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H. 4004 is an initiative petition which proposes to establish the
“Invest in Massachusetts’ Future Fund”. This fund would be
composed of revenue accrued from various tax law changes.

Among those changes are an increase in the exemption for senior
citizens, an increased deductions for child care, a decrease in the
capital gains deduction and the extension of the sales tax to include
services. The proposal would also require public disclosure of
corporate tax returns.

Massachusetts is, after several years of economic prosperity,
experiencing economic stagnation. State government should be doing
everything possible to encourage small and large investors. Investment
means business and business means jobs. Public policy and tax law
should be structured to bolster existing business, inhibit the exodus
of business and attract new business. H. 4004 would, in fact,
accomplish the opposite.

The backbone of the high technology boom of the last two decades
was the small investor, the employee-investor, the venture capitalist.
The potential burgeoning of the bio-technology business is heavily
dependent on the same kind of investor. Any increase in the tax on
capital gains or decrease in the capital gains deduction would
jeopardize existing business and discourage new business.

Further, the public disclosure of corporate tax returns is
im i-cessary and harmful for business. Such disclosure would provide
sensitive information to corporate raiders and foreign competition.
The Department of Revenue already has the authority to file
legislation in order to modify any exemptions or deductions currently
being abused by corporate entities. This provision is also in conflict
with recent anti-takeover legislation.

Expanding the sales tax to include services is a proposal which
discourages buying and consumption, and in a state as small as
Massachusetts it takes little effort to cross the border to avoid the
tax altogether.

"he proponents of H. 4004 claim that the Commonwealth needs
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more tax revenue. We the opponents feel that H, 4004 not only stymies
revenue growth, but actually inhibits progress and prosperity.

For the foregoing reasons, a majority of the Committee, after due
deliberation, recommends the act in the Initiative Petition H. 4004
OUGHT NOT TO PASS.
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A minority of the Joint Committee on Taxation believes this
petition should be approved because the Commonwealth cannot make
any further cuts without affecting services. Given the size of the deficit,
even current levels of programs will require new revenues. In addition,
these revenues must be fair, and must be spent in such a way as to
assure accountability. A YES vote supports passage of this petition
and the fair tax changes it proposes. A NO vote will require the state
to search for regressive revenues or painful cuts as ways of solving
the budget deficit.

H. 4004 seeks to address the two biggest problems facing Massa-
chusetts, credibility in state government and the budget deficit. To
restore credibility, this petition would establish a task force to identify
waste, enact a taxpayer bill of rights, and give several tax breaks for
the poor, elderly and middle class. To meet the deficit, this petition
would decrease the deduction for capital gains and extend the sales
tax to certain services. Any net revenue from these changes would
be placed in special fund. All money from this fund would be
earmarked for four areas: human services, education, environment,
and safe roads and neighborhoods.

First, the law would establish a “Massachusetts Taxpayer’s Bill
of Rights.” This would require that the Department of Revenue
provide taxpayers with specific rights and protections, and that these
rights be clearly stated for all taxpayers. The law would also create
a bipartisan task force to investigate duplication of services,
inefficiency, waste and ethical standards within state government and
its authorities. These actions should help address public concerns over
both collection and spending of tax revenue. In addition, doubling
the exemptions for senior citizens and work-related child care and
returning the personal income tax rate to 5% will help provide tax
relief to the majority of the population.

To make up for the revenue lost by these changes, the deduction
for capital gains would be decreased from 50% to 30%, except on gains
received from the sale of a home, which would remain at 50%. In
addition the sales tax would be extended to certain services.
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These changes help return fairness to taxation policy in Massa-
chusetts. Since 80% of the capital gains is received by the wealthiest
5% of the population, this change is highly progressive, especially since
the tax on the one capital gain most middle class and poor people
receive, on the sale of a house, remains untouched.

Broadening the base of the sales tax to include services, such as
consulting, public relations and landscaping, would spread the burden
more evenly. This would allow the state to use a lower rate to obtain
the same revenues and protect the state from economic fluctuations
in the manufacturing sector which could severely affect receipts.
Essential services such as medical and auto repair would be exempt.

Any net revenues from these changes would be deposited in a
separate fund which would be called the “Invest in Massachusetts’
Future Fund.” This Fund would be used only for public education,
environmental clean-up and protection, basic human needs, and safe
and secure roads and neighborhoods. Earmarking for these needs will
help assure the public that tax dollars are being spent in priority areas.
At the same time, limiting expenditures on consultants will help insure
the state does not overspend on budget items many have questioned.

The petition would also require publicly traded corporations
already subject to federal tax reporting requirements to report similar
information to the state. This would include total income tax paid
and deductions taken and would be open to the public. Considering
that 40,000 corporations paid only $456 in taxes last year, this
information should help explain why some businesses pay hundreds
less than the average citizen and thousands less than their competitors.
Corporate tax reporting will insure that businesses compete fairly, and
that all taxpayers carry their fair share.

This petition does not meet the budget deficit, but it is a critical
first step. In addition toraising some revenues, it carries the important
message that people are willing to pay more taxes if those taxes are
fair and if there is assurance that spending is for services necessary
for all citizens to live in dignity. The Invest in Massachusetts’ Future
Fund is intended to affirm support for the services provided by state
and local governments, while providing the means to meet those
obligations in as fair a way as possible.

Few people believe the state should cut essential sendees such as
higher education, homelessness prevention, environmental protec-
tion, and care for the elderly and handicapped, in order to meet the
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deficit. Instead, most citizens feel they would be willing to pay more
for those programs when they can be assured that their hard earned
money is being spent wisely and that “waste” has been eliminated.

Expanding the sales tax to include services is both practical and
progressive. The Commonwealth currently places a sales tax on most
tangible goods except food and clothing. However, the manufacturing
sector, which produces the majority of the goods taxed by the sales
tax, has declined in size as a portion of the economy in Massachusetts.
As a result, the sales tax relies on a base which has been decreasing
every year. Since durable goods are one first items people cease or
delay to purchase when the economy slows, the sales tax in Massa-
chusetts is open to swings in the economy which affect the consistency
and predictability of revenues from the sales tax. Despite this decline,
the state continues to place the sales tax on only one sector,
manufacturing.
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