J. EVANS,
Chaiman.



Ct)e Commontoealti) of Massachusetts

MISSION.

Revenue Program for the Commonwealth

The First Report of the Fiscal Survey Commission out-
lined the financial problems confronting the Common-
wealth, both in the approaching fiscal year and in the ensu-
ing ten-year period. It is difficult to comprehend the mag-
nitude of the problem. The Commonwealth finds itself in
much the same situation as the individual who buys food,
clothing or other commodities and has them charged; sooner
or later the bill for them falls due. If the individual has made
purchases on the time payment plan, the installments come
up for payment with belaboring regularity. Meanwhile, the
necessity of meeting current requirements continues.

The Commonwealth of Massachusetts has bought for its
citizens many new services, the bills for which are just now
beginning to be rendered. In nine years since World War
II the direct debt of the Commonwealth has risen from $4.6
million to $381.5 million, and the total authorized direct debt
is now $852.2 million. Payments to service this indebtedness
are now making heavy demands upon the State Treasury.

The Commonwealth is required to find an additional $2O
million to bridge the gap between 1956revenue and estimated
expenditures. At the same time, it is confronted with two
other financial problems of major importance. First, $Bl
million of temporary taxes are expiring which, of course,
means a loss to the State of that amount of income. Sec-
ondly, the cities and towns are demanding additional finan-
cial assistance from the Commonwealth.

New requirements, particularly in the field of education,
are of paramount importance and were discussed in the
First Report. Indicating the enormity of the problem,

SECOND REPORT OF THE FISCAL SURVEY COM-
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however, is the fact that on conservative estimate 130,000
pupils will be added to the public schools in the next ten
years. Even if the average per pupil cost did not rise above
the 1953 figure of 8243, an addititional $31.6 million would
be required. A more realistic estimate would be from $4O
to $5O millions additional.

The First Report also called attention to ten temporary
taxes, estimated to yield $Bl million, which are due to ex-
pire in the current fiscal year. In accordance with its man-
date to review and report on temporary taxes, the Commis-
sion has come to the conclusion that revenues from eight of
these taxes should be continued permanently at approxi-
mately the present rates, as discussed on page 14. In the
opinion of the Commission, the other two taxes, the corpor-
ate income tax and the personal income tax, should be re-
duced. The Commission believes that the most equitable
manner in which to handle this reduction would be to re-
move the surtaxes and to readjust the rates and exemptions.

Capital Outlay. It is an axiom of public finance that
items of current expenditure should be paid for from cur-
rent revenues. However, in Massachusetts it appears that
some items, particularly those having to do with the repair
and maintenance of buildings, which ought to be considered
and financed as current expenditures, have been designated
capital outlay items, and bonds have been issued to pay for
them. That this is no small item is evidenced by the fact
that the Budget Commissioner estimates a total of approx-
imately $lO million of the $25 million total capital outlay
for 1956 is for current expenditure items. In order to bring
this faulty practice to a halt it would be necessary to make
available from the current revenue the $lO millions neces-
sary to meet these proposed expenditures. The Commis-
sion has recommended that this be done beginning with fis-
cal 1956.

Local Aid. The Commission recommended in its First
RepoH that the amount of state assistance to cities and
towns, which now totals approximately $147 million in all
its aspects, be increased by about $3O million to a $177
million total. On a state-wide basis this increase would be
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equal to approximately $4 on the tax rate, but the effect on
individual cities and towns will vary considerably from this
average rate. The need for additional local assistance is
well known and has been substantiated many times over.
The need has been accentuated, however, by rising costs of
local government.

The base for local taxes consists almost exclusively of real
and personal property. In many communities the burden
of property taxes has already reached such dangerously
high levels as to threaten the true values of the property
that is taxed. The Commission, in recommending $3O mil-
lion increased local assistance from the State, believes that
each city and town will be the best judge as to whether the
additional money should be used to reduce local property
taxes, to help finance essential expansion of schools and
other governmental services, or a combination of the two.

The Commission believes the distribution formula should
include measures of local need for education, welfare and
general government, since these are of state-wide as well as
local concern. The Fiscal Survey Commission shortly will
present in detail its recommendations for the local assist-
ance formula and show the amount proposed for each city
and town. It is the intention of the Commission that under
the new proposal no community would receive less than the
total amount of its present state aid.

Additional Revenue Requirements.

Recapitulating from the Commission’s First Report, re-
placement and additional revenue needs for the fiscal year
1956 that will fall upon the Commonwealth are shown in
Table I.

The sum of $92 million for new and replacement revenues
is a staggering amount to be raised in one year. In former
years, when it became necessary to obtain additional reve-
nues to balance the budget, amounts were modest by com-
parison and could usually be met by the imposition of emer-
gency or temporary taxes. This type of tax can no longer
carry the sharp increase in governmental costs.
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Table I. Replacement and Additional Revenue Needs, 195C
Approximate

Amounts
(Millions).

I. Replacement revenues:
For that part of 181 million temporary taxes

not recommended to be made permanent . 132
11. Additional revenues:

(a) Needed in General Fund group to cover
prospective excess of expenditures over
revenues 120

( b ) Capital Outlay Program 825
Less amount recommended to be

borrowed 15

Balance required from 1956 revenues 10
(c) Additionalrecommended state aid to cities

and towns 30

Sub-total additional revenue needs ... 60

Total replacement and additional revenue
needs 192

Tax Base for the Commonwealth.
State Tax Base. The Commission believes that Massa-

chusetts needs a broader tax base. At the present time, the
State collects about half of its revenues from personal in-
come and corporate taxes. It is a well known fact that
both of these fields of taxation have been largely pre-empted
by the federal government. Massachusetts may well be at
the point of diminishing returns with respect to its current
income taxes because the personal and corporate tax rates
are substantially higher than those of any other New Eng-
land State.

New business is apprehensive of moving into this State
because of the high rates already in existence. Many wealthy
individuals have vacated Massachusetts and taken up their
legal residence in other States because of the comparatively
heavy burden of the Massachusetts personal income tax.
Business executives, looking at Massachusetts as a possible
site for new plants, have been discouraged from locating
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here, not only because of the high corporate income taxes,
but also because of the high personal income taxes that the
employees and owners would be obliged to pay.

The Commission believes it would be best to lower the
rates on both corporate and personal incomes for the pur-
pose of increasing the opportunities for employment by
encouraging expansion of our present industry and wealth
as well as stimulating new business to locate here. Through
providing more equitable income and business taxes, it is
the opinion of the Commission that all the citizens of Massa-
chusetts would be benefited.

Local Tax Base. In this Commonwealth property
owners, through the real estate and personal property
taxes, pay approximately 59 per cent of the entire total of
state and local taxes, thus obviously exceeding by a consid-
erable margin the total of all other taxes combined. The
cities and towns of Massachusetts depend almost entirely
upon revenues from the property tax to operate their local
governments, although state and federal grants are sig-
nificant factors. As stated before, the property tax burden
in many municipalities has attained alarming levels and
tends to undermine the value of real estate.

I he cities and towns, like the State itself, need additional
revenues for essential local services which must be supplied.
Local school expenditures comprise about 30 per cent of the
average municipal budget, and any restriction of basic edu-
cational opportunities and facilities are certain to be subject
to justifiable criticism. Unless the State furnishes more aid,
the only source of revenue is through further increases in
taxes on real estate, automobiles and other personal prop-
erty. Securing the needed revenue from additions to the
property tax is unthinkable in cities and towns.

Recommendations.
In the foregoing paragraphs, the Commission has sum-

marized its statement of the major fiscal problems faced by
the Commonwealth as outlined in detail in its First Report.
In seeking a solution to these problems, the Commission has
studied carefully the reports of the Special Commission on
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Taxation and has evaluated the equity and productiveness
of various revenue-raising possibilities. Based primarily
upon these studies, the Commission has come to the con-
clusion that it is desirable to rearrange certain of the pres-
ent taxes, and that it is necessary to levy taxes in new fields
to meet the financial burdens of the Commonwealth with
justice and adequacy. Accordingly, the Commission makes
the following recommendations which are offered as a com-
posite plan and should be considered only as a unit.

I. Personal Income Tax Recommendations.
A. Rates to be established: 1

Per Cent.
1. Business income 2
2. Annuities 2
3. Capital gains 4
4. Interest and dividends 6

B. Exemptions and dependency deductions to be estab-
lished:

1. First exemption (taxpayer himself) .... $1,500
2. Second exemption (first dependent, either spouse

or other person dependent upon taxpayer) 1,000
3. Each additional dependent 500

C. Determination of taxable business income:
1. Disallow deductionsfor

(a) Federal income tax.
(b) State income tax.
(c) Federal and state retirement contributions.

2. Exclude income from any federal or state retire-
ment payments.

The effect of these recommendations with respect to tax-
payers in various income and dependency brackets is shown
in Appendix, Table 11.

An inequity of long standing which would be eliminated
relates to exemptions for married couples when both husband
and wife have taxable business income. Under present law,
exemptions up to $4,500 are allowed where both husband and
wife have taxable business income; but an exemption of only
$2,500 is permitted a married couple when only one of them
has earned income. The Commission agrees with the rea-

1 See Appendix, Table I.
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soiling outlined by the Special Commission on Taxation in
its report “Taxation of Personal Incomes” (House, No.
2279, 1951), and recommends limiting exemptions of hus-
band and wife, when both have earned income, to the
amount they would be allowed as single persons $1,500
each, or a total of $3,000.

The tax on annuities would be increased slightly accord-
ing to the recommendation, from an effective rate of 1.845
per cent to 2 per cent. This minor increase is expected to
have the minimum of effect both as to burden and yield,
and further, in the simplification of the rate structure 2 per
cent becomes the lowest of three rates for the income tax.

Since it is not possible to carry capital gains forward nor to
apply losses of previous years against them for tax purposes,
the Commission believes that in the interests of equity, the
rate for capital gains should be 4 per cent. Taxable interest
and dividends should continue to be subject to the 6 per
cent rate, in the opinion of the Commission, but the sur-
taxes should be eliminated. In this way some relief would
be afforded this category of income which now is subjected
to comparatively high rates.

The over-all result of these recommended improvements
in the personal income tax would be a reduction in tax col-
lections of about $14.8 million. This total change is brought
about by four factors: (a) elimination of temporary taxes
and surtaxes; ( b ) change in tax rates of the four income
categories; (c) change in the tax base because of method of
determining taxable business income; and (d) changes in
the amounts for exemptions and dependency deductions.
It must be emphasized that all these changes are inter-re-
lated ; therefore it is not possible to estimate fairly the share
of the change attributable to each factor, although it is pos-
sible to estimate the total revenue under the proposed
changes through reference to the new tax base.

11. Corporation Tax Recommendations
A. Income tax rate to be established at 5 per cent.
B. Retain present base rate of $5 per $l,OOO of taxable capital.
C. Surtaxes of 23 per cent to be repealed,
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The present effective rate on net income of business and
manufacturing corporations is 6.765 per cent, which is made
up of 53/2 Per cent iR normal and temporary rates plus sur-
taxes totaling 23 per cent. The current effective rate on
“corporate excess” or taxable capital employed in Massa-
chusetts is $6.15 per $l,OOO of capital, consisting of a basic
rate of $5 per $l,OOO and surtaxes of 23 per cent. It is es-
timated that the recommended establishment of the corpo-
rate income tax rate at 5 per cent, and the elimination of
surtaxes on business and manufacturing corporations, would
result in a reduction of $17.6 million in the levy on corpora-
tions.

It is the opinion of the Commission, substantiated by re-
ports of the Special Commission on Taxation and others,
that the high rates of taxation on corporations have retarded
business development in this State. The fact that the Com-
monwealth now imposes what are perhaps the highest cor-
poration taxes of any of the States has placed Massachusetts
at a disadvantage when competing with other States for the
location and expansion of industry. It is entirely possible
that the tax reduction will not only place both large and
small concerns in a more favorable competitive position,
but also may produce a higher revenue return than the pres-
ent burdensome rate. It is of the utmost importance to the
economic well-being of Massachusetts that such incentive
be provided to corporations, which in turn provide employ-
ment and constitute the foundation of the State’s economic
existence.

111. Temporary Tax Recommendations.
A. All “temporary” taxes and surtaxes to be abolished.
B. Establish new basic rates as follows:

1. Public service corporation tax, 5 per cent.
2. Inheritance and estate taxes, increase each rate in the

graduated rate table of section 1, chapter 65 of the Gen-
eral Laws by one fourth.

3. Club alcoholic beverage tax, 2 per cent.
4. Domestic insurance company tax, 2 per cent.

Appendix, Table 111,
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5. National bank and trust company tax, maximum rate
limit, 8 per cent.

6. Alcoholic beverage taxes:
(a) Still wine (3 per cent to 6 per cent alcohol), 30 cents

per wine gallon.
(b) All otheralcoholic beverages (24 per cent orless alcohol),

60 cents per wine gallon.
(c) All other alcoholic beverages (24 per cent to 50 per cent

alcohol), $2.25 per wine gallon.
(d) All other alcoholic beverages (more than 50 per cent

alcohol), $2.25 per proof gallon.
7. Cigarette tax, 5 cents per pack of 20 cigarettes.
8. Horse and dog racing:

a) Amount wagered daily at running horse meets, 7 per
cent.

b) Dog and harness meets, 2 per cent increase in each
rate on graduated rate table.

c) Meets held in connection with a state or county fair,
5Vz per cent on so much of the total wagered daily in
excess of $65,000.

These recommended new basic rates approximate the
present effective rates consisting of permanent rates, tem-
porary rates and surtaxes. By instituting the proposed
changes, the estimated increase in total revenue for the
eight taxes would amount to less than $200,000. (For de-
tails, see Appendix, Table IV.)

The Commission is of the opinion that these eight taxes
are necessary elements in the over-all tax structure. The
establishment of basic rates for them at the levels which
now are effective in no way alters the equitable situation
which now exists. If at some future time there are changes
in economic or tax situations which make some of the rates
inequitable, it would be comparatively simple for the Gen-
eral Court to alter these basic rates. In the meantime, sim-
plification of this area of the tax structure will be of value
both to the taxpayers and to those who administer the taxes.

IV. Non-Resident Income Tax Recommendation.
All income earned in Massachusetts to be subject to the indi-

vidual income tax, whether or not the individual is domiciled in
this State.
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This recommendation would apply only to business in-
come of non-residents. The result of the proposal would
be that residents and non-residents would be subject to the
same rate, exemptions and deductions. This change in the
personal income tax would provide an estimated $5 million
each year for Massachusetts.

It is now possible for an individual to have legal residence
in any non-income tax State while earning a large income
and residing physically (if not according to legal definition)
in Massachusetts without having his income subject to any
state income tax. To permit this loophole to be continued
places the bona fide Massachusetts resident and taxpayer at
a disadvantage and is contrary to equity and the best in-
terests of the Commonwealth.

Of the thirty States which now levy personal income taxes,
twenty-nine tax the business income of non-residents. Mass-
achusetts is the only State which exempts this class of income,
and the Commission is of the opinion that such preferential
treatment of non-residents should be terminated.

V. Retail Sales Tax Recommendations.

A. A tax of 3 per cent to be levied on all sales at retail of tangible
personal property except food for home consumption, pre-
scription drugs, and other items now subject to special
excises.

B. A use tax at the rate of 3 per cent on all property included
under the sales tax, but purchased in other States for use
in Massachusetts.

C. The 5 per cent tax on meals to be repealed.

It is estimated that the revenue from a 3 per cent sales
tax would amount to $99 million.

The general sales tax, which raised $2.5 billion in State
revenues in fiscal 1954 (more than any other tax) is em-
ployed by 32 States. Of this number, 22 States obtained
the largest fraction of their state income from this tax,
from 24 per cent in Rhode Island and 33 per cent in Connecti-
cut to 52 per cent in West Virginia, as shown by Appendix,
Table V. Eighteen States which levy a sales tax also lew a
tax on personal income. 1 In addition to the States using a

Appendix, Table VI
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sales tax, there are approximately 250 municipalities which
employ a sales tax for local government revenue.

To implement the sales tax and minimize, so far as pos-
sible, its avoidance, enactment of a use tax is essential, and
this provision is also recommended. The use tax would be
levied at the 3 per cent rate on all types of tangible personal
property included under the sales tax, but purchased in
other States for use in this State. A use tax would require,
for example, a Massachusetts resident who purchased a new
automobile in New York to pay a 3 per cent use tax on the
selling price before Massachusetts registration could be ob-
tained.

The present meals tax produces about $6.3 million. By
subjecting meals to the sales tax at the 3 per cent rate, it is
estimated that the net revenue yield would not vary mate-
rially from the present meals tax total.

In the administration of the sales tax, the Commission
recommends that sales of 35 cents or less be exempted.
Above this amount, the tax would be collected to the nearest
cent to eliminate any use of tokens. The tax brackets rec-
ommended by the Commission are as follows:

Sales of — Tax

10-350 None
360-500 10
510-800 20
810- $1.20 30

11.21 - $1,50 40
Over $1.50 3 per cent to nearest cent

Sales of real property, rent and personal services would
not be subject to the proposed tax. No tax would apply on
charges for laundering and dry cleaning, nor upon fees for
professional services of doctors and lawyers, to name but a
few representative items. Transfers of houses or other build-
ings also would be exempt.

The Commission has investigated various revenue raising
possibilities and has rejected all but the sales tax, for two
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major reasons. First, tire Commission believes that in the
light of the experience of 32 other States, the sales tax is
equitable, productive, practical and dependable. Second,
the size of the required sums ($92 million if income and cor-
porate taxes are reduced, and $6O million if they are not), 1

eliminates serious consideration of many of the revenue pos-
sibilities.

To put the required revenues in perspective, whether the
$92 million or the $6O million figure is used, the following in-
formation shows their equivalent in terms of the existing
four major state revenue sources. The $92 million amount is
equivalent to: an $11.35 property tax rate; an increase of
115 per cent in the personal income tax; and an increase of
124 per cent in the corporation tax. The $6O million amount
is equivalent to a $7.40 property tax rate, an increase of
75 per cent in the personal income tax, and an increase of
81 per cent in the corporation tax.

Consideration also has been given to the advisability of
a graduated income tax. However, the factors pertaining
to the burden on personal income apply to this tax as well
as the disadvantage of a minimum delay of three years for
passage of a constitutional amendment permitting gradu-
ated rates.

The special excises now levied on cigarettes, liquor, etc.,
could not be reasonably expected to raise additional amounts
in the vicinity of either $6O or $9O million. Permissive taxes
on pay rolls or sales to be enacted voluntarily by cities and
towns in need of revenue might solve some local situation,
but certainly could not solve the over-all state problem, and
would add intolerable inequities and complications for the
taxpayers.

The State might give up some of the services which it is
presently rendering, but the Commission believes the pub-
lic would not be willing to give up enough such services to
result in substantial or enduring cuts in expenditures. The
State might forego further capital improvements, but the
Commission is of the opinion that no State in this era can

1 See Table I, Page 10.
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remain in a static condition. The will and temper of the
American people is such that they constantly demand im-
provements and additions to the services being rendered to
them by their respective levels of government.

The Commission believes that the broadening of the tax
base is one of the greatest assets in incorporating the retail
sales levy into the tax structure. The tax is relatively easy
to administer; it would be adequately productive now and
the yield would increase as the economy of the State ex-
pands. The fact that the tax is paid in small amounts
throughout the year makes it relatively easy for all citizens
to pay. 1 The sales tax offers the best solution for the reve-
nue problems now facing the Commonwealth, as well as a
means for meeting the increasing requirements of the years
immediately ahead.

VI. Stabilization Fund Recommendation
A stabilization fund should be established.

The details of the recommended stabilization fund will be
included in a subsequent report. The Commission is mind-
ful that whatever the tax structure, both revenue and ex-
penditure requirements will fluctuate from year to year. It
is prudent, therefore, to set aside excess funds which may
accrue in a given year, so that they may be drawn on to
meet requirements of later years. The proposal of the Com-
mission will include statutory provisions for the amounts to
be reserved and the methods for making them available for
the restricted use for which they are set aside.

YII. Fund Structure Recommendation.
The twelve existing operating funds should be consolidated into

three operating funds.
The Commission is of the opinion that the accounting for

tate revenues and expenditures is unnecessarily complicated
by the existence of numerous operating funds. No useful
function is served by them inasmuch as transfers in and out

The estimated Impact on a 4-person family is shown in Appendix



HOUSE No. 2400. [Jan.20

of them from the General Fund are carried on in order that
the finances of the Commonwealth be kept in balance. To
simplify the fund structure, the Commission recommends
that the presently existing operating funds of the Common-
wealth be consolidated into but three operating funds: Gen-
eral Fund, Highway Fund and Metropolitan District Com-
mission Fund.

Composite Plan
In this report the Commission has stated that its tax

recommendations are offered as a composite plan which
should be considered only as a unit. Similarly, in its first
report the Commission attempted to give an over-all picture
of the State’s financial problems. It cannot be too strongly
stressed that the many individual problems, as well as their
solutions, are so closely interwoven and of such magnitude
that they must be considered in perspective as a combined
package. This is one of the reasons the Commission in its
first report called attention, not only to the State’s immediate
revenue needs, but to those for the ensuing ten-year period.

In weighing proposals for raising revenues, the Commis-
sion urges a broad approach which gives realistic consider-
ation to the tax situation as a whole. Obviously, objections
can always be found for every specific tax. A particular tax
cannot be judged in isolation, however, for it is not isolated,
but rather is part of a broad system of raising revenues, not
only for the State, but for the federal and local governments
as well.

As pointed out in the Commission’s first report, the finan-
cial problems of the State go much deeper than merely
bridging the 1956 gap between General Fund expenditures
and revenues. They include the present and prospective
plight of the cities and towns, the rapidly growing crisis in
educational needs, the expanding future commitments of the
Commonwealth, the necessity of maintaining the State’s
credit by sound debt management and by using restraint
in incurring additional indebtedness. The Commission be-
lieves these problems can be solved only by a combination
of basic changes designed to give a better balanced, more
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flexible, and more dependable fiscal policy at both state and
local levels, taking into account the actualities of federal tax
demands upon the State’s citizens and businesses. This has
been the Commission’s objective in its first two report

Respectfully submitted,

GEORGE J. EVANS
Chairman.

HARRISON CHADWICK
Vice-Chairman.

WILLIAM A. SCHAN.
SHERWIN C. BADGER
WILLIAM H. BIXBY.
CARROLL F. HOLT.
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Statement of Commission Members Elizabeth A. Stanton, John J
Bbades and Fkbd A. Moncewicz.

The majority of the Commission has not, as it claimed to
do, submitted an analysis of the Commonwealth’s fiscal
problems. A revenue answer has been provided before the
question of expenditures has been adequately explored.
There is, indeed, no clear estimate of future expenditure re-
quirements, even for fiscal 1956.

Accepting the assertion that an additional $2O million is
needed in the General Fund group for 1956, and the un-
stated premise that these cover necessities which will be
secured for the Commonwealth in the most efficient man-
ner, we still need to question the capital outlay program,
and the claim that $25 million is needed. We must recall
that past experience she

eir entirety. Of the authori-
-147 through 1950, $2,433,847
authorizations enacted in the
33,623 has not been allotted

pose have not been used in th
zations enacted in the years 1
reverted as not necessary. Of
years 1947 through 1952, $5,(
for expenditures. And then, of these same authorizations,
$14,856,732, although allotted for expenditure, has not been
obligated. In the light of these figures the pertinent ques-
tion may be raised whether future authorizations and/or
appropriations for the capital outlay program for fiscal 1956
may be less than $25 million. Also, the $lO million portion
which the majority report indicates as requiring expenditure
from current revenues may be overstated.

The claim that the cities and towns must have $3O mil-
lion more in state-local aid remains undocumented, even
though this assumed expenditure need is a major factor
helping to precipitate the financial crisis as described by the
majority report. This, it must be remembered, is the crisis
which the majority members of the Commission say can
best be averted by imposition of the 3 per cent sales tax.

Drizations for this pur-

MINORITY STATEMENT.
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All that the present majority report does is to recommend
$3O million increase in state-local aid for the purpose of re-
lieving an onerous burden on property taxes in some cities
and towns. The report does not say how this is to be done,
how it is going to affect individual municipalities, or how it
is determined that a program for this purpose will cost $3O
million more than the current level of state-local aid of $147
million. To us this appears a serious omission because this
determination is crucial to the estimate of revenue needs.

The majority report provides no clear reason why, when the
Commonwealth is faced with financial crisis, existing taxes
should be lowered or dropped. We refer especially to the
recommended elimination of the $17.6 million in corporation
income taxes and the $14.8 mi
The argument that these exi

lion in personal income taxes,
ting taxes are inequitable is

not clearly substantiated. It should be pointed out at once
that providing a broader tax
majority report, is not a gu.

base, one of the aims of the
rantor of equitability. And

it is surely not evident that equitability in the tax structure
as a whole is promoted by requiring persons in lower income
brackets to pay an income tax for the first time, and then to
burden this same class of citizens with a sales tax in addition.
It appears to us that the majority has been moved from the
outset to shift a large portion of the present and proposed
tax burden from corporations and those included in the pres
ent income tax program to those in the lower income brackets.

The fear that Massachusetts is seriously disadvantaged
because of the level of corporate and personal income taxes
is an exaggerated one. As studies of business location show,
executives do not hold tax structure as a major considera-
tion when determining the places in which they will do busi-
ness. A recent report of the Committee of New England
of the National Planning Association on the economic state
of New England points out that management decisions are
not made because of taxation, which is a minor cost factor,
but because of proximity to markets and raw materials,
availability of labor supply and patterns of labor cost, ade-
quacy of plant space and transportation facilities, and com-
munity attitudes. Taxes in most businesses are a small per-
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centage of total production and operating costs. It is the
differential costs of the major elements in production that
have greatest influence on industrial location.

We are convinced that further study is urgently needed,
especially of expenditure needs, and of the effects of other
taxes considered as alternatives to the sales tax. The nec-
essary groundwork has not been laid by the work of the
Commission thus far to provide a sound basis for revenue
decisions, and there is absolutely no foundation for either
the assertion that $92 million must be raised from new rev-
enue sources, or for the fiat recommendation of a 3 per cent
sales tax. The possibility of a lesser sales tax than one at 3
per cent apparently was not considered. In this connection
we would like to call attention to the fact that 13 of the 18
states having both a sales tax and a personal income tax
have a sales tax of 2 per cent or less. There is no justifica-
tion for the mere cursory mention in the majority report of
the graduated income tax. At no time was this policy al-
ternative presented as a subject for serious discussion by
the whole Commission.

The estimates of revenue yields made by the majority
report are as conservative as their estimates of expenditure
needs are expansive. We believe it likely that a 3 per cent
sales tax would produce more than the estimated $99 mil-
lion. Even as it is, the majority recommendations are es-
timated to produce approximately $l2 million more than
estimated revenue requirements. It is not clear why a tax
program providing for relief in some categories should be
forced to yield in the aggregate more than is required. The
Commissioner of Corporations and Taxation has suggested
that improvements in administrative methods in his De-
partment will increase tax collection materially, especially
in the income tax category. This possible source of addi-
tional revenue seems not to have been explored.

We are of the opinion that the majority members of the
Commission have not given sufficient consideration to the
matters with which it has been charged by chapter 20 of the
Acts and Resolves of 1954. It was not the intention of the
General Court that this Commission should push hastily
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forward to the submission of unconsidered, undocumented
tax measures. There are many questions that could and
ought to have been asked and answered. For example, had
the reports of the Special Commission on Taxation been
carefully studied, this Commission ought to have inquired,
looking at Table VII in the report on the Sales Tax (see
Table A), why it is that Massachusetts needs to add a
sales tax when income groups below the $lO,OOO a year
level are already paying a higher percentage of their income
in income tax than are taxpayers in New York State. New
York has no sales tax, but does have a graduated income
tax. Are expenditure requirements so great in Massachu-
setts that this expedient is necessary? If so, this appears
to us to indicate an area of study that would benefit from
the critical scrutiny of the Commission.

To sum up, we are withholding our signatures from the
Second Report of the Fiscal Survey Commission for these
reasons:

1. There has not been an examination of expenditure needs
that affords any basis for tax recommendation at this time.
This is especially to be noted with respect to state-local as-
sistance and capital outlay requirements. Analysis of ex-
penditures must precede recommendations for new taxes.

2. The case for the sales tax has not been substantiated.
Again we note that opportunity was not afforded to explore
alternatives to this revenue source.

3. The proposed revision of the tax structure introduces
more inequities than it removes. At the same time that
taxes are removed from corporations and many persons
with high income, a double burden is laid on those of lowr
income, through the lowering of personal income tax ex-
emptions, and the imposition of a sales tax. This is a
strange conception of equity, and one that we cannot share.

ELIZABETH A. STANTON
JOHN J. BEADES.
FRED A. MONCEWICZ.
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Table A. Comparison of the Tax Burdens of a 3 per Cent Sales Tax, the
Massachusetts Income Tax and the New York Income Tax on 4-Person
City Families in Six Income Groups, 1963.

Three Per Cent Massachusetts New Yore
Sales Tax I Income Tax Income Tax
Burden. » ; Burden. 2 Burden. 2

Income Group.

Amount. 0f Amount. Amount, I *£££.

■

$2,000 . . . $l6 25 0.81 !

3.000 ... 27 63 0.92 |

4.000 ... 39 53 0.99 $9 72 0,24 $5 40 0.14

5.000 ... 55 20 1.11 33 64 0.67 23 40 0.47

6.000 . 69 98 1.17 ' 59 65 j 0.99 50 40 0.84

10,000 ... 124 47 1.25 jj 164 60 j 1.65 j 186 75 1.87

1 Second Report of the Fiscal Survey Commission, Appendix, Table VII.
2 Report of the Special Commission on Taxation, Part XII, The Sales Tax, p. 47, Table VII.
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Table 11. Effect of Present Income Tax and the Proposed Income Tax
upon Individuals and Various Groups with Business Incomes of
$2,000 to $50,000.

Single Person.

. i No Other One | Two
Amount of warnings. | dependents. Dependent. i Dependents.

First r, , . Present Proposed Present Proposed; Present Proposed
Taxpayer. s P°use - a ° taL Tax. Tax, Tax. | Tax. Tax, Tax.

$2,000 - $2,000 - - “
~

3.000 - 3,000 $l5 $3O $7 $lO - -

4 000 - 4,000 39 50 31 30 $23 $2O
6.000 - 6,000 63 70 55 60 47 46
6.000 - 6,000 86 90 78 70 71 60
10.000 - 10,000 173 170 167 150 161 140
26.000 - 25,000 436 470 433 450 431 440
50.000 - 50,000 749 970 760 950 761 940

Married Couple, Both Working.

„ No Other i One Two
Amount or earnings. i dependents, j Dependent. Dependents.

dFirst „ m 4 . i Present Proposed Present Proposed Present Propose
Taxpayer. Spousc - TotaL j Tax. Tax. i Tax. Tac. Tax. Tax.

$2,000 $2,000 $4,000 - $2O - $lO
-

-

2.000 3,000 5,000 - 40 - 30 - $2O

3.000 2,000 6,000 - 40 - 30 - 20
3.000 3,000 6,000 $3l 60 $23 50 $l4 40
4.000 2,000 6,000 16 60 8 50 -

4.000 3,000 7,000 54 80 46 70 38 60
6.000 2,000 7,000 40 80 30 70 23 60
r. nan •->. nnn 8 nnn 78 100 /0 90 62 oU5.000 2,000 7,000 40 80 , 30 <0 23 60

5.000 3,000 8,000 78 100 | /0 90 62 80
6.000 2,000 8,000 64 100 j 66 90 47 80
O.UUU ,UUU OjUUU 1

! tin oc I e\,\

6,000 3,000 9,000 102 120 94 110 86 100

10.000 3,000 13,000 I 196 200 188 190 j 210 180
10.000 5,000 15,000 240 240 ' 233 230 226 220

25.000 3,000 28,000 609 500 503 490 498 480
25.000 6,000 30,000 644 540 540 630 636 520
60.000 3,000 53,000 I 914 1,000 912 990 910 980
50.000 6,000 66,000 j 940 1,040 940 1,030 j 939 1,020

Married Couple Husband only Working

No Other One Two
Amount of Earning Dependents. Dependent. i Dependents,

dTTircf I „ . Present I Proposed Present Proposed Present Propose
Taxpayer. sPOUSC - j TotaL Tax. | Tax. ] Tax. Tax. Tax. Tax.

$2,000 - $2,000 -
-

3 000 - 3,000 $4 $lO -

_ 4 000 I 28 30 $2O $2O $ll $lO
KQan

- 5,000 I 52 50 44 40 38 30
6 000 - 6 000 77 70 68 60 60 50

10 000 “ 10 000 172 160 164 140 156 130
25 000 - 26 000 496 460 491 440 486 430
io’ooo - 50 000 918 960 916 940 914 930
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tax

Table 111. Temporary Taxes —Present and Recommended Rates.
[Sources: Massachusetts General Laws, and chapter 729, Acts of 1941, and chapter 246, Acts of 1963.]

,Bur '

Effective Recommended
taxes.' E Sa C

te R“te.
Permanent Temporary

Rate. Rate.

Public service corporation tax 4% of net 23% 4.91
income

Inheritance and estate tax 1%-15% 23% 1.23%-18.46% 1.25%-18.75%
graduated graduated graduated

23% 1.845% 2%Club alcoholic beverage tax 13#
Domestic insurance company 1%

National banks and trust com-
panies tax

Alcoholic beverages tax:
Still Wine; 10p per 20p per 30p per 30p per

3%-6% alcohol wine gal. wine gal wine gal. wine gal

Beverages with 24% or less 15p per
alcohol wine ga!

45pf per 60p per GOt1 per
wine gal. wine gal,wine gal. wine gal,

Beverages with more than $2.00 per 25p per
24% but not more than 60% wine gal. wine gal,
alcohol

$2.26 per $2.25 per
wine gal. wine gal.

Beverages with more than $2.00 per 25i per $2.25 per $2,25 per
proof gal. proof gal50% alcohol

Cigarette tax
proof gal. proof gal,

2 mills H mill
per cigarette per cigarette

mills 2IA mills
per cigarette per cigarette
(s*f per pk.) (s<f per pk.)

Horse and dog racing taxe
Running horse meets % of total 7% of total

amount amount
wagered wagered

Dog racing 5.5%-10.75% 6.6%-10.75%
graduated graduated

I 5.5%-9.25% 5.5%-9.25%Harness racing
graduated graduated

5.5% of amount 5.5% of amount
in excess of in excess of

$65,000 $65,000

State and county fairs 3.5% ofamount 2%

1 Includes 3 per cent permanent surtax,
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Table V. General Sales or Gross Receipts Tax Collections by State,

Fiscal 1964. 1

!
Rate: Total Sales and Sales and

Sales and State Tax Use Tax Use Taxes
DlAr ' Use Tax Collections Collections as Per Cent

(Per Cent), (000 omitted), (000 omitted). of Total

Alabama .... 3 $159,890 $60,689 38.0
Arizona 2* 77,926 24,913 32.0
Arkansas ....

2 105,737 29,094 27.5
California ....

3 1,242,401 463,733 37.3

Colorado .... 2 113,043 33,855 29.9
Connecticut .... 3 165,302 53,773 32.6
Florida 3 267,766 65,889 24.6
Georgia 3 224,666 102,676 45.7
Illinois 2 2 545,844 208,557 38.2
Indiana *ofl* 285,928 139,174 48.7
lowa 2 187,972 61,825 32.9
Kansas 2 140,050 46,680 33.3
Louisiana .... 2 294,710 63,459 21.5
Maine 2 56,403 13,777 24.4
Maryland

.... 2 181,304 32,797 18.1
Michigan .... 3 616,365 288,658 46.8
Mississippi .... 2 117,500 33,436 28.5
Missouri .... 2! 224,370 92,201 41.1
New Mexico .... 2 75,783 27,566 36.4
North Carolina ... 3 294,771 65,507 18.8
North Dakota ...

2 43,597 12,770 29.3
Ohio 3 539,188 188,293 34.9
Oklahoma .... 2 203,644 43,493 21.4
Pennsylvania ...

1 616,941 37,012 6.0
Rhode Island ...

2 57,004 13,649 23.9
South Carolina ...

3 157,019 45,662 29.1
South Dakota ...

2 38,771 12,145 31.3
Tennessee .... 2 197,515 53,073 26.9
Utah 2 56,707 17,985 31.7
Washington ....

3 267,282 138,050 51.6
West Virginia ...

2 128,204 66,798 52.1
Wyoming .... 2 29,845 8,767 29.4

National total - $7,713,448 $2,535,956 32.9

1 Source: Department of Commerce, State Tax Collections in 1954, August 28, 1954.
2 Has no use tax.
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Table VI. .Sales, Personal Income and Corporate Income Taxation
among States, 1954. 1

_ , _ „
Personal i Corporate

Sales lax. income Tax. 1 Income Tax,State.

Yes Yes Yes
Yes Yes Yes
Yes Yes Yes
Yes Yes Yes
Yes Yes Yes

Yes No Yes
No Yes No
Yes No No
Yes Yes Yes
No Yes Yes

Yes No No

Alabama .
Arizona .
Arkansas
California
Colorado

Connecticut
Delaware
Florida
Georgia
Idaho

No No
No No
Yes Yes
Yes Yes
Yes Yes

Yes
Yes
Yes
Yes
No

Illinois
Indiana
lowa
Kansas
Kentucky

Yes
No
Yes
Yes
No

Yes
No
Yes
Yes
No

Yes
Yes
Yes
No
Yes

Louisiana
Maine
Maryland
Massachusetts
Michigan

Yes
Yes
Yes
Yes
No

Yes
Yes
Yes
Yes
No

No
Yes
Yes
No
No

Minnesota
Mississippi
Missouri .

Montana
Nebraska

No
No
No
Yes
Yes

No
No*
No
Yes
Yes

No
No

Nevada
New Hampshire
New Jersey

Yes
No

New Mexico
New York

Yes
Yes

Yes
Yes
No
Yes
Yes

Yes
Yes
Yes
Yes
No

North Carolina
North Dakota
Ohio

Yes
Yes

Oklahoma
Oregon .

Yes YesNo
No

Pennsylvania .

Rhode Island .

South Carolina
South Dakota
Tennessee

Yes Yes
Yes
No
Yes

Yes Yes
NoYes

Yes No

1 Source: Commerce Clearing House, State Tax Guide, sections 10, 15 and 60.
2 These States tax Income from dividends and interest, but do not have general personal in

come taxes.
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Table VI, Sales, Personal Income and Corporate Income Taxation
among States, 1954 Concluded.

St\te qotpq mav Personal Corporatebales lax. income Tax. Income Tax.

Texas No No No
Utah Yes Yes Yes
Vermont , No Yes Yes
Virginia No Yes Yes
Washington Yes No No

West Virginia Yes No No
Wisconsin No Yes Yes
Wyoming Yes No No

Summary.
32 States levy sales taxes.

9 States levy income taxi
18 States levy both sales tax and income tax,

Table VII. Effect of Proposed S per cent Sales Tax upon Family of
Four with Income of $2,000 to SlO,OOO.

[Source: Computed from Report of the Special Commission on Taxation, Part XII. The SalesTax, May, 1954, p. 47.]




