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Letter from the 
Commissioner

To The Honorable Michael S. 
Dukakis, Governor of the 
Commonwealth and The Honorable 
Members of the General Court of 
Massachusetts:

I am especially proud to submit 
this Annual Report of the Depart
ment of Revenue (DOR) for the year 
1985-1986. Our dedicated employees 
achieved new performance levels 
and made major progress toward 
lasting improvements in the quality 
and character of tax administration.

The best measure of a revenue 
agency's success is the bottom line. 
Our Fiscal 1986 collections were $7.4 
billion — up 16.7% — the first-ever 
billion-dollar increase. It was the 
third consecutive year of double-digit 
percentage growth. Since Fiscal 1983, 
we have increased revenue col
lections an unprecedented $2.5 
billion — or 50% — without any 
broad-based tax increases.

Much of that increase can be at
tributed to the robust Massachusetts 
economy. Tougher enforcement and 
more responsive service to taxpayers 
were other key factors. Best of all, 
there has been a continued increase 
in voluntary compliance — more 
businesses and individuals filing on 
time and paying in full before DOR 
audits, bills or otherwise pursues 
them. As a result of our success, 
your leadership and the Legislature's 
support, honest taxpayers were 
rewarded with the largest tax cut in 
Massachusetts' history.

At the same time, our Division of 
Local Services was helping cities and 
towns manage both their finances 
and services more efficiently. Fiscal 
1986 marked further strides in 
assisting communities with critical

assessing and accounting responsi
bilities. Fast DOR implementation 
of the new local option room occu
pancy and jet fuel taxes produced 
almost $20 million for 26 
communities.

Our accomplishments stem from 
your continued support, confidence 
and commitment to adequate 
Departmental resources. Beginning 
early in 1983, with the work of the 
Governor's Advisory Task Force on 
the Department of Revenue, we 
have worked to improve operating 
systems and to insure the highest 
level of staff integrity. New land
marks were recorded in the past 12 
months in our sustained drive 
toward our tripartite goals of honest, 
fair and firm tax administration.

Underlying our successes has been 
an increasing commitment to public 
accountability. That includes the 
fairest possible use of our enormous 
powers. Honest taxpayers now have 
the firmest possible insurance they 
will not have to pay extra to make 
up for taxes unpaid by delinquents 
and evaders. All this has required a 
commitment to change, to rethink 
old ways of operating and to in
novate and to take risks, as with 
programs such as Amnesty.

The Governor's Advisory Task 
Force noted that the competence, 
honesty and fairness with which a 
state taxes its citizens is a funda
mental measure of the degree to 
which its government upholds its 
trust. This Annual Report focuses on
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Fiscal 1986 saw  refunds returned ► 
in a  record average tim e o f  16.3  

days. On Jan uary  13, Com 
m ission er Jackson  presented  D ianne 

O verholt, o f  C helsea, an d  h er  son 
K ristop h er w ith the firs t  State  

refund check  o f  th e year.

what we have done to meet that test 
over the past three years and 
especially in Fiscal 1986. It will 
review programs and measurable 
results.

Though proud of DOR's 
remarkable performance to date, 
those of us on the inside know how 
much remains to be done. Four 
years ago we centered our mission 
and strategic objectives on changing 
perceptions about DOR itself and the 
underlying problem of tax evasion. 
We developed an external com
munication strategy to put our best 
foot forward and to educate the 
public. We established credibility by 
initiating long-term internal im
provements. In the short term we 
improved productivity in key areas 
— refund turnaround, audit 
coverage, delinquent tax collections 
and criminal enforcement. Many of 
these early changes stemmed from 
both relentless cheerleading and a 
hard-driving management — the 
latter often supported by inadequate 
systems held together with the pro
verbial spit and baling wire.

Now the focus must be on sus
tained commitment to implementing 
long-term systemic improvements 
now underway. We have put in 
place the mechanisms, such as the 
Code of Conduct for our employees; 
MASSTAX, the $30 million redesign 
of our computer processing systems; 
a sweeping codification of our tax 
laws and administrative practices 
slated for publication next year call
ed Masstax Legal Guide; the 
largest office automation project in

State government, called OASIS, 
which will provide state-of-the-art 
technology to employees and better 
service to taxpayers; and major 
efforts to improve the quality of the 
work environment, including 
pioneering career development 
training and affirmative action pro
grams. Those are just a few 
examples of the initiatives which will 
fundamentally alter the future quali
ty of service and DOR itself.

The new insights about the role of 
tax administration must be main
tained. Massachusetts has led the 
nation in acknowledging the critical 
links among how people view the 
competence and efficiency of their 
Revenue Department, their willing
ness to pay taxes and their percep
tion of government in general. The 
landmark progress of the last four 
years has been made because manage
ment at every level has continually 
built on the available wisdom of the 
past and sought to develop a clear 
vision of the way things could be 
improved in the future.

Much remains to be improved in 
the years ahead. Unfortunately, in
terest in such matters is usually 
reserved for times of crisis — seldom 
is there continuing momentum for 
change when an agency is perform
ing well. I suggest a departure from 
this norm for DOR and a conscious, 
ongoing drive for improvement. We 
need to be as "honest, fair and 
firm" with ourselves as we are with 
the citizens of the Commonwealth 
whom we serve.

On a more personal note, let me 
say once again how grateful I am for 
the indispensable and abiding sup
port which you have given me and 
for the opportunity and honor of 
serving the public as your Commis
sioner of Revenue.

Respectfully,

Ira A. Jackson l ]

December 1986 V
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f a i r f i r m h o n e S t f a i r f i r m h o n e s t f a i r f i r m h o n e s t f a i r f i i

I n  essence the Code [of 

Conduct] represents a contract 

with the taxpaying public 

that D O R  employees will 

uphold their trust.

Accountable and Business
like Administration
Highlights:

A Instituted capstone of integrity 
commitment — the Code of 
Conduct.

▲ Embarked on $10.4 million, 
27-month MASSTAX project to 
develop state-of-the-art com
puter processing.

A Signed five-year, $5 million 
contract for an integrated office 
automation system and 300 linked 
workstations.

A Deposited income tax payments 
in record time.

A Provided almost 40,000 hours of 
professional training in 376 
different programs.

Introduction

As public servants with enormous 
authority over the financial lives of 
others, Revenue Department em
ployees must perform their duties 
with utmost integrity, accountability 
and efficiency. Fiscal 1986 saw major 
progress in meeting these most basic 
obligations.

Integrity

Implementation of a formal Code 
of Conduct for DOR's professional 
employees and managers was an 
historic Departmental milestone. 
New pre-hiring checks, employee 
training and other internal manage
ment innovations were instituted in 
Fiscal 1983. However, no formal 
document previously detailed the 
high standards expected of DOR 
employees.

Development and drafting of the 
Code began in 1983. Because the 
Code changed conditions of employ
ment for professional employees, 
collective bargaining extending to 
July 1985 was required for it to 
become effective for them. Imple
mentation followed Department-wide 
training in the fall. A Code of Con
duct coordinator was appointed to 
provide guidance on Code questions 
and to oversee all required Code 
filings.

The Code guides employees on 
their professional and ethical obli
gations, places certain restrictions on 
outside employment to avoid conflict 
of interest and requires staff to 
report misconduct by either tax
payers or other employees. To in
sulate tax administration from 
political interference, all contacts 
from public officials concerning tax 
cases must be reported. In essence, 
the Code represents a contract with 
the taxpaying public that DOR 
employees will uphold their trust. In 
Fiscal 1987 that contract will be made 
Department-wide with adoption of 
the Code by DOR's 700 clerical 
employees.

Beyond any written code, integrity 
requires living and practicing com
mitment, with communication, 
leadership by example and constant 
vigilance.

To provide that ongoing vigilance 
the Office of Internal Affairs was 
established in 1983 with a mandate 
to investigate both employee and 
taxpayer wrongdoing. Since then 
55 employees have had disciplinary 
action taken against them as a result 
of Internal Affairs investigations. But 
even more have been cleared of 
initial suspicions. With these 
safeguards in place, the public can 
have confidence in the honesty of 
the DOR employees they deal with.

The Office of Internal Audit — also
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three years old —  monitors the ef
ficiency and integrity of DOR's 
management systems. It is the 
second crucial arm of our Inspec- 
tional Services Division. In Fiscal 
1986, over 20,000 staff hours were 
logged on 28 separate internal audit 
projects throughout the Department. 
Since 1983, Internal Audit has made 
recommendations which will gener
ate an estimated $8 million in addi
tional revenue annually as well as 
increased effectiveness and efficiency 
of D O R  operations.

The Taxpayer Assistance 
counter in Boston is transformed 
into a Hollywood studio with 

the filming of the Code of 
Conduct training video. ►

What Is MASSTAX?

Imagine that you are the chief 
executive officer of a large financial 
institution. Your business processes 
$30 million daily. You have almost 
four million customers, both in
dividuals and companies. These 
customers make deposits and 
withdrawals at least four times a 
year. Many do so once a week.
The law requires each to make 
some payment every year, with 
varying deposit schedules. You 
must insure that all deposits are 
applied accurately —  or given back 
if they exceed the amount due.
You must also make sure that 
payments are in line with compli
cated formulae applied to different 
facts and circumstances.
Imagine, too, that records for at 

least a million of your customers 
are ledger cards manually updated 
by clerks. For the three million 
customers whose accounts do have 
some computer support, all you 
have is a batch-processing system 
with little on-line information and 
minimal aggregate reporting. Most 
of the accounts needing “customer 
service" are only identifiable 
through paper reports. Sometimes 
the printouts are three feet high.
That description fit the Depart

ment of Revenue three years ago. 
Today a major computer software 
development project called 
M A S S T A X  is underway to provide 
automated, state-of-the-art support 
for these functions.
Phase 1 has three key parts: 

Revenue Accounting: This system 
will automate the reconciliation of 
some $30 million received and 
deposited daily in some 94 bank 
accounts across the country.
Case Tracking: This system will 
provide on-line computer support 
for all cases requiring special 
handling and intervention. These 
cases —  numbering in the hun
dreds of thousands annually —  
will be tracked through D O R  
operations. Detailed and timely 
information will be available sum
marizing the taxpayer's history 
and relevant information. Ex
tensive management reports will 
be generated to monitor turn
around time, employee per
formance and case resolution. 
Taxpayer Registration: This new 
M A S S T A X  system will consoli
date all existing identifying in
formation about taxpayers across 
tax categories. This will provide a 
complete information picture of

each individual, as well as a com
pany's address, filing requirements, 
identifying numbers, industry codes 
and line of work.
These systems are the foun

dation for Phase 2, in which pro
grams will be rewritten to make 
better use of tax return data for 
analysis and audit selection.
Overall, the two phases of 

M A S S T A X  will provide D O R  with 
state-of-the-art computing capacity. 
That will help insure maximum 
compliance with the tax laws. It 
will also help provide the most 
responsive possible service to tax
payers in refunding money or 
resolving problems.
Information is a critical asset for 

a tax agency. It guides resource 
allocation, supports collection 
activity and drives other enforce
ment programs. M A S S T A X  is an 
investment in managing infor
mation which is expected to pro
vide the Commonwealth a return 
of nearly a half billion dollars over 
five years. Equally important, 
though more difficult to measure, 
are further gains in voluntary com
pliance and public confidence in 
D O R  from improved and more 
efficient operations.
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" T h e  Department m a d e  integrity Priority No. 1. A n d  the public's restored confide

D O R  Systems Investment*
Budget Allocated to Data Processing Expenditures

5

FY86
FY84 *Does not include lease costs for 

computer equipment which was 
purchased in subsequent years.

Automation

One of the most effective ways to 
insure integrity and efficiency is to 
automate operations. D O R  handles 
some 20 million documents annually 
and requires all of the sophisticated 
systems of a large private financial 
institution.
Unfortunately, past investment in 

computers had been inadequate. In 
Fiscal 1982 data processing support 
received less than 4.6% of the 
Department's operating budget; a 
staff of 16 handled all computer 
programming. There was not one 
word processor in the entire agency; 
approximately 85% of D O R  oper
ations lacked any sort of computer 
support.
Lack of computer support created 

many problems. Most importantly, it 
was impossible to monitor the in
tegrity of millions of transactions or 
insure payments were made on time 
and in full. In addition, enforcement 
opportunities were lost and service 
to taxpayers suffered.
Major progress has been made in 

the past three years. The Infor
mation Services Organization, 
created in Fiscal 1984, has been 
given added staff. User-friendly 
tracking systems have been 
developed to handle thousands of 
pieces of taxpayer correspondence

monthly. A  new abatement process
ing system has helped to produce a 
31% reduction in that inventory.
Most of DOR's major processing 

programs are already beyond their 
useful life. Many are written in obso
lescent languages, making new pro
gramming difficult and use of time
saving tools impossible. To solve 
these problems the Governor's A d 
visory Task Force on the Department 
of Revenue in 1983 recommended a

$30 million investment over five 
years. Requirements for a new pro
cessing system were defined after 
extensive planning and, in December 
1985, a $10.4 million development 
contract for the first installment of 
the new system was awarded to 
Arthur Andersen &  Co. This project, 
called MASSTAX, will also require 
substantial D O R  employee partici
pation through January 1988.
The Department has also begun

Through long-term integration of tax files and improvements 
in operational efficiency, the M A S S T A X  project will provide 

better service to DOR's four million customers.

T
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D O R  helped increase collections and reduce evasion." Professor Paul R. McDaniel 
Boston College Law School

decentralized automation with the 
acquisition of some 150 micro
computers and word processing 
workstations. Employees have 
welcomed the new equipment. The 
payoff from increased productivity 
and expanded management infor
mation systems has already exceeded 
expectations in both enforcement 
and service. And, the potential for 
positive change has barely been 
tapped.
In Fiscal 1986 a long-term solution 

to office automation needs was in
itiated with the signing of a five- 
year, $5 million contract with Digital 
Equipment Corporation. The first 100 
machines and the centralized 
processor to link the new network 
will arrive in Fiscal 1987.

Return O n  Investment 
Audit*

$25 per $138,000 per $257,000,000
Salary Dollar Working Flour per Year

‘Numbers reflect Fiscal 1986 Multistate and N e w  England Audit Bureaus.

Training

Even the best automated systems 
can only be as effective as the peo
ple who run them.
Thus the Department has 

dramatically expanded its training 
programs. Over 5,000 hours of com
puter training have been provided 
for 550 employees in a new program 
which began in Fiscal 1985. Overall 
in Fiscal 1986, almost 40,000 hours of 
instructional opportunities were pro
vided to employees through 376 dif
ferent programs. Many used in- 
house resources and a network of 
training officers in each bureau.

Recognizing that, ultimately, 
human beings are an agency's most 
valuable resource, training and 
employee progress are a priority. 
Other initiatives include formal and 
informal Quality of Working Life 
groups in various bureaus. These 
have provided important input on 
major facilities decisions. Ten 
performance-recognition programs 
were established in Fiscal 1986 to 
sustain high levels of morale, ac
countability and performance.

Efficiency

The Governor and the Legislature 
have funded the expanded computer 
resources and employee training, as 
well as higher pay and improved 
facilities. The DOR's budget has in
creased by more than $30 million 
since Fiscal 1982. During the same 
period bottom-line revenue collec
tions increased by almost $3 billion. 
There can be no direct comparisons 
between resource investment and 
revenue production. Economic 
growth and inflation caused some of 
the increase on both sides of the 
equation. But it is possible to 
illustrate the return on dollars 
invested in personnel directly involv
ed in auditing taxpayers.
Clearly, an investment in a proper

ly managed revenue agency will 
return handsome dividends. And 
that figure does not count the added 
benefit of increased voluntary com
pliance —  more than $1 billion 
cumulatively in Massachusetts over 
the past three years.

Expenditures For Training D O R  Personnel
(Not included is the training provided by Local Services to local officials.)

FY82 FY83 FY84 FY85 FY86
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-f ast refund service requires 

early and wide distribution 

of tax forms. In Fiscal 1986 

they were out January 2 and

Prompt and Professional 
Services
Highlights:
▲  Returned refunds in record 

average time of 16.3 days.
▲  Revised Form 1-NR for non

residents for the first time in 15 
years.

▲  Completed full and fair property 
valuation for all 351 cities and 
towns.

▲  Provided 25 communities with 
extensive technical assistance on 
financial management.

▲  Improved communication about 
tax law and administration 
through new Taxpayer 
Advisory Bulletin and D O R  
Directives.

Introduction

and could care less about their 
needs. So fast refund processing has 
been a top D O R  priority. And in 
1986 all error-free refund returns 
were processed in record average 
time of 16.3 days. Those returns 
filed at the April deadline were 
done, with checks in the mail by 
M a y  15th —  seven weeks faster than 
four years earlier.
Fast refund service requires early 

and wide distribution of tax forms.
In Fiscal 1986 they were out January 
2 and available at over 1,500 
locations in Massachusetts and sur
rounding states —  refunds started 
flowing just eleven days later. In 
another major improvement the 
Department introduced a revised 
non-resident income tax form in
corporating earlier improvements in 
forms for those living inside 
Massachusetts.

available at over 1,500 

locations in Massachusetts 

and surrounding states —  

refunds started flowing just 

11 days later.

Every adult citizen and corporation 
in Massachusetts must regularly do 
business with the Department of 
Revenue. Every city and town in the 
Commonwealth must rely on D O R  
for timely information on its State 
aid figures. The Department must 
also approve municipal property 
valuations and tax rates. With this 
kind of power and responsibility, 
timely, responsive and professional 
service is a top priority.
All too often revenue agencies do 

not sufficiently acknowledge the 
relationship between the level of 
their service and bottom-line col
lections. At DOR, however, a con
scious effort has been made both to 
provide needed service and to treat 
honest taxpayers as valued 
customers.

Treating Taxpayers As 
Valued Customers

Some 1.7 million taxpayers file 
annual returns accurately and on- 
time, then anxiously await a refund. 
A  long wait for those checks will 
likely convince them that the 
Revenue Department and all govern
ment is inefficient, unaccountable

In recognition of DOR's 1985 
refund service, some 550 employees 
were awarded the highest honor in 
State government —  the Manuel 
Carballo Governor's Award for 
Excellence in Public Service. The 
group — drawn from data entry, 
processing, computer programming 
and forms design —  called their 
joint project "SERVE" —  for 
"Speedy Efficient Refunds Very 
Early."

8
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▲
As part o f  D O R's com m itm ent to treating taxpayers as valued  

custom ers, a beefed-up telecom m unications cen ter answ ers inquiries 
w ith  average w aiting  tim e o f  17 seconds.

To reach out to those with ques
tions or problems, the Department's 
Taxpayer Assistance Bureau con
ducted almost 800 community 
outreach sessions around the C o m 
monwealth. In all, almost 480,000 
taxpayers received personal 
assistance at those sessions or at 
D O R  offices across the State. The 
350,000 people w h o  telephoned had 
their calls answered in an average of 
17 seconds.
Filing season activities are just one 

part of the Revenue Department's 
service to taxpayers. Throughout the 
year, D O R  personnel provide infor
mation and process applications for 
abatements to correct errors and get 
money back to taxpayers.
N e w  procedures have enabled the 

Abatement Bureau to reduce its in
ventory by 31%, and 70,000 cases 
were closed during Fiscal 1986. In 
the past, abatements for corporate 
taxes could take up to four years; 
that turnaround time has now been 
reduced to six months. In each case, 
the facts and circumstances must be 
reviewed, a decision must be made, 
and an intricate procedure, including 
approval by the Governor's Council, 
must be followed before a check can 
be issued. N e w  computer systems 
and redesigned forms have made it 
possible to keep taxpayers routinely 
informed of the status of claims and 
provided expanded explanation of 
any denials.

Affirm ative Action
Fairness is not only the basis for 

DOR's dealings with others, it also 
means an internal commitment to 
fair and equal opportunity for 
D O R  employees. In Fiscal 1986, 
D O R  continued to make great 
strides in affirmative action with 
one in five new hires a minority 
individual and six in ten women.

Since the creation of our Affirma
tive Action Office in July 1983, the 
number of minorities throughout 
the Department has doubled while 
representation on the management 
level has increased from zero to 
nine. Likewise, w o m e n  now ac
count for one-fourth of all 
managers and almost one-third of 
all professionals.

A Day in the Life of Local
Just north of Boston, members of 

the Local Services staff join con
sultants from a "Big Eight" ac
counting firm retained on behalf of 
the city. Legislators, other State of
ficials, the mayor and chief 
municipal officers are also on hand 
seeking a way out of a fiscal crisis. 
The city faced a court order to 
keep its schools open although the 
municipal budget is $2 million 
short. (Two years later they will 
meet again to report on the suc
cess of the program.) ▲
Employees from across the Di

vision's four Bureaus bring their 
expertise in property valuation, 
Proposition 2V i and financial 
management to a meeting with the 
city manager and assessors from 
one of the State's older com
munities. Their mutual con
cern: the city will not have

Services
enough revenue to cover all 
budgeted services in the current 
fiscal year. ▲
In a central Massachusetts town 

of 6,500, the assessors' staff 
gathers around computer terminals 
to learn about data-entry pro
cedures from a Local Services 
employee. This is the first stage of 
the pilot program for the C A M  A  
(Computer Assisted Mass A p 
praisal) system. ▲
The accountant for a Cape Cod 

community, a D O R  staff field 
examiner and a C P A  consultant 
hired by Local Services are com
pleting the municipality's con
version to the new U M A S  
(Uniform Municipal Accounting 
System). The several weeks of 
"hands-on" training were provid
ed to the accountant at no cost. ▲
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" O n  January 27,1 mailed m y  return. O n  February 5,1 got m y  refund. It's too b a d  mori

Communicating the Rules 
w ith  Clarity

The best service a Revenue Depart
ment can provide taxpayers is clear 
guidance on h o w  to comply with tax 
laws accurately on the first go- 
round. In Fiscal 1986 D O R  took 
three major steps to provide greater 
clarity to the vast majority of tax
payers and tax practitioners. -
First, the focus of an enlarged 

Rulings and Regulations Bureau was 
shifted from providing individualized 
responses on narrow issues to 
writing more generic regulations. 
Secondly, a new publication —  the 
Taxpayer Advisory Bulletin —  became 
a regular part of D O R  communi
cations, with quarterly issues out
lining developments in tax ad
ministration and tax-law changes, 
and was distributed to over 25,000 
people concerned with tax issues. 
Finally, progress was made toward 
producing a complete guide to 
Massachusetts State tax laws. The 
end result to be known as the 
Masstax Legal Guide, will be a 
multi-volume publication containing 
all the original source documents, 
case annotations and materials rele
vant to DOR's administration of 
Massachusetts' tax laws.

Municipalities Assessing at Full and Fair Cash Value as Certified by D O R

Cities and Towns

FY81 FY82 FY83 FY84 FY85 FY86

As part of Masstax Legal Guide, a 
new publication series —  the D O R  
Directive —  clarifies application of 
tax laws in particularly complicated 
situations. Sixteen Directives had 
been issued by the end of the year.

Helping Cities and Towns 
to Help Themselves
The Revenue Department's work 

with communities involves not only 
distribution of State aid but hands-on 
help with local officials to put the 
taxpayers' money to best use. The 
Division of Local Services is also 
charged with, insuring equity in local 
property tax administration.
In Fiscal 1983, the Division 

developed a "Master Plan for Im

proving Local Government Financial 
Management," a blueprint for a 
State and local partnership. The 
agenda has included creation of a 
Computer Assisted Mass Appraisal 
system to assist local assessors in 
keeping their property assessments 
at full and fair cash value. A  far- 
reaching municipal finance manage
ment consulting service that makes 
full use of the Municipal Data Bank 
has been developed. All these serv
ices are free and are provided only 
at the community's request.
In all, during Fiscal 1986, 25 cities 

and towns were provided extensive 
technical assistance and recom
mendations for improved financial 
management. Almost 2,000 municipal 
officers were trained in a wide variety 
of municipal legal and financial

D O R  attorneys researching case 
law while drafting the Masstax 
Legal Guide —  a multi-volume 
collection of materials relevant to 
State tax administration.

10



heard about the speed and efficiency of your Department/'
Mary A n n  Dugan 
Somerville, M A

issues. Forty communities were con
verted to the Uniform Municipal 
Accounting System —  an important 
change for bond ratings and fiscal 
stability.
“Cherry Sheets" listing the 

amount of local aid each community 
can expect to receive in the coming 
fiscal year were issued by February 
28 —  earlier than ever before. This 
allowed communities to better plan 
their projected expenditures. Fiscal 
1986 also marked the completion of

full and fair valuation for all 351 
cities and towns in the C o m 
monwealth —  an accomplishment 
which ranks Massachusetts tops in 
the nation in terms of property tax 
equity.
Since launching the Master Plan 

three years ago, the Division of 
Local Services has become a major 
resource for the Commonwealth's 
cities and towns. With the breadth 
of its expertise, the Division can 
recognize differing financial prob

lems and then tailor its approach to 
individual needs.
The Division's efforts have pro

duced real benefits for Massachusetts 
communities —  cost savings, 
revenue increases and improved 
productivity within budgetary con
straints. Communities which receive 
technical assistance are left with 
better tools for sound financial 
management and better information 
to guide their future decision-making 
process.

Fiscal 1986 U M A S  Conversions —
N e w  Municipal Accounting System

Forty communities were 
in Fiscal 1986.

Acton Greenfield
Andover Hamilton
Attleboro Hanover
Billerica Hingham
Bourne Holbrook
Brockton Holden
Burlington Holliston
Cambridge Lunenburg
Gay Head Maynard
Gloucester Medfield

converted to the U M A S  system

Mendon
Merrimac
Middleborough
N e w  Bedford
North Adams
Pittsfield
Plainville
Plymouth
Revere
Rockland

Somerset
Springfield
Taunton
Upton
Watertown
Wellesley
West Tisbury
Weston
Winchester
Winchendon

11
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... the quiet, competent 

presence of D O R  auditors is 

a key element in an overall 

enforcement program which 

protects honest taxpayers and 

keeps the playing field level 

for business.

Tough Enforcement
Highlights:

A  Collected $327 million in de
linquent taxes in Fiscal 1986 —  
three times the 1982 total.

▲  Assessed over a quarter billion 
dollars in taxes after audits 
discovered over $5 billion in 
unreported and misreported 
income.

▲  Seized 183 properties of major 
tax delinquents —  more seizures 
than in Fiscal Years 1981 
through 1984 combined.

A  Developed Project Self Assess —  
an innovative enforcement 
project which redefined the role 
of D O R  auditors, increased 
voluntary compliance and 
generated $4.9 million in 
unreported taxes.

A  Implemented a sophisticated 
computer prqgram which 
detected a multiple-refund 
scam and led to the longest jail 
sentence for tax fraud in 
Massachusetts history —  three 
to five years.

A  Referred 37 cases of tax evasion 
for criminal prosecution.

Introduction
Tough and visible enforcement 

provides assurance to honest tax
payers that they will pay only then- 
share of the tax burden, not a sur
charge to make up for delinquents 
and evaders. Enforcement deters 
evasion and delinquency by sending 
a clear message about the conse
quences. Some benefits of enforce
ment are easily measurable. Others 
are harder to pinpoint. Still they 
contribute to DOR's bottom line as 
more taxpayers pay their taxes will
ingly rather than face tough enforce
ment. In Fiscal 1986 record enforce
ment levels were reached while new 
and creative enforcement methods 
were developed.

Fiscal 1986 saw $327 million ► 
collected through direct enforcement 
actions including the seizure of 183 
properties —  a larger number than 

in 1981-1984 combined.

Collecting from  Delinquent 
Taxpayers

A  record $327 million was collected 
from direct enforcement —  72% 
more than the previous year and 
over three times the Fiscal 1982 total. 
The, Compliance Bureau, responsible 
for tracking down known de
linquents, collected $184 million, top
ping the previous year by 53%. The 
N e w  England Audit Bureau and the 
Multistate Bureau, the nationwide 
audit unit, collected $143.5 million 
from taxpayers found to owe money. 
That was a 104% increase over their 
combined collections the year before 
and brought total delinquent tax col
lections since Fiscal 1982 to $900 
million.
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Enforcement Actions
To collect from delinquents, 

employees place liens on property 
and levies on bank accounts, as well 
as seizing personal and corporate 
property. As a result of the 1983 
REA P  statute D O R  also has special 
powers over taxpayers holding 
licenses and contracts. Fiscal 1986 
was a record year in all those 
enforcement categories. One 
highlight was a perjury indictment 
against a Boston restaurant owner 
who falsely swore he was current 
with his taxes at the time of his 
license renewal. He was later 
sentenced to three months in jail.
In a continuing program with the 

State Alcoholic Beverage Control 
Commission, $1.9 million was col
lected from 638 delinquents wishing 
to buy or sell a licensed 
establishment.
Property seizure is the Depart

ment's toughest civil action. Used 
only 20 times in Fiscal 1982, this 
high-visibility enforcement tool has 
been employed with steadily increas
ing frequency —  both to collect on 
specific accounts and to serve as a 
warning to others tempted to run up 
tax bills. In Fiscal 1986, there were 
183 seizures —  more than the total 
for the years 1981 through 1984 com
bined. Another 472 delinquents 
whose cases had been referred to the 
Seizure Unit paid up after receiving 
ten-day warning notices.
Special targets in the Seizure pro

gram are business operators who 
collect trustee taxes, such as income 
tax withholding and meals tax, from 
employees and customers and then 
fail to turn them over to the State —  
the moral and financial equivalent of 
unarmed robbery. One notable 1986

seizure action, stemming from an 
investigation of “combat-zone" 
businesses, involved simultaneously 
seizing eight Boston and Cambridge 
taverns with interlocking ownership 
and management.
Total revenue from the Seizure 

program for the year exceeded $8.96 
million. Even more important, 
however, was the increased volun
tary compliance stimulated by the 
frequent sight of the Department's 
brightly colored seizure signs on 
buildings and land —  and stories 
about those actions in the media.

Crim inal Investigations
DOR's criminal investigation pro

gram protects honest taxpayers 
against evaders. Four years ago 
evasion was not even a felony in 
Massachusetts. That changed with 
REAP, and D O R  has placed new 
emphasis on developing high- 
visibility cases designed to impress 
upon potential evaders the serious 
risks involved.
In Fiscal 1986 DOR's Criminal 

Investigations Bureau (CIB) referred 
37 cases to the Attorney General's 
office for court action. Seven of 
these stemmed from the “Southern 
Lights" project focusing on 
Massachusetts residents working in 
Connecticut and not reporting their 
income here. Five individuals were 
fined as a result —  with one ordered

13



D O R ' S  vigorous m o v e s  against tax delinquents and evaders have paid h a n d s o m e

NATION
V;SEASH -L_L-

N e w  England

Multistate

Total Audit Assessments $274 $ Millions 
280

240

Z * - , ___-

________

Inheritance and Estate

FY82 FY83 FY84 FY85 FY86

to pay $10,000. The defendants also 
had to pay all the taxes due, with 
interest and penalties. Eleven other 
such cases are still awaiting final 
court disposition. CIB expects that 
80% of the cases it referred in Fiscal 
1986 will be accepted for prosecution
—  up from 60% in Fiscal 1983. And 
many investigations n o w  involve 
more sophisticated and complex 
evasion schemes.
A  fraudulent income tax refund 

scheme went to court as the result of 
the " S P E C T R U M S ” program. The 
judge in that case handed the de
fendant the longest jail sentence in 
Massachusetts history for tax fraud
—  three to five years.
Another CIB project called

"Parimutuel" looked into tax 
evasion by gamblers at area 
racetracks, with special focus on 
those not reporting winnings or 
cashing in large-dollar tickets for 
other bettors in return for a per
centage of the winnings. The first 
individual indicted under this project

received the largest fine ever for 
State tax evasion —  $20,000. In all, 
the courts ordered $45,000 in fines 
and 1,100 hours of community 
service for tax evasion in Fiscal 1986.

A uditing  Returns
D O R  checks the information on 

returns in several ways —  some 
automated and some requiring in- 
depth individual intervention. O n  
the automated side, every personal 
income tax return is checked by 
DOR's computer for math errors and 
compliance with certain exemptions 
and deductions. In Fiscal 1986 these 
checks produced $6.8 million in add
ed tax revenue on some returns, and 
returned $2.1 million to taxpayers on 
others.
DOR's two auditing units con

ducted over 34,000 State tax audits in 
Fiscal 1986 —  more than double the 
number conducted in Fiscal 1982.
The final assessments represented $5

billion in previously unreported or 
underreported income. In one N e w  
England case, a computerized 
personal income tax audit selection 
project led to the largest tax audit 
result in the history of the Depart
ment —  $19 million. The bill was 
paid less than eight weeks later.
The Multistate Bureau, with 

regional offices in Atlanta, Chicago, 
Los Angeles, N e w  York and Pitts
burgh, identified 212 corporations —  
24 of them on the Fortune/Forbes 
1000 list —  failing to file or pay taxes 
due Massachusetts in Fiscal 1986. 
Over $9 million in assessments 
resulted from these non-filer in
vestigations. O n  average, Multistate 
auditors produced $1.4 million for 
the Commonwealth —  a return on 
investment of almost $25 to $1.
Both audit bureaus have benefited 

from new programs to exchange in
formation with the Internal Revenue 
Service and 39 other states. One 
such initiative involving federal 
audits of corporations resulted in

14



s for honest taxpayers here and have served as a m odel tor the nation.
Richard A. Manley
President, Massachusetts Taxpayers Foundation

$1.6 million in assessments on 70 
firms. Another program developed 
from these agreements is a computer 
match of information from N e w  
York. Follow-up checks are made on 
taxpayers claiming to be non
residents of one state or the other 
but not filing the proper returns in 
either.

Innovative Enforcement
Project Self Assess

Project Self Assess is a creative 
new audit approach to insure 
maximum achievable voluntary 
compliance. Traditionally, auditors 
identify a potential case and then 
thoroughly examine the taxpayer's 
records to determine the proper

tax due. While necessary in some 
cases, this practice often results in 
a role reversal, with the D O R  
auditor preparing the return and 
the taxpayer then "auditing” the 
examiner's work! That consumes 
massive quantities of limited D O R  
audit resources; it also encourages 
a taxpayer to wait for the auditor 
to do the paperwork before com
plying with the law.
The Natick Regional Office, 

DOR's laboratory for new enforce
ment techniques, developed Pro
ject Self Assess to change this role 
reversal. Potential underreporters 
are identified and sent a notice of 
insufficient return. They get help 
in complying, but they are re
quired to complete the necessary 
bookkeeping on their own. D O R  
examiners then resume their

Number of Seizures

Number

FY81 FY82 FY83 FY84 FY85 FY86

proper role as reviewers of the tax
payer's work as better returns are 
filed.
Self Assess has already produced 

nearly $5 million in previously 
unreported taxes with one-third 
fewer auditor hours than tradi
tional cases. The freed resources 
can be used to broaden the base of 
taxpayers audited and develop 
more civil and criminal fraud 
cases. More importantly, this pro
gram encourages taxpayers to com
ply voluntarily in the future. The 
response from most affected tax
payers has been quite positive —  
an encouraging sign that other 
new approaches should be 
considered.
Audits are also conducted in 

DOR's Estate Tax Bureau, where 
returns are examined by a special 
staff of 23 trained in this aspect of 
Massachusetts tax laws. Almost $7.5 
million in additional estate taxes 
were assessed by these auditors in 
Fiscal 1986 —  a 45% increase over 
last fiscal year.
DOR's audit work is shielded by 

laws of confidentiality and cannot 
make the same sort of headlines as 
seizures or criminal indictments in 
which taxpayers are identified. But 
the quiet, competent presence of 
D O R  auditors is another key element 
in an overall enforcement program 
which has benefited the C o m 
monwealth as a whole.
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n
.L/ OR's accomplishments 

are the work of a team of 

managers and line employees 

working together. These are 

the remarkably talented 

people who led the way."

Frank T. Keefe 
Secretary
Administration and Finance

Commonwealth of Massachusetts 
MASS. DOR 
(Department of Revenue) 
December 1986
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Sammye Akutsu

James Aloisi

Robert Arena

Catherine Bayliss

Allan Breen

Daniel Breen

Susan Byers

Lawrence Campbell

Edward Collins

Robert Crist

Bernard Crowley

Donald Cusack

Philip Dardeno

Leonard Desautelle

Jerry Fay

Thomas Fitzpatrick

Thomas Foley

Harry Grossman
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Thomas Herman

Frank Holland

Virginia Johnson

William Kelley

Kenneth Marchurs
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Lawrence McCabe

Walter McCarthy

Thomas Mennitt

Nicholas Metaxas

Barbara O'Connor

George Osganian

Vincent Piccinni

Joan Ramsdell

Gus Rancatore

Frank Ricci
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Nancy Sandock

Guy Sasso

Stephen Shiffrin

Debra Spoerk

Sandra Steele

Richard Sylvia

Roberta Timmerman

Richard Wall

Daniel Wasserman
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G o o d  News!

Highlights:

hat is so exciting about 

tax administrators doing what 

they are supposed to do?

▲  Increased voluntary compliance 
by more than one billion dollars 
in the past three years.

▲  Provided funding for record in
creases in local aid and needed 
investments in education, public 
safety, environmental quality 
and human services programs 
without tax increases.

A  Helped to make possible the 
largest State tax cut in 
Massachusetts history.

Introduction
D O R  has made impressive 

progress in honest, fair and firm ad
ministration of State tax laws. Tough 
enforcement has cut tax evasion and 
delinquency. That and improved 
service have increased voluntary 
compliance. All of this has con
tributed to an extraordinary $7.4 
billion bottom line for Fiscal 1986 —  
a 60% increase in revenue collected 
from virtually the same set of tax 
laws as in Fiscal 1982. Investments 
in systems development are helping 
to insure that these new standards 
of performance will be maintained if 
not exceeded in the future.
So what? What is so exciting about 

tax administrators doing what they 
are supposed to do? W h y  should the 
average citizen really care anyway?
There's a three-part answer. In

creased voluntary compliance means 
fewer evaders and a more fair and 
equitable tax burden for everyone. 
Second, the additional tax revenue 
from both enforcement activities and 
voluntary compliance has helped to 
fund strategic investments in a clean 
environment, compassionate human 
services, safe neighborhoods and 
quality education. Lastly, there has 
been enough left over to provide tax 
relief to every citizen of 
Massachusetts with the largest State 
tax cuts ever.

Increasing Voluntary 
Compliance
A  successful tax system depends 

on taxpayers paying what they owe 
on time and in full before they are 
audited, billed or otherwise pursued 
for payment. There are, by defi
nition, limits to administrative 
resources and limits to the levels of 
acceptable government intervention 
in a democracy. So a tax agency's 
ultimate standard for success is in
creasing the level of voluntary 
compliance.
By that standard, Massachusetts 

has made incredible gains in the past 
three years. The key to that success 
has been a combination of better 
service, tougher enforcement and 
targeted campaigns to change public 
attitudes about tax evasion. DOR's 
approach combines the stick, the car
rot and an appeal to conscience.

Perhaps the real bottom line is 
how well we can invest in our 
children’s future.

T
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Direct and Indirect State Aid to Cities and Towns
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The success of this strategy has 
produced more than a billion dollars 
in additional revenue from voluntary 
compliance alone over the past three 
years. Using both demographic and 
economic indicators, the Department 
first measured this improvement in 
Fiscal 1984. Some $233 million of 
that year's tax gains could not be 
explained by economic growth or the 
revenues from increased enforce
ment, law changes or improved cash 
flow management. Of that $233 
million total, $67 million came from 
the first-year returns from the 
Department's successful Amnesty 
program. All of that was maintained 
in Fiscal 1985 and a final $18 million 
from Amnesty was added, even 
though the program was over. Clear
ly, taxpayers w h o  got a second 
chance under that program changed 
their taxpaying behavior. Other 
gains pushed the total voluntary 
compliance increase for Fiscal 1985 to 
over $300 million.

In Fiscal 1986, some doubted this 
m o m e n t u m  could be maintained 
with additional growth on top of 
such an expanded base. The year 
ended, however, with collections up 
a record 16.7% or a $1.06 billion in
crease. This means that all of the 
gains in voluntary compliance made 
in Fiscal Years 1984 and 1985 —

some $564 million —  were maintained 
in Fiscal 1986. That brought the 
three-year total increase in voluntary 
compliance —  from more honesty 
and less tax evasion in the 
marketplace —  to well over $1 
billion.

Increased Funds for 
Services
Additional revenue from tax col

lections has funded a wide range of 
needed public services to insure 
quality of life and continued 
economic growth in the C o m m o n 
wealth. Tax money has supported 
employment and training programs 
to help people off welfare, more 
scholarship aid and other support 
for higher education and record in
creases in housing for citizens in 
need. A n d  38 cents of every State tax 
dollar have been returned to com
munities in a rising tide of local aid.
With local real estate tax revenues 

capped by Proposition 2 V i, State aid 
has been increased to meet 
legitimate needs of cities and towns 
with limited resources and declining 
federal revenue sharing. In addition, 
technical assistance and new infor
mational resources provided by 
DOR's Division of Local Services 
have given cities and towns the tools

they need to get the best value for 
every dollar.

Cutting Taxes
The strong Massachusetts economy 

and improvements in tax collection 
have helped provide sufficient funds 
for a series of tax cuts. The largest of 
these is the repeal of the 7V2%  in
come surtax. As this cut is im
plemented it will save Massachusetts 
taxpayers over a quarter of a billion 
dollars every year. Reform of our tax 
laws will provide additional tax relief 
for over 800,000 families with 
children. This combination of income 
tax law changes translates into a cut 
ranging from 7%  to 75% for 
Massachusetts citizens.
Finally, the threshold for no-tax 

status has more than doubled —  an 
unprecedented change which pro
vides complete relief from taxation 
for about 315,000 low-income 
taxpayers.

The Department of Public 
Welfare Employment and Training 
<ET) program provides valuable 
hands-on training and other sup
port to allow welfare mothers to 
pursue the dignity of work and 
break out of the cycle of 
dependency.
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" W e ' v e  improved service and cut taxes as well. T h e  R e venue Department's spectacu

Increased  revenue an d  better m an agem ent translate directly  
in to m ain ta in in g  a  clean and safe environm ent. Q uabbin  
R eservoir is ju st  one site ben efitin g  from  th e  C om m onw ealth's  
w ater conservation  program .

Another major cut was also 
enacted in the estate tax. In a 
sweeping revision, passed in 
December 1985, the law was 
simplified and the minimum level 
for taxation of an estate raised from 
$60,000 to $200,000. This change will 
exempt from taxation more than 
10,000 estates —  a cut of 70% of the 
estates which would have been tax
ed under the old law.
The combination of these tax cuts 

has a profound effect on the C o m 
monwealth's elderly citizens, some 
13% of the population. Increases in 
no-tax thresholds have eliminated all 
obligation to pay taxes for 160,000 
low-income elderly citizens —  almost 
40% of all taxpayers over 65.
Income tax cuts have provided 
substantial tax relief to elderly 
citizens in higher income groups.

The estate tax cuts, while not 
directly benefiting elderly citizens, 
minimize their concerns about the 
future well-being of their families.

Reducing the Revenue 
Burden
Revenue burden is the amount of 

income that each taxpayer pays for 
the services provided by govern
ment. In 1979, Massachusetts had 
one of the nation's highest revenue 
burdens —  11.3% above the national 
average. Since that time —  and even 
before recent tax cuts —  the revenue 
burden has declined to 8%  below 
the national average.
Much of this gain can be attributed 

to declining property taxes.

Massachusetts once suffered under 
one of the highest and most 
regressive levels of real estate tax
ation in the nation. Since Propo
sition 2V i in 1981, however, property 
taxes have declined 6%. In contrast, 
property taxes nationwide increased 
by 22%. With all these changes, five 
years after Proposition 2V i went into 
effect, Massachusetts can proudly 
boast of having the lowest property 
tax burden in N e w  England.
In Fiscal 1986, our estimated 

revenue burden was below the 
national average. This means that 
the cost of State and local govern
ment was an estimated $152 for 
every $1,000 of income —  $22 less 
than it was in 1979.
This record stands in sharp con

trast with that for most of the rest of 
the nation. Since 1983, 33 states 
have increased broad-based taxes. 
Massachusetts has moved the other 
way —  cutting taxes.
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rformance w a s  a key factor in m a k i n g  that possible.
Michael S. Dukakis 
Governor

Tax Cut By Income Group*

Income Group
Adjusted Gross Income (Thousands) 
*Law as of November 1, 1986

Massachusetts has an economy 
which is the envy of the nation. The 
unemployment rate has declined 
from 7 %  in 1983 to the lowest of any 
industrial state. Over 300,000 new 
jobs have been created; over 50,000 
businesses have been launched, and 
personal income is climbing faster 
than anywhere in the country. 
Thanks to this strong economy,

aggressive revenue enforcement and 
more responsive taxpayer service, 
needed money for important public 
services has been available at the 
same time that substantial tax relief 
has been provided. The Massachu
setts Department of Revenue is 
proud of its part in this success 
story.



Legislative
Accomplishments
Tax administration is built upon 

laws. Fiscal 1986 was a landmark 
Legislative year, bringing full cycle 
for D O R  and the taxpayers a chain 
of events which began three years 
earlier. T w o  major bills —  one reduc
ing the income tax and the other 
narrowing coverage of the estate tax 
—  were passed in the final weeks of 
the 1985 Legislature. Both bills also 
made other significant changes in tax 
law and administration, some of 
them extending or broadening pro
visions of the 1983 Revenue Enforce
ment and Protection (REAP) statute. 
The Legislature's passage of REA P  
and much-expanded funding for the 
Department launched the enforce
ment drive which in time helped 
produce the added revenue to 
finance the tax cuts.
Here is a summary of the year's 

Legislative accomplishments, by tax 
category:

Personal Income Tax

1986 Returns:
• The 7V2%  surtax reduced to 33A%, 
bringing the effective tax rate on 
Part A  income to 10.375% and on 
Part B income to 5.1875%.

• No-Tax Status raised to $6,000 for 
single persons and $10,000 for 
married couples filing jointly.

• "Total income" for No-Tax Status 
limited to Massachusetts Adjusted 
Gross Income. It no longer in
cludes U.S. and Massachusetts 
interest and fiduciary income.

• The threshold for filing increased 
from $2,000 to $6,000 of Massachu
setts gross income.

• Massachusetts tax law conformed 
to the Internal Revenue Code 
(I.R.C.) as of January 1, 1985, 
rather than February 1, 1983.

• Social Security benefits specifically 
exempted from Massachusetts in
come taxation.

• Disability income included in gross 
income as under the I.R.C. 
without provision for a deduction 
or credit.

• Massachusetts energy credit ex
tended for two years.

1987 Returns:
• The surtax repealed fully for both 
Part A  and Part B income.

• Personal exemptions substantially 
increased, and gradually decrease 
as the taxpayer's income increases. 
(This provision was subsequently 
declared unconstitutional by the 
Massachusetts Supreme Judicial 
Court.)

• Estimated tax payment system 
changed.
• The threshold for required 
quarterly payment of estimated 
taxes set at $200, up from $4.

• N o  declaration of estimated tax 
is necessary, as in I.R.C.

• Voucher payments made on a 
quarterly or other basis, as 
required.

• N o  underpayment addition 
imposed if there was no tax 
liability in the prior year, if the 
tax year included 12 months and 
the taxpayer was a resident.

• Waiver of underpayment ad
dition provided for casualty, 
disaster or unusual circum
stances, and when in the cur
rent or prior year the taxpayer 
became 62 and retired or became 
disabled.

• Special provisions for farmers 
liberalized and extended to com
mercial fishermen.

Corporation Excise
• Automatic extensions filed on or 
after December 18, 1985 extended 
from 3 to 6 months.



• A  study requested of the Special 
Commission on Tax Reform on 
unitary accounting method for 
determining taxable income under 
the corporate excise, to be filed 
with the House of Representatives 
by December 31, 1986.

Estate Tax
Estates are required to report 

federal estate tax changes by the IRS 
to the Commissioner of Revenue 
within two months of receipt of final 
determination.

Cigarette Tax
A  25% tax on the manufacturer's 

sales price of smokeless tobacco was 
made effective February 1, 1986.

REAP II Provisions
• Responsible officers made fully 
liable for trustee taxes due on or 
after December 18, 1985.

• The Commissioner's authority to 
accept offers in settlement of tax 
liabilities where serious doubt 
exists as to liability or collectibility 
made permanent.

• Authorization to hire outside 
collection agencies extended to 
January 1, 1988.

• A  5 %  late payment penalty in
stituted on depository taxes made 
on or after December 18, 1985.

• Corporations prohibited from 
voluntarily dissolving after January 
1, 1986, without a tax clearance 
certificate from DOR. The C o m 
missioner granted greater authority 
to petition for dissolution if a cor
poration fails to file State tax 
returns or to pay State taxes for at 
least two years.

Estate Tax Law Revision
A  study conducted by the 

Legislature's Joint Committee on 
Taxation in conjunction with the

Department of Revenue and the bar 
associations resulted in broad 
changes in the Commonwealth's 
estate tax laws, freeing from any tax 
obligation 70% of estates which 
previously would have been required 
to file and pay a tax. The prior law 
applies to estates of those who died 
between 1976 and 1985, while the 
new estate tax law applies to estates 
of persons dying on or after January 
1, 1986. Here are highlights of the 
new statute:
• The level at which a gross estate is 
subject to tax was raised from 
$60,000 to $200,000.
• Estate tax returns are still re
quired for estates of $200,000 or 
less where a release of a lien on 
real estate is needed.

• Estates exceeding $200,000 are 
wholly taxable, but receive a tax 
credit of $1,500. The prior $30,000 
exemption has been eliminated.
The tax cannot exceed 20% of the 
net estate in excess of $200,000.

• Half the value of a property owned 
jointly by a husband and wife is 
included in the gross estate,

regardless of the level of contri
bution by each party. The in
cludible amount also qualifies for 
the marital deduction.

• All property transfers made by the 
decedent for less than full con
sideration within three years of 
death are now included in the 
gross estate if the transfers exceed 
$10,000 per year for each recipient.

• A  small estate with no federal fil
ing requirement or one in which 
no federal estate tax is due may 
elect to use the alternate valuation 
date (six months after the date of 
death) for estate tax purposes.

• Qualified terminable interest 
property now qualifies for the 
Massachusetts marital deduction. 
The maximum marital deduction, 
however, remains at 50% of the 
Massachusetts adjusted gross 
estate.

• An  estate may elect to value cer
tain farm land under federal 
special use guidelines rather than 
at its "highest and best use" 
value.
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▲
Patti Mangano, a Senior Tax Examiner, works to update the estate 

tax form to reflect the sweeping law change enacted in late 1985.

• Current IRS actuarial tables (10% 
unisex tables) were adopted for 
valuing annuities, life estates and 
other limited property interests for 
estate and inheritance tax 
purposes.

• Deduction of interest is now 
limited to interest paid or accrued 
within three years of the due date 
of the return.

• Federal rule regarding certain 
charitable split interest trusts quali
fying for the charitable deduction 
was adopted.

• The transfer of real estate to a 
bona fide purchaser for full con
sideration where the transfer was 
completed and the deed was 
recorded prior to the decedent's 
death was specifically excluded 
from the estate tax lien.

• The non-resident estate apportion
ment formula was clarified to 
allow the ratio of Massachusetts 
property to total gross estate to ex
clude mortgages and liens on the 
property.

Local Option Excises
O n  July 11, 1985 the Legislature 

approved the State's first local option 
taxes —  one on room occupancy, the 
other on jet fuel. Chapter 145 of the 
Acts of 1985 was implemented 
almost immediately by the Revenue 
Department to serve the City of 
Boston, which adopted both taxes 
four days later and collections had to 
be initiated on August 1.
The local room occupancy excise 

tax, which can add up to 4 %  on the 
5.7% state tax had been imple

mented in 26 cities and towns in 
time for disbursement by the end of 
Fiscal 1986. A  total of $9.2 million 
was returned to those communities, 
with $6.8 million of that going to 
Boston.
The jet fuel is 5 %  of the 

average price for each three-month 
period with a five-cent-a-gallon 
minimum. Distributions from that 
tax in Fiscal 1986 totaled $10.1 
million and were made only to 
Boston.
The Revenue Department makes 

distributions of revenues from both 
taxes on a twice-a-year basis —  in 
December and June.

Proposals for the 1986 
Legislative Session
A  number of other proposals in 

the Department's ongoing legislative 
program were refiled for action by 
the 1986 Legislature. Action on them 
was still pending as Fiscal 1986 
closed.

Most of these were designed to 
strengthen DOR's operations and 
enforcement programs. Some recom
mendations would clarify administra
tion of the sales and use tax and cer
tain excise taxes, as well as the 
disclosure and appeal processes. 
Corporate excise deductions and 
credits would be tightened, and 
small abatements and cases with 
errors or dual claims on refunds 
could be handled directly by the 
Commissioner. Federal provisions 
regarding liens and levies and the 
statute of limitations on unpaid taxes 
would be adopted as well. Finally, 
eight of the proposals deal directly 
with the Division of Local Services. 
Some would allow more latitude for 
cities and towns in making fiscal 
decisions; others would enhance the 
Department's service capabilities.
The 1986 package would firmly set 

into place procedures to guarantee 
the Department will continue to 
operate under its standards of firm 
and fair tax law administration.
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Local Aid Receipts for Cities, Towns and Regional School Districts
(in Millions)

Ite m  $
R eceip ts FY 82 F Y 83 FY 84 F Y 85 F Y 8 6 * C h an g e

C itie s  an d  T o w n s

Reimbursements '
Loss of Taxes, 7 programs $ 31.5 $ 28.7 $ 31.5 $ 30.0 $ 33.8 $ 3.8
Veterans' Benefits 6.9 10.7 8.2 7.5 11.0 3.5
Pensions to Retired Teachers — 20.5 21.3 20.1 21.5 1.4
Urban Renewal, 2 programs 3.3 1.6 1.6 1.7 1.7 —
School Transportation, 5 programs 55.3 60.7 58.1 53.6 53.2 (0.4)
Public Libraries, 2 programs 6.8 7.0 7.0 10.4 10.6 0.2
School Construction and Repair 90.2 87.0 79.2 78.8 87.7 8.9
Racial Imbalance, 3 programs 15.2 15.5 17.0 19.9 23.5 3.6
School and Elderly Lunch 4.3 5.4 5.2 5.5 5.4 (0.1)
Highway and Transit, 2 programs 21.0 21.0 21.0 21.0 21.0 —
Residential School Costs 6.0 5.9 6,2 6.4 6.7 0.3
Other programs 9.0 13.6 15.4 31.9 26.8 (5.1)

(6 in FY82, 8 in FY83 and 8 in FY84)

T o ta l R e im b u rse m e n ts $ 249.5 $ 277.6 $ 271.7 $ 286.8 $ 302.9 $ 16.1

Distributions
School Aid, Chapter 70, as amended

(including prior year adjustments) $ 640.4 $ 639.4 $ 759.9 $ 881.1 $ 925.0 $ 43.9
Lottery, Beano, etc. 85.6 97.1 96.8 146.9 175.0 28.1
Additional Assistance 348.0 483.3 485.7 509.2 561.6 52.4
Highway Fund 24.0 23.7 23.5 21.2 22.0 0.8
Urban Redevelopment Excise 21.3 21.6 28.3 50.1 36.7 (13.4)
Boston Funding Loan Act — 2.6 6.4 7.0 6.8 (0.2)

T o ta l D is trib u tio n s $1,119.3 $1,267.7 $1,400.6 $1,615.5 $1,727.1 $111.6

T o ta l R e ce ip ts -C itie s  an d  T o w n s $1,368.8 $1,545.3 $1,672.3 $1,902.3 $2,030.0 $127.7

R e g io n a l S ch o o l D is tric ts

Reimbursements
Regional School District Aid $ 42.7 $ 45.8 $ 47.6 $ 62.4 $ 70.4 $ 8.0
School Transportation 16.9 15.6 21.9 22.7 24.1 1.4
School Construction and Repair 19.8 19.3 14.5 14.3 17.5 3.2
Residential School Costs 0.5 0.5 0.9 0.5 0.8 0.3
Other programs 3.5 3.5 3.8 4.4 2.8 (1.6)

T o ta l R e im b u rs e m e n ts $ 83.4 $ 84.7 $ 88.7 $ 104.3 $ 115.6 $ 11.3

Distributions
School Aid, Chapter 70, as amended

(including prior year adjustments) $ 76.1 $ 76.9 $ 100.2 $ 101.2 $ 101.0 $ (0.2)

T o ta l R e ce ip ts -R e g io n s $ 159.5 $ 161.6 $ 188.9 $ 205.5 $ 216.6 $ 11.1

T o ta l D ire ct A id $1,528.3 $1,706.9 $1,861.2 $2,107.8 $2,246.6 $138.8

In d ire c t L o ca l A id * * $ 371.5 $ 398.7 $ 439.3 $ 497.1 $ 617.7 $120.6

T o ta l A id
Cities, Towns, Regional School
Districts & Locally Related $1,899.8 $2,105.6 $2,300.5 $2,604.9 $2,864.3 $259.4

*"Total Direct Aid" figures for FY83 through FY85 are actual payments for Cherry Sheet programs; FY86 figures are Cherry Sheet estimates.

’ "'Indirect Local Aid" figures are provided by the Budget Bureau.



Massachusetts State and Local Tax Revenue
(in Thousands)

%
T a x  S o u rce F Y 82 F Y 83 F Y 84 F Y 85 F Y 86 C h a n g e

T a x e s  o n  P ro p e rty  (L o cal)

Real Estate $2,811,708 $2,750,099 $2,810,593 $2,913,354 $3,137,228* 7.7
Personal Property 223,832 208,971 184,309 176,716 171,303 (3.1)
Motor Vehicle 118,311 148,722 150,305 203,176 271,061 33.4

Totals $3,153,851 $3,107,792 $3,145,207 $3,293,246 $3,579,592 8.7

T a x  o n  P e rso n a l In co m e

Totals $2,324,058 $2,472,264 $2,790,111 $3,158,998 $3,628,488 14.7

T a x e s  o n  B u sin e ss

Corporations $ 498,055 $ 506,113 $ 569,265 $ 666,423 802,859 20.5
Insurance Companies 122,218 134,875 135,009 163,684 187,965 14.8
Public Utilities 30,077 40,482 53,503 45,589 73,140 60.4
Commercial Banks 29,385 66,358 67,247 97,835 121,163 23.8
Savings Banks 32,552 37,603 32,020 31,086 58,403 87.9
Cooperative Banks & Savings

and Loan Associations 8,267 10,018 7,331 9,398 13,785 46.7

Totals $ 720,554 $ 795,449 $ 864,375 $1,014,015 $1,257,315 24.0

T a x e s  o n  C o m m o d itie s  S o ld

Motor Fuels $ 269,239 $ 250,425 275,003 283,062 288,606 2.0
Cigarettes 145,357 142,912 169,912 174,793 173,363 (0.8)
Alcoholic Beverages 84,447 82,278 83,524 83,195 80,258 (3.5)
Sales & Use 753,147 865,292 1,041,798 1,209,523 1,452,207 20.1
Sales, Meals 164,213 186,420 206,264 228,956 258,108 12.7

Totals $1,416,403 $1,527,327 $1,776,501 $1,979,529 $2,252,542 13.8

O th e r  T a x e s

Estate & Inheritance $ 99,355 $ 111,850 $ 127,140 $ 153,602 $ 210,714 37.2
Horse & Dog Racing 33,271 35,422 36,828 36,033 37,168 3.2
Room Occupancy 24,290 27,510 32,225 35,336 42,890 21.4
Deeds Stamp 12,492 15,397 25,030 34,708 49,277 42.0
Beano 4,982 5,277 5,376 5,375 5,278 (1.8)
Club Alcoholic Beverage 612 431 238 350 387 10.6
Motor Vehicle 318 422 487 549 527 (4.0)
Raffles & Bazaars 1,029 959 1,009 1,035 1,091 5.4
Savings Dep. Insur. — — — — 11,000 NA
Urban Redevelopment 25,762 28,225 28,687 38,548 36,536 (5.2)
Local Option Airplane Jet Fuel — — — — 11,375 NA
Local Option Room Occupancy — — — — 10,786 NA

Totals $ 202,111 $ 225,493 $ 257,020 $ 305,536 $ 417,029 36.5

A ll T a x e s

T o ta ls $7,816,977 $8,128,325 $8,883,214 $9,751,324 $11,134,966 14.2

Because of rounding, detail may not add to Totals.
*The DOR has estimated the collections for the purpose of this comparison.
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Massachusetts State Revenue Collections

$ Billions

Number of Tax Returns Filed by Type of Tax or Excise
Calendar Years 1984 and 1985

Tax or Excise 1985 1986

Income:
Individual, Fiduciaries, Partnerships 2,844,621 2,914,081
Withholding 1,362,550 1,362,721
Estimates 1,201,569 1,211,455

Sales 598,254 601,611
Meals 250,422 252,092
Corporations 98,355 100,925
Corporation Estimates 71,448 72,666
Estate and Inheritance 25,809 27,600
Room Occupancy 24,621 24,825
Motor Fuel 138,449 139,748
Insurance 1,414 1,421
Alcoholic Beverages 1,202 1,352
Banks 498 407
Public Utilities 104 81
Miscellaneous 25,622 26,917

Total 6,644,938 6,737,902



The Taxes
Fiscal Year 1986

Type of Tax Measure Rate 1 Return Due

Personal Income Dividends, Capital Gains2 10.0% On or before April 15 for calendar year
& Interest other than filings. The 15th day of the 4th
Mass, bank interest. month for fiscal filings.

Other income 5.0% *■

Estimated Tax Due quarterly on or before the 15th day 
of April, June, September and January.

Estate Taxable estate (after expenses, 5% to 16% Within 9 months after the date of
debts, losses, exemptions, 
charitable and marital

the decedent's death.

deductions)

Alcoholic Malt (31-gal. bbl.) $3.30 Monthly, on or before the 20th
Beverages Cider 3%-6% (wine gal.) $ .03 day of the month.

Still wine 3%-6% (wine gal.) $ .55
Sparkling wine (wine gal.) 
Alcoholic beverages 15% or

$ .70

less (wine gal.)
Alcoholic beverages more than

$1.10

15%-50% (wine gal.) 
Alcoholic beverages more than

$4.05

50% (proof gal.) $4.05

Cigarettes 20-Count package $ .26 Monthly, on the 20th day of the month. 
Unclassified importers must file 
upon importation or acquisition.

Deeds Sales price (less mortgage $1.14 Monthly, on or before the 10th day
assumed) of real estate per $500 of the month.

Motor Fuels Gasoline and Diesel Fuel per gallon3 10% Monthly, on or before the 20th day
Average wholesale price 
Propane, Liquified Gas, etc. 10%

of the month.

Room Occupancy Transient Room Occupancy 5.7% On or before the 20th day following
At local option, up to 4.0% the close of the tax period.

If annual liability:
Up to $25,000 - Monthly filings 
Over $25,000 - Monthly payments,

Quarterly filings

Sales and Sale, rental or use of 5% On or before the 20th day following
Use Tax tangible personal property the close of the tax period.

If annual liability:
$100 - Annual filing 
$101-1,200 - Quarterly filings 
$1,201-25,000 - Monthly filings 
Over $25,000 - Monthly payments,

Quarterly filings

1 Tax rates as of December 5, 1986.
2 While capital gains are taxed at 10.0%, taxpayers can deduct 50% of net long-term capital gains, creating an effective tax rate of 5%.
3 Rate is 10% average of wholesale price, with an 11C floor.
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The Taxes (continued)

Type of Tax Measure Rate Return Due

Sales Tax on All "restaurant” food and 5% On or before the 20th day following
Meals, on-premise consumption the close of the tax period.
Prepared Food of alcoholic beverages If annual liability:
and/or
Alcoholic
Beverages

in any amount. Up to $25,000 - Monthly filings 
Over $25,000 - Monthly payments, 

Quarterly filings

Business Net Income 9.5% 15th day of third month after
Corporation Tangible Property 

or Net Worth 
Minimum

$2.60 
per $1,000 

$228

close of taxable year.

Estimated Tax Liability in excess of $1,000 Due quarterly as follows: 
15th day of third month 

of taxable year - 30% 
15th day of sixth month 

of taxable year - 25%
15th day of ninth month 

of taxable year - 25% 
15th day of twelfth month 

of taxable year - 20%

Security Corporation
Regulated Gross Income 0.33% Same as business corporations.
Unregulated Gross Income 

Minimum
1.32%
$228

Commercial Bank Net Income 12.54% Same as business corporations.
and Thrift 
Institution4

Public Utilities Net Income 6.5% Same as business corporations.

Insurance Company
Domestic Life Premiums

Mass, Net Investment Income
2.0%

14.0%
On or before March 15.

Foreign Life Premiums 2.0%

Domestic Casualty Premiums
Gross Investment Income

2.28%
1.0%

On or before March 15.

Foreign Casualty Premiums 2.28%
On or before May 15.Ocean Marine Underwriting Profit 5.7%

Club Alcoholic Gross Receipts 0.57% On or before April 15.
Beverages

Motor Vehicle 90% to 10% of $25 On or before thirty days from

garaged outside Manufacturer's list price per $1,000 issuance of tax bill.
Massachusetts

4 Changed from deposits and different net income starting 10/31/84 (1984 Acts, C. 485).



O f f e r  a n d  F in a l  S e t t l e m e n ts

Under the 1983 Revenue Enforce
ment and Protection Act, extended 
by Chapter 593 of the Acts of 1985, 
the Commissioner of Revenue has 
the authority, under specific con
ditions, to accept less than full 
payment as a final settlement for a 
State tax liability. The statutory con
dition for such settlements is 
"serious doubt" as to collectibility of 
the tax due or the taxpayer's liability 
for it. The Commissioner must also

determine that the taxpayer has 
acted without intent to defraud. The 
settlement must be recommended to 
the Commissioner by at least two 
deputy commissioners.

The written agreement, signed by 
all parties and including the reasons 
for the settlement, is a public record. 
Any agreement in which the tax 
reduction is $20,000 or more or the 
settlement is less than half the full 
liability must be submitted to the

Attorney General for review.
The law requires that a listing of 

all settlements entered into during 
the fiscal.year be included in the 
Commissioner's annual report. In 
Fiscal 1986, four settlements were 
made. All were reviewed by the 
Attorney General. Twenty other 
offers for settlement were refused.

The four cases approved were as 
follows:

Name
Total

Int. & Pen.
Amount in 
Settlement

Amount
Abated

Dare, Inc. $147,128.22 $90,000.00 $57,128.22
North Shore Stores, Inc. 89,576.23 7,500.00 82,076.23
Robert & Marie Landolfi 19,547.20 6,500.00 13,047.20
Litchfield Oil Company 116,486.11 72,000.00 44,486.11

Totals $372,737.76 $176,000.00 $196,737.76

Collection Agencies
Section 99 of the 1983 Revenue 

Enforcement and Protection Act 
(REAP), extended by Section 41 of 
Chapter 593 of the Acts of 1985, 
permits the Commissioner of 
Revenue to use private collection 
agencies to collect unpaid State 
taxes. Selection of such agencies 
must be done through competitive

bidding and the two companies 
under contract during Fiscal 1986 
were Financial Collection Agencies, 
Inc. and Corliss Credit Services, Inc.

The Commissioner is required to 
notify any taxpayer whose accounts 
are to be assigned to a collection 
agency at least thirty days 
beforehand.

The law requires that the Commis
sioner list all agencies with whom 
collection agreements exist, the 
amount of taxes collected and the 
amount of compensation paid in the 
Department's annual report. Those 
figures for the fiscal year ended June 
30, 1986, are as follows:

Contractor Total Collected Fees Paid Net to DOR

Financial Collection Agencies, Inc. $868,652.02 $217,163.01 $651,489.01
Corliss Credit Services, Inc. 762,019.10 152,403.82 609,615.28

Totals $1,630,671.12 $369,566.83 $1,261,104.29
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