
S E N A T E ...................................No. 1298

©hr dnmmnmm'altb nf ilCuuKtduuu'tte

t

FIRST INTERIM REPORT 

OF THE 

SPECIAL COMMISSION TO DEVELOP 

A MASTER TAX PLAN.

TENTATIVE PROPOSALS 

FOR A 

MASTER TAX PLAN FOR THE COMMONWEALTH

Under Resolves of 1967, Chapter 162, as Amended.

Senate February 4, 1971, Referred to the Committee 
on Taxation. Sent down for concurrence.

Norman L. Pidgeon, Clerk.

H.R., February 1, 1971. The House concurs.
Wallace C. Mills, Clerk.

February, 1971





ii.

iii.

vi.

1
4
5
6
7
8
8
9

10

1 2
14
16
17
17
19
20
21
22
25
27
28
28
30
30
31

CONTENTS

M em bers of the C om m ission

Resolves E stablishing and Extending the C om m ission  

Letter of Transm ittal

Introduction
Constitutional L im its on the Tax Pow er 
Revenue Structure and a C om parison  with Other States 

The P roperty  Taxes
The Consum er and T ran saction  T axes 
The M iscellaneou s T axes 

The Econom y and Its Revenue Potential 
Revenue Needs
Recomm ended Sou rces o f Revenue 
Recomm ended R ealignm ent of R espon sib ilit ies  for  

C ollection  and D istribution  of Revenues 
Proposals fo r  a Revenue P o licy  C om m ission  
The P roperty  T axes 

State P roperty  Tax 
The L oca l P roperty  Tax 
Exempt P roperty  
P ersonal Exem ptions
State-levied E x cise s  in L ieu of the P erson al Property  Tax 

The P erson al Incom e Tax 
The Consum er and T ran saction  Taxes 
The Business Taxes 
M iscellaneous Taxes 

Inheritance T axes 
Racing T axes 

Nontax Revenues 
D istribution of State Aid



MEMBERS OF THE COMMISSION

SEN. GEORGE V. KENNEALLY, JR. , 
o f Boston, Chairman

REP. JAMES A. O 'BRIEN, JR ., 
of F all R iver, V ice Chairman

MRS. DEBORAH ECKER 
of W eston, Secretary

SEN. ROBERT L. CAWLEY 
Boston

ROBERT T. CAPELESS 
Newton

SEN. WILLIAM L. SALTONSTALL 
M anchester

JOHN DANE, JR, 
Brookline

REP. MICHAEL J. DALY 
Boston

MALCOLM Y. MacKINNON 
M illis

REP. ALAN P. DANOVITCH 
Norwood

J. KINNEY O'ROURKE 
West Newton

REP. ROBERT J. McGINN 
W estfield

WILLIAM A. SCHAN 
Belmont

REP. FREDERIC W. SCHLOSSTEIN, JR. 
W arren

WILLIAM J. SPEERS, JR. 
W inchester

ROBERT H. McCLAIN, JR. 
Executive D irector

CHARLES K. COBB, JR. 
R esearch  D irector



RESOLVES ESTABLISHING 

AND EXTENDING THE COMMISSION

CHAPTER 162, RESOLVES OF 1967 

Resolve providing fo r  an investigation  and study by a Special Com m ission  

to D evelop a M aster Plan and P rogram  for  Taxation Within the 

Com monwealth.

R esolved, That a sp ecia l com m ission , consisting of three m em bers 

of the senate, five  m em bers o f the house of representatives, and seven 

persons to be appointed by the g overn or, is hereby established for the 

purpose of making an investigation  and study of the entire area of taxation 

within the com m onw ealth, including state, loca l, specia l d istrict and 

county taxation, and the assessm ent, co lle ction  and distribution of taxes 

and revenue with the purpose o f developing a m aster taxation planning 

program for  the com m onw ealth fo r  the period  nineteen hundred and sixty- 

nine to nineteen hundred and seventy-nine, in clusive. Said com m ission  

shall also undertake the n ecessa ry  re se a rch  essential to the preparation 

of such a plan, and in so  doing shall study the revenue needs of the com m on

wealth and its po litica l subdivisions for  the period  involved, and shall r e co m 

mend ways and means of providing revenue to m eet such needs and also  shall 

recom mend such rev is ion  and cod ification  of the existing tax laws as may 

appear n ecessa ry  and d esira b le .



Said com m ission  may call upon o ffic ia ls of the com m on

wealth or its various subdivisions for  such inform ation as it may desire 

in the course of its investigation and study. Said com m ission  may accept 

gifts and grants of money from  the federal governm ent or any other public 

or private sou rce . Said com m ission  may co -op era te  with any agency of 

the com m onwealth or its politica l subdivisions in the conduct of its 

investigation and study and may enter into co -op era tive  agreem ents and ^  

contracts with any agency of the com m onwealth or its subdivisions and 

with any private association , organization or corporation  for  the receipt 

of federal and other grants and gifts and for professiona l serv ices , clerical 

and other se rv ice s  and supplies in connection therewith.

Said com m ission  shall rep ort to the governor and to the 

general court the resu lts of its findings in the form  of a m aster plan and 

program  for  taxation, including substantiating docum ents, schedules and 

exhibits together with recom m endations and drafts of legislation  to imple

ment said plan by filing the sam e with the c lerk  of the senate, and a copy 

thereof with the governor, not later than January fifteenth, nineteen hundred 

and sixty-n ine.

Approved D ecem ber 13, 1967.

CHAPTER 3, RESOLVES OF 1969 

R esolve r e viving and continuing the Special C om m ission  established to make 

an investigation and study relative  to developing a M aster Plan and 

P rogram  for  Taxation Within the Com monwealth and authorizing said 1 

C om m ission  to travel without the Commonwealth.



R eso lved , That the specia l com m ission  established by chapter one 

hundred and sixty -tw c of the re so lv e s  of nineteen hundred and sixty -seven  

is hereby rev ived  and continued. Said com m ission  is hereby authorized 

to travel without the com m onw ealth. Said com m ission  may report from  

time to tim e to the general court*

Approved F ebruary 20, 1969.

i



LETTE R OF TRANSMITTAL

January 22, 1971 ^

To His Honor, Lieutenant G overnor F rancis W. Sargent, A cting Governor, 

and the Honorable Senate and House of Representatives:

The Special C om m ission  to D evelop a M aster Tax Plan has 

com piled a m ass of data on the M assachusetts f is ca l system  and economy. 

This data w ill be made available in a se r ie s  of reports , the first  of which, 

on constitutional lim its on the tax pow er, was published in 1969. The others 

which w ill be published in the near future, deal with the present revenue 

structure (and com parisons with the revenue structures of other states), 

the revenue needs of the Com monwealth and its p olitica l subdivisions; and 

the potential of the M assachusetts econom y to produce revenues sufficient 

to meet the anticipated needs through the existing tax structure.

Pending the publication of these factual reports , the Com

m ission  has been studying the data in order to identify the problem s which 

need attention and consider som e of the possib le  solutions. It has the 

honor to present the resu lts of its deliberations to date in the form  of this 

interim  report, which sum m arizes the findings of the four factual reports 

and then outlines the C om m ission 's  tentative proposa ls for  dealing with the 

m ost seriou s shortcom ings of the present tax structure.



By Indicating at this tim e its present thinking and tentative 

objectives, the C om m ission  hopes that public d iscu ssion  of its proposals 

wwill enable it to shape its final recom m endations to m eet m ore p recise ly  

and effectively  the needs of the Com m onwealth and its c itizens.

The C om m ission  published this report on O ctober 21,

1970, while the G eneral Court was not in sess ion , in order to obtain 

the benefit o f public d iscu ssion  be fore  proceed ing  with the details of 

the prop osa ls . M em bers o f  the G eneral Court, representatives o f 

community, c iv ic , and business organ izations, and citizens testified  

before hearings held by the C om m ission  in Boston on N ovem ber 18 and 

19, 1970.

R espectfu lly  subm itted,

GEORGE V. KENNEALLY, JR.

Chairman





t e n t a t i v e  p r o p o s a l s  f o r  a  m a s t e r  t a x  p l a n

FOR THE COMMONWEALTH.

Introduction.

The p rim ary  task assigned to this C om m ission  is the 

difficult and unique one of developing a "m aster taxation planning 

program" for the Com m onwealth and its po litica l subdivisions for  the 

next decade. In o rd er  to accom plish  this ob jective, the Com m ission  

was further d irected  to:

(1) study the entire area o f taxation within the 

Com m onwealth, including state, loca l, 

sp ecia l d is tr ic t and county taxation;

(2) study the assessm ent, co llection  and d is 

tribution  of taxes and revenue;

(3) study the revenue needs of the Com monwealth 

and its p o litica l subdivisions fo r  the period 

involved;

(4) recom m en d  ways and m eans of providing 

revenue to m eet such needs; and,

(5) recom m en d such rev is ion  and cod ification  of 

the existing tax laws as may appear n ecessary  

and desirab le .



This enorm ous assignment has never been attempted 

be fore . Many com m issions in the past have studied the tax structure 

or sp ecific  taxes. C om m issions have studied sp ecific  assessm ent and 

co llection  problem s. C om m issions have investigated and proposed 

rev is ion s in the distribution of revenue to the political subdivisions of 

the Com monwealth. And, finally, past com m issions have proposed 

solutions to pressing  revenue needs on the state or loca l level. But no 

com m ission  to our knowledge has been asked to achieve all these 

ob jectives as part of one assignm ent and for such an extended period in 

the future.

Nonetheless and despite a considerable lack of data in 

certain  areas, this C om m ission  has approached its assignm ent as one 

which could and should be done. It has had prepared for its use and for 

the use of the G overnor and the General Court, four extensive documents 

which gather together the inform ation n ecessary  for  all to have for a 

proper understanding of the problem s which confront us as citizens of 

M assachusetts and of its c ities , towns, and counties. These reports--on e 

of which is now in print and three of which are in the p ro ce ss  of being 

com p le te d --a re  as follow s:

(1) Constitutional Lim its on the Tax Pow er (F irst 

’Report of the C om m ission , Senate No. 126,

1969);

(2) The Revenue Structure and a C om parison with

Other States;

(3) The Econom y and Its Revenue Potential;

(4) The Revenue Needs of the Commonwealth and

Its P olitica l Subdivisions.



The findings of these reports w ill be sum m arized below; 

the pertinent facts and com parisons w ill be outlined; and the problem s 

which face  us identified.

In addition, however, the C om m ission  fee ls  obligated 

to present to the o ffic ia ls  of the Com monwealth and to the public the
V

briefest p ossib le  outline of its conclusions drawn from  data co llected  

for it and to be presented in the above rep orts  and, m ore  im portantly, its 

tentative proposa ls  fo r  lon g -term  rev is ion s in the state and lo ca l tax 

structure, the adm inistration  of taxes, and the distribution of state 

financial assistance to lo ca l units of governm ent.

The C om m ission  would like to em phasize two w ords; 

tentative and lo n g -te rm .

The proposa ls  contained herein are tentative. They are 

being presented at this tim e for  purposes of public understanding and 

discussion. They are sp ecific  enough, we believe, to indicate the present 

direction o f the thinking of the C om m ission  in its suggestions for  the 

future and yet general enough to allow amendments deem ed to be n ecessary  

after public d iscu ssion .

The proposa ls  contained herein  are lo n g -te rm . They 

are not designed to m eet the sp e c ific  im m ediate and pressin g  need for 

new revenue. They are, how ever, presented in sufficient detail that 

a revenue program  can be designed to m eet the im m ediate budget req u ire 

ments, when the amounts required are m ore accurately  determ ined, which 

will fit into the lon g -term  m aster plan for the future.



The Massachusetts Constitution of 1780 authorized the 

General Court to levy "proportional and reasonable" taxes on persons 

and property and "reasonable" excises on merchandise and "com m odi

ties. "  Although the tax power is an inherent attribute of sovereignty, 

the Courts have interpreted these constitutional authorizations as 4^

limitations.

As a result, taxes on property must be levied at the 

same rate on all property within each taxing district; with narrow 

exceptions, no special exemptions or rate differentials may be made.

But local rates of taxation vary widely, and thus the rate at which property 

is taxed depends on its location. This proved appropriate for tangible 

property, which benefits directly from  local expenditures, but not for 

securities, which in addition are difficult to assess as property. None

theless, a constitutional amendment was required before the tax on shares 

and bonds could be based on income and levied at a uniform rate (different 

from  the rate on .earned income) throughout the Commonwealth. This 

amendment, approved in 1915, also made it possible to tax earned income 

at a uniform statewide rate, but did not allow graduated rates on any income.

E xcises need not be "proportional"; graduated rates are 

perm issible for the inheritance tax, an excise on the transm ission of 

property at death, and specific rates per gallon on motor fuels are valid. 

Excises can also be levied on "p riv ileg es" conferred by the state, such as 

that of doing business as a corporation, but not on "com m on" rights, like 

that of doing business as a trust with transferable shares.



The Revenue Structure and a C om parison with Other States.

Although the per capita revenue from  state and lo ca l 

taxes is  re la tive ly  high in M assachusetts, so  is the level of per capita 

personal in com e. And in fact the position  of M assachusetts relative 

to other states, both in tax burden and in personal incom e has im proved 

M  over the last 20 y e a rs . The picture which em erges is that of a relatively  

prosperous state which has been able to meet a demand for  a higher level 

of public s e rv ice s  than som e of the le ss  industrialized states.

M assachusetts state and lo ca l taxes have been c lassified  

into five m ajor groups: the property  taxes, the personal incom e tax, 

the consum er and transaction  taxes, the business ex cises , and m iscellaneous 

taxes.

In 1968, as in 1949, the property  taxes predom inate to a 

greater extent than in other states, although their share of total state and 

local tax revenue has declined from  61% to 53%. In the United States as 

a whole the average proportion  of total revenue ra ised  by property  taxes 

is 40%. B usiness e x c ise s  w ere the next m ost im portant tax sou rce in 1949; 

since the introduction of the sa les tax, the consum er and transaction  taxes 

are now m ore im portant, although by a sm aller m argin than in other states. 

But the strongest percentage growth in the tax system  was reg istered  by 

the personal incom e tax; this growth was caused by a general in crease  in 

A  earned in com es. But the lev e l o f personal incom e taxation in M assachusetts 

is not particu la rly  high in relation  to those of other states. In com parison  

with other states, M assachusetts derives relatively  le ss  revenue from  

licen ses and fees  and nontax revenue.



The P roperty  Taxes

The lo ca l tax on rea l and personal property is the 

oldest tax, and in many ways the m ost com plex because of the 

num erous exem ptions enacted over the years to m itigate the burdens 

borne by different c la sses  of taxpayers. Several other taxes may be 

regarded as descendants of the property  tax, in that they represent
1

attempts to cure inequities or in e ffic ien cies of lo ca l property taxation 

and assessm ent by substituting uniform  statewide taxes on certain classes 

of property. The m ost conspicuous exam ple is the m otor vehicle excise; 

others of the sam e type are the ex cises  on farm  animals and equipment, 

on ships, and on a ircra ft. F or convenience these are treated as property 

taxes, although from  the point of view of constitutional doctrine even those 

which are based on value are regarded as e x cise s . The personal income 

tax and the property  base of the corporation  e x cise , a business excise, 

cam e into being as substitutes for  the property  tax. The exclusions of 

corporate property  from  lo ca l property  taxation are m ore extensive than 

those provided in other states, at least until recently .

The P ersonal Incom e Tax

The personal incom e tax is rea lly  a ser ies  of taxes, levied 

at different proportional ra tes . Its original purpose was to rem ove 

inequities in the lo ca l assessm ent of stocks and bonds under the property 

tax. The tax on earned or business incom e and the tax on annuity income 

are the d irect descendants of an ancient component of the loca l property tax 

the elaborations have not changed their basic structure. The tax on gains 

from  the purchase or sale of intangibles and the specia l tax on gains from 

the public taking of rea l property  w ere introduced after the adoption



of the incom e tax amendment to the Constitution in 1915. Thus the 

M assachusetts person al incom e tax structure d iffers  rad ica lly  from  

the stru ctu re of the federa l incom e tax and from  the incom e tax 

structures o f other states, although in recent y ears the methods of 

determining in com e under the M assachusetts tax have been conform ed 

more c lo se ly  to the federal pattern.

The Consum er and T ransaction  Taxes

Consum er and transaction  taxes have also  had a long 

history in M assachusetts. The present ex cises  on cigarettes and 

alcoholic beverages date from  the 1930's, although they had colonial 

counterparts; other e a r lie r  e x cises  on luxury and other goods have 

disappeared. The two m ost im portant taxes in this group from  the point 

of view of revenue, the m otor fuels e x cise  and the sa les and use tax, are 

modern. The M assachusetts sa les and use tax, first  adopted in 1966, has 

one of the low est revenue y ie ld s , in com parison  with other states, because 

of its lim ited coverag e . T axes sim ilar  to these are lev ied  by all but a 

few states. T axes s im ilar  to the deeds e x cise  are a lso  com m on.

Separate taxes like the M assachusetts m eals e x cise  and room  occupancy 

excise are le s s  so, except as parts of m ore  general transaction taxes.

The Business E x cises

Constitutionally and legally , the business ex cises  are taxes 

on the p riv ilege  o f doing business in the Com m onwealth. The m ost im p or

tant of them is the corporation  excise , which was firs t  lev ied  in 1864 as a 

substitute fo r  the property  tax on the value of the sh areh olders ' in terests, 

after deduction of the value of property  subject to lo ca l taxation. A tax on



net incom e was added in 1919, but the property  base was retained and, 

although greatly changed in 1962, p reserves  a c lose  connection with 

the property  tax which is  unique among state corporation  taxes. Separate 

ex cises  are im posed on com m ercia l banks, savings banks, insurance 

com panies, and public u tilities corporation s.

The M isce llaneous Taxes

The m ost important of the m iscellaneous taxes is the i

inheritance tax, an excise  on the priv ilege  of rece iv in g  property passing 

on death. F irst enacted in 1891, it has had substantially its present form 

since 1907, although the rates have been in creased  severa l tim es, most 

recen tly  in 1969. The inheritance tax and the racing  tax, which is collected 

by the Racing C om m ission , are the only M assachusetts taxes levied at 

graduated rates . F or purposes of this report licen ses  and fees are also 

treated among the m iscellaneous taxes.

The Econom y and Its Revenue Potential.

The significant econom ic fo r ce s  are per capita personal 

incom e, which is x elatively high in M assachusetts and has been growing 

rapidly during the past decade; em ploym ent, which has grown slowly 

overa ll and has been particu larly  weak in the manufacturing sector  in 

the Commonwealth; value added, which has grown but m ore  slow ly than 

in the United States,as a whole; productivity, which has been low er than 

the United States average and has even declined in relation  to the average; 

and investm ent, which has been la rge  here and is expected to continue so 

in the im m ediate future.

During the past 15 y ears the export base in the Massachusetts 

econom y has been declining relative  to the lo ca l sector  and the level of total 

econom ic activity, m ainly because of high energy costs and distance from



m arkets. The re la tive ly  slow  growth of defen se-related  industries 

such as e le c tr ica l m achinery, transportation  equipment, and instruments 

has not been able to o ffse t the decline of the traditional export industries 

of textiles, apparel, and leather. But the economic w ell-be in g  of M assa

chusetts u ltim ately depends on the continued growth o f the national 

econom y; and M assachusetts is in a position  to take advantage of an 

^ expan din g  s e r v ice  export base and of the national demand, which can be 

expected to in crea se , fo r  highly skilled se rv ice s  and their related manu

facturing in du stries .

On the b a sis  o f statistica l relationships between past 

revenues and person a l incom e and between total personal incom e and 

personal incom e o f the export sector , future y ields of the present M assa

chusetts revenue structure and o f its m ost im portant com ponents have 

been p ro jected  accord in g  to different estim ates o f the growth of personal 

income and the re lative  s ize  o f  the export sector . This p ro jection  shows 

that the M assachusetts tax structure seem s quite respon sive to the growth 

of personal in com e. Total revenues for  f is ca l 1970 w ere approxim ately 

$3 b illion . Assum ing that the M assachusetts econom y continues to grow 

at a m oderate rate , total revenues under the present structure and rates 

of taxation have been p ro jected  to a lev e l o f $5 b illion  by 1980. Even if 

the econom y w ere to rem ain  re la tive ly  stagnant, the 1980 p ro jection  is 

for a total revenue of $4. 6 b illion ; on the m ost optim istic estim ate 

I  regarding econ om ic  growth, on the other hand, a y ie ld  of as much as 

$6 b illion  is p ro jected .

Revenue Needs.

The term  "revenue n eeds, " found in the re so lv e , is in one 

sense a m isn om er. Demands from  the public fo r  s e rv ice s  to be supplied



through governm ent are subjective and difficult of objective measurem ent, 

and may or may not be "n eeds. " To predict over the years the level of 

such demands, and the extent to which leg islative  bodies w ill appropriate 

funds to m eet them, is at best a d ifficu lt task, and at w orst a guessing 

gam e. A subcom m ittee of the C om m ission  has done a great deal of work 

in this area, from  interviewing the heads and staffs of governm ental units ^  

charged with budgeting and expenditure respon sib ilities  to producing on a 

com puter various extrapolations o f h istorica l data curves. The Commission 

is not prepared at this tim e without further w ork to publish any sp ecific  

pro jection s in this area. The final report w ill attempt to f ill this void 

in the present docum ent. It would seem  that failure to have sp ecific  expendi

ture pro jection s does not im pair the value o f the balance of this report.

A sound structure w ell adapted to and in conform ity  with the econom ic 

strengths and w eaknesses of the Com monwealth should adjust appropriately 

to any reasonable lev e l o f expenditure by means of changes in rates.

Recom m ended Sources of Revenue.

The prim ary  concern  of the C om m ission  is the over-reliance 

of M assachusetts on the property  tax as a sou rce  of revenue. Not only 

does M assachusetts re ce iv e  a far greater share of its total revenue from  

this sou rce than do other states; but m ore im portantly the burden of the 

tax is e x cessiv e . It is the m ost r e g re ss iv e  tax of all those in the entire 

tax structure and a rea l deterrent to econom ic expansion. The total levy 

on real and personal property, not including the m otor veh icle  excise , 

was $1. 4  b illion  in 1969. This burden was im posed on a property  tax base 

which on an equalized basis (i. e. , if all property w ere actually assessed  

at full and fair cash value) amounted to $28. 2 billion . It amounted therefore,



to a tax averaging $49. 70 per thousand dollars of full value. E xpressed 

differently, this tax is roughly the equivalent of a sa les tax of 5% on the 

full value of the property, as if it w ere purchased and re-purch ased  

annually. Consequently, the Com m ission  begins its recom m endations 

with a p roposa l fo r  the rea llocation  of the overa ll state and lo ca l revenue 

^structure--in  term s of the percentage of the total rece iv ed  from  each of 

the m ajor revenue categories .

F or the f is ca l year 1971, the proportions of the revenue 

sources are presen tly  estim ated as fo llow s:

P roperty  taxes 54%
P erson al incom e tax 16
Consum er and transaction  taxes 14
Business taxes 9
M iscellaneous taxes 2
Nontax revenues __ 5

Total 100%

F or  the future, the C om m ission  recom m ends that the 

property tax percentage be reduced from  54% to 42%, and that other taxes 

be increased accord in g ly . The m odel structure suggested by the Com m ission  

would be as fo llow s:

P roperty  taxes 42%
P erson al incom e tax 21
Consum er and transaction  taxes 21
B usiness taxes 9
M iscellaneou s taxes 2
Nontax revenues______________________ __ 5

Total 100%

A These percentages would be written into the tax laws of the Commonwealth 

" to serve not only as an indication of overa ll state and loca l revenue policy  

but a lso  as an e ffective  control, so that the overa ll structure would close ly  

approximate the m odel in future years.



In the same manner, the revenue policy statute would 

specify which of the taxes levied by the state and/or local governments 

would com prise each of the above categories of revenue sources and the 

proportionate contribution to be made by each tax to the total for each 

category.

The administrative mechanism by which these statutory - 0 j  

percentages would serve as a future control is spelled out in a later 

recommendation.

Recommended Realignment of Responsibilities 

for Collection and Distribution of Revenues. :

The Commonwealth has delegated to the governments of 

the three hundred and fifty-one cities and towns the responsibility for 

carrying out certain governmental functions, mainly in the fields of 

education, public safety and public works. The unequal ability of these 

cities and towns to provide the required services is of great concern to 

this Com m ission.

To meet the cost of local expenditures, the Commonwealth 

has limited its cities and towns to one tax source only, the real and 

personal property tax (including the motor vehicle excise). In addition, 

there are available certain nontax revenues, som e federal aid and a state 

aid program currently providing approximately $380 m illion.

But, even with state aid of this magnitude, the property |

tax (including the motor vehicle excise) accounted in fiscal 1970 for a 

total of $1. 54 billion or 81% of local expenditures, and even more significantl 

71% of the total revenue of all cities and towns.



But the burden of the lo ca l tax, oppressive  as it is , is 

not its w orst feature. Even m ore unsound as a m atter of fis ca l policy  

is the fact that the spending needs of the c ities  and towns vary widely 

and with no relation  to d ifferen ces in the tax base.

Some com m unities have a capacity to support their 

spending for  each individual they are called  upon to serve  which is 

four or  five  tim es as great as in other com m unities whose serv ice  ob li

gations are the sam e or le s s . Stated in another way, fo r  sim ilar per 

capita expenditures, certa in  com m unities because of their proportionately 

sm all tax b a ses are requ ired  to im pose tax rates four or five tim es as 

great as others providing the sam e lev e l of s e rv ice s .

This situation of ex cess iv e  o v era ll burden and g rossly  

uneven distribution  on an individual city  and town b a sis  is further aggravated 

by the fact that the lo ca l property  tax is  a residual tax, that is , one utilized 

to meet all lo ca l revenue needs not otherw ise m et. As such, it in creases 

annually not in p roportion  to lo ca l spending in crea ses , but to that extent 

and to the extent additionally that other lo ca l revenue sou rces  including 

state aid fa il to keep pace with such in creased  expenditures.

State aid to lo ca l governm ents has tended to reduce to som e 

extent the disparity  betw een com m unities. The sch ool aid form ula in 

particular was designed sp ecifica lly  fo r  this purpose. But, there is a 

m ultiplicity of other p rogram s approaching sch ool aid in aggregate dollars. 

These are sim ply  shared program s with the state aid amounting to a uniform  

percent of total expenditure without regard  to lo ca l ability.

The C om m ission  has been studying a plan under which 

current resp on sib ilitie s  for co llection  and distribution of revenues would 

be com pletely  realigned . This would be done in a manner which w ill re fle ct



a m ore rea lis tic  appraisal o f what are presently the relative respon si

b ilities  and functions of governm ent at the state and lo ca l lev e ls . Such 

a realignm ent of respon sib ilities  would provide that within the stated 

revenue p olicy  percentages d escribed  above (1) the state would levy 

sufficient taxes so that com bined with other revenues it could appropriate 

annually to a L ocal Aid D istribution Fund an amount equal to som e stated
i

percentage (possib ly  80%) of the total expenditures of all loca l governments 

during the fis ca l year, and (2) in order for  the state to co llect a sum 

sufficient to make this distribution,the state be authorized to levy a state 

property  tax, which would be assessed  on an equalized (or actual full and fair 

cash value) basis, billed along with the lo ca l tax, co llected  loca lly  and 

rem itted to the state. The form ula by which this very  greatly increased 

amount of state aid would be distributed and the details of the property tax 

suggestions are described  below .

P roposa ls fo r  a Revenue P olicy  C om m ission .

If the suggestions of the C om m ission  with regard to the 

adoption of statutory percentages for  each category of taxes and for 

each tax within each category are accepted as a desirable  statement of 

future revenue policy , there must be established an adm inistrative 

m echanism  which w ill annually review  the revenues rece ived  from  all 

sou rces and provide for the n ecessary  rate changes in each tax in order 

that the proportions rece iv ed  from  each sou rce annually w ill conform  to the 

recom m ended m odel. F rom  the C om m ission 's viewpoint, only a temporary 

benefit w ill be rece iv ed  if  tax rev is ion s are made which w ill for  a year or 

so achieve the goal of reducing the percentage of all revenue rece ived  from  

the property tax if no control is established to insure that the revenue policy



which initiated such reductions b ecom es a permanent policy  and one 

which can be changed only after public d iscussion  and legislative 

debate and vote.

The adm inistrative control m echanism  which the C om 

m ission  is  exploring  is a Revenue P o licy  C om m ission .

The Revenue P o licy  C om m ission  being considered by the 

C om m ission  would be a permanent agency of the state governm ent 

com posed of seven m em bers: the G overnor, the President and the 

M inority L eader of the c enate, and the Speaker and the M inority Leader 

of the House of R epresen tatives, ex o ff ic io , or their designees, and two 

additional m em bers chosen  by the fir s t  five, one the m ayor of a city and 

the other the chairm an of a board of se lectm en  of a town. Not m ore than 

four m em bers could be of the sam e politica l party.

The pow ers and duties o f the Revenue P o licy  Com m ission  

would be as fo llow s:

(1) T o ca rry  on a continuing program  of resea rch  

in revenue needs and production, with statutory 

authority to requ ire  su bm ission  of in form ation  by 

state agencies and c ities  and towns accord ing  to 

standardized reportin g  system s;

(2) To make annual recom m endations with regard  to 

any change in the percentage of total revenue to

be obtained from  each category  o f revenue sou rces 

and from  each individual source within each category;

(3) T o make n ecessary  changes in rates of taxes for 

the ensuing fis ca l year, in order to conform  to the



preestablished  revenue structure, which changes 

w ill be subm itted to the General Court and w ill 

have the fo r ce  o f law unless disapproved by both 

branches acting separately  within thirty days 

after the convening of the G eneral Court;

(4) To cert ify  the amounts to be appropriated from  '

the sta te 's  G eneral and Highway Funds as a

tran sfer to the L oca l Aid D istribution Fund; and,

(5) T o certify  the amounts to be rece iv ed  by each

city or town under the lo ca l aid distribution 

form ula.

The P roperty  Taxes.

In ord er to m eet its own spending needs and to provide the 

distribution to lo ca l governm ent, the Com monwealth would need to employ 

not only the tax sou rces  presently  available to it but part of the property 

tax as w ell. This part of the property  tax, it is proposed, would be used 

on a state-w ide basis at such a lev e l that, com bined with the lo ca l property 

tax, would produce an amount equal to the proportional share allocated to 

property  taxes by the proposed  revenue p o licy  statute.

This is the m a jor change in property  taxes which is being

considered  by the C om m ission . It has, o f course , an h istorica l precedent

in the "state tax" which > \ . led on the c ities  and towns, and included 

as part o f the total amount i oe ra ised  loca lly , until 1947. The important 

d ifference between the C om m 'ss io n 's  plan and the form er "state ta x " --  

which was also ra ised  throng), the property tax on an equalized b a s is -- is



that in the past the "sta te  tax" was levied  to finance state governm ent 

costs, w hereas the state property  tax proposed  by the C om m ission  

would be part of the revenues which would be co llected  for  redistribution  

to the c it ie s  and towns as state aid.

The state property  tax thus levied  would constitute by far 

r the greater portion  of the total property  tax which would be paid by the 

w individual property  ow ner. The lo ca l tax would be on an aggregate basis 

the amount requ ired , after lo ca l nontax revenues and federal aid, to finance 

the rem ainder of the cost o f  lo ca l governm ent not covered  by distributions 

of loca l aid.

The suggestions made herein  would not be affected by the 

possible adoption o f the p roposed  constitutional amendment perm itting 

classification  of property  based  on use for  lo ca l tax purposes. The adoption 

of that amendment would open the way to consideration  of further changes 

in the property  tax system .

State P roperty  Tax

Within the o v era ll system  being considered  by the C om m ission ,

the state property  tax would be set annually at a rate which when com bined

with the lo ca l tax, would y ie ld  approxim ately 42% of all revenues. The

proceeds from  this tax would be cred ited  to the G eneral Fund along with

all other taxes and revenues- except those earm arked for  the Highway and

other funds. The G eneral Fund would then finance the sta te 's  expenditures

^  and the tran sfer  to the F oca l Aid D istribution Fund.

The T.ncal P roperty  Tax

That portion  of the property  tax which would be raised  loca lly

would under the C o m m ission 's  proposal, be used for  lo ca l p u rp o se s --to  pay



tor se rv ice s  to property  by the lo ca l governm ental unit. The Com m ission  

th erefore  suggests that all rea l property in a city or  town pay som e tax, 

except property  of the United States Governm ent which cannot constitu

tionally be taxed, churches, cem eteries , and other property which serv es  

prim arily  the citizens of the individual com m unity. This could be accom 

plished in the follow ing manner:

(1) Owners of residential, com m ercia l,an d  industrial

property, except those determ ined to be hardship 

ca ses , would pay a tax at the lo ca l rate on land 

and buildings, including those now receiv in g  what 

might be called  personal exem ptions--w idow s, 

veterans, the blind, and the elderly ;

(2' Institutions currently  exempt from  property

taxation --charitab le , educational, literary , 

sc ien tific , benevolent and o th e rs --co u ld  be 

taxed at the lo ca l rate on the value of their 

land but not buildings;

(3) In a sim ilar manner, the state, county, and

m unicipal governm ents and possib ly  authorities 

would be requ ired  to pay the city or town a tax

on the value of their land located in each co m 

munity, but again not on buildings. In the case 

of the state, this would be a replacem ent for  the 

present reim bursem ent fo r  state-owned land;

(4) F orest lands and the property  of urban renewal and

lim ited dividend corporations would continue to be 

taxed in a sp ecia l manner.



In addition, the C om m ission  is considering a proposal 

that a ll personal property, except hom e furnishings in a permanent 

residen ce  and except property  presently  subject to a state-levied 

excise , be taxed at the lo ca l lev e l. Subject to resolu tion  of certain 

constitutional p rob lem s, this could in addition include such property now 

A exem p t as inventories and m achinery of manufacturing corporations,

which in turn would be rem oved  from  the property  base of the corporation  

excise.

Certain  kinds of p rop erty --p a rticu la rly  the property  of 

public u t ili t ie s --a r e  d ifficu lt to a ssess  loca lly , and the present system  

of having som e property  a ssessed  lo ca lly  and som e assessed  by the State 

Tax C om m ission  is  both illo g ica l and inequitable. The Com m ission  

therefore might p ropose  that the p ro p e rty --o th e r  than rea l e s ta te --o f  

e lectr ic  system s, telephone system s, gas pipe lines, ra ilroad s, and 

other u tilities be a ssessed  at the state lev e l and that each city or town be 

advised annually o f  the a ssessed  valuation o f that part of the system  located 

therein.

Exempt Property

The C om m ission  suggests that the exem ptions now granted 

charitable, educational, litera ry , scientific; and benevolent institutions 

might apply against the state property  tax, but not the lo ca l. This would 

mean that the cost of exem pting these institutions because of their socia l 

^  value would be spread a cro ss  the state rather than at present only in the town 

in which they are physically  located . Thus, a community which now bears 

no cost fo r  the exem ptions granted a hospital, an university, a lib rary , or 

charity but whose citizens make use of such fa c ilities  would be bearing part



of the cost of such exem ptions. On the other hand, the com m unities 

which actually p erform  som e se rv ice s  fo r  the institutions--s u c h  as 

fire  and p o lice  protection --w ou ld  rece iv e  som e revenues to offset the 

costs  of such se rv ice s  from  the lo ca l tax on the assessed  value of the 

land alone.

P erson al Exem ptions

It is proposed that the exem ptions now granted to individuals 

such as widows, veterans, the blind and the e lderly  apply against the state 

ta x - -excep t for  exem ptions granted because of financial hardship, which 

would apply on both the state and lo ca l level.

The sam e argument applies here that applies in the case of 

institutions. The exem ption is  being granted either because of financial 

hardship, becau se of widowhood, physical incapacity or  age --an d  is not 

related d irectly  to the city or town in which one re s id e s . T h erefore , the 

cost of re liev ing  such person s of part of their tax respon sib ility  should be 

borne on a state-w ide b a s is - -and the lo ca l tax would apply except in cases 

o f financial hardship.

Actually, a plan might be considered  which ceased to treat 

this tax re lie f  as an exem ption from  property  taxes but would instead 

provide tax re lie f  through a d irect housing subsidy for  a ll widows, veterans, 

blind and elderly  who qualified. Thus, persons who now re ce iv e  no 

assistance because they are rent payers or dependent on others for  housing 

but who are in identical circu m stan ces could re ce iv e  a sim ilar subsidy. If 

such p erson  w ere already rece iv in g  a hoiising subsidy through som e form  of 

public assistance, this could be taken into consideration  and there would be 

no duplication.



Statesieyi9j_Ex cises  in L ieu of the Personal Property  Tax

It Is proposed  that certain  personal property now subject 

either to the personal property  tax or m otor veh icle  tax be exempt from  

both the state and lo ca l tax and subjected instead to a state-lev ied  e x cise .

This would mean that the state would co lle ct the m otor vehicle excise  as 

well as determ ine the value as presently . A lso , such other kinds of 

■ erson a l property  which is now either d ifficu lt to a ssess  or to lo c a t e - - 

such as boats, a irplanes, m ob ile  hom es, and travel tra ile rs --w o u ld  be 

subjected to a s im ila r  e x c ise . Payment p r io r  to reg istration  would 

facilitate co lle ction  of these e x c is e s .

Property Tax A dm inistration

The p rop erty  taxes envisioned in this recom m endation  

would be adm inistered by b a s ica lly  the sam e agen cies or o ffic ia ls  as at 

present. A ssessm en ts would be made lo ca lly  by lo ca l a s se s so r s . But 

we propose: (1) that a p rogram  of state supervision , training and c e r t i

fication of lo ca l a s s e s s o r s  be instituted im m ediately; (2) that the salary 

of the positions of a s s e s s o r s  be in creased  com m ensurate with the training 

required; and (3) that all current a s s e s s o r s  be given the opportunity to 

avail them selves of this training.

The state, in turn, would continue to determ ine the equalized 

v a l u a t i o n  f o r  each com m unity. But we propose ; (1) that a much m ore 

accurate and com plete  equalization  be determ ined than can be done 

^presently with the lim ited  number of personnel assigned to this function;

(2) that the m ost m odern  m ethods and equipment be em ployed in the reporting 

and developm ent of data for  such equalization; (3) that the personnel involved 

receive at least the sam e training as that given lo ca l a s se s so rs  with such



additional training as might be required ; (4) that current personnel be 

given the opportunity to avail them selves of this training; and (5) that 

there be c lo se  coordination  between lo ca l assessm ent and the determ ination 

of equalized valuations.

It is suggested that both the state and lo ca l property  tax 

be billed  at the same tim e on a tw o-part b ill which would c lea r ly  show 

the lo ca l a ssessed  value, the lo ca l rate, and the lo ca l tax due and the 

equalized assessed  value, the state rate, and the state tax due. The local 

co lle c to r  would then co lle c t  both taxes and period ica lly  rem it to the state 

treasu rer state tax co llection s on hand. A lso, the double payment system  

already in the new fis ca l year law would apply to both taxes.

The P erson al Incom e Tax.

The present tax on personal incom e is perhaps one of the 

m ost inequitable and inefficient taxes in the entire tax structure. Because 

the tax is levied at d ifferent rates on different c la sse s  of incom e, it falls 

m ost unevenly on taxpayers with identical incom es from  different sou rces. 

A lso , large amounts of incom e from  som e so u r ce s --s u ch  as in terest on 

savings deposits in any bank and net rental in co m e --e sca p e  taxation 

altogether, thus making the present tax even m ore unfair.

In addition, it would be d ifficu lt to devise a tax which causes 

m ore problem s in taxpayer com pliance. The tax return requ ired  of a 

taxpayer inelig ible to file  a short form  because of the s ize  or sou rce  of his 

incom e is com plicated  unn ecessarily  by the c la ss ified  nature of the tax and 

the fact that exem ptions and deductions apply against som e c la sse s  of 

incom e and not others.



Finally, enforcem ent of the tax is hindered, especia lly  

any effective  use o f the exchange of inform ation possib le  with the 

Internal Revenue Serv ice .

F or  these reason s, it is suggested that the present tax 

be rev ised  in sev era l ways:

(1) That all kinds of incom e be subject to the 

tax;.

(2) That the tax be lev ied  at a uniform  rate,

without regard  to sou rce  of incom e;

(3) That the M assachusetts return be sim plified

and com plian ce facilitated  by requ iring  the 

taxpayer to show g ro ss  incom e figures 

requ ired  on his federa l return;

(4) That certain  kinds of incom e which cannot

be constitutionally  taxed, such as interest 

on fed era l secu rit ie s , be deducted on the 

state return  and that certa in  incom e not 

taxable federa lly  be added to the incom e 

fig u res ;

(5) That there be applied against the g ross  incom e

thus determ ined, an exem ption which would 

dim inish with the lev e l o f total incom e.



The C om m ission  believes that the foregoing  would 

resu lt in a p rogress iv e  tax; one with a much sim pler return and the 

possib ility  of m ost taxpayers being able to file  a short form ; one 

which can be easily  en forced through the exchange of inform ation 

with the federal governm ent; and yet one which does not tie the 

M assachusetts tax d irectly  to the federal tax but retains in the Comm- 

wealth the basic decision s as to which incom e w ill be taxable or exempt.

The C om m ission  is concerned about the extra burden 

borne by taxpayers who pay to send their children to nonpublic schools 

while contributing to the support of the public sch ools through their 

lo ca l taxes. The solution which the C om m ission  is considering, 

assum ing that there is no constitutional obstacle to it, is to give the 

parents a fixed cred it against their incom e tax for  each child actually 

attending a nonpublic sch ool.

Nothing in these recom m endations is incom patible 

with possib le  future constitutional changes to allow a graduated income 

tax.



'The Consum er and T ransaction  Taxes.

Within the proportion  of the total revenue which must be 

derived from  consum er and transaction  taxes, the C om m ission  suggests 

the follow ing cou rse  of action with som e alternatives.

The fir s t  step which should be taken is the im position  of 

t̂he retail sa les  tax on certain  a rtic les  which w ere subject to special 

excise taxes p r io r  to the enactment of the retail sa les tax on A pril 1, 1966, 

i.e . m otor fuels, c igarettes , and a lcoh o lic  beverages. The reasons for 

this decision  have been w ell expressed  by the leading w riter on the retail 

sales tax, John F . Due, State Sales Tax Adm inistration, pp. 193-4.

"T h e m ost unfortunate of all the m ajor 
exem ptions is  that of goods subject to specia l 
e x c is e s . The purpose of the exem ptions has been to 
avoid a fo rm  of ’ double taxation, ' the taxing of one 
com m odity  by two different taxes. Actually, there 
is no ju stifica tion  for  such exem ptions and there are 
som e very  good reason s fo r  not providing them. If 
the e x c ise s  w ere regarded  as justifiable p r io r  to the 
use of the sa les tax, there is no reason  why the 
re la tive  burden on these com m odities should be 
reduced  when the sa les tax is introduced. If the 
com bined burden is regarded  as ex cessiv e , the 
downward adjustm ent should be made in the ex cises , 
not by exem pting item s from  the sa les tax. This 
kind of exem ption com plica tes the operation of the 
sa les tax. V endors must insure that the tax is not 
applied to the item s and must th erefore  keep a 
separate r e co r d  o f their sa les . This is often not 
done accurately , audit is com plicated  and made m ore 
tim e consum ing, and the way is paved fo r  som e out
right evasion . It is far m ore  satisfactory  to apply two 
taxes to the sam e item  than to exempt it from  the 

I general lev y . This argument is particu larly  relevant
to cigarettes, which are sold by very  large num bers of 
vendors, many with poor re co rd s , and virtually  all of 
whom sell other goods as w ell. But it also applies in 
la rge  m easure to liquor and g a so lin e ."



For purposes of administrative sim plicity, the Commission  

feels that the present special excises on m eals and room  occupancy, now 

imposed at the rate of 5. 7%, should be brought under the retail sales tax, 

even though this would mean some loss of revenue. There would seem  to 

be no reason in equity why these two item s should be subject to discrim i

natory rates. Furthermore, bringing these item s under the general retail 

sales tax would qualify taxes on them for deductibility under the federal 

income tax which is not presently the case.

An additional item which is not presently subject to any tax, 

alcoholic beverages consumed on the prem ises, would seem  to be an 

appropriate subject for taxation. While such beverages, if consumed as 

part of a m eal, are presently subject to the m eals excise, they are not 

taxable if no m eal is involved. There seem s to be no logic in this exemption, 

and its elimination would reduce the revenue loss resulting from  transferring 

the tax on m eals from  the present special excise to the retail sales tax.

With the revenue from  the sales tax thus increased, if additional 

revenue is still required to make up the total proportion from  the category 

of taxes there are two courses of action possible: (1) extending the retail 

sales tax to sales of certain kinds of property or certain transactions not 

now taxed; (2) increasing the rate of the tax.

Sales or transactions which might be taxed are: (1) disallowance 

of the trade-in  value on purchases of motor vehicles, boats, and airplanes;

(2) machinery and equipment used directly in manufacturing, e t c .; (3' utility _ 

services, gas, electricity, water, telephone; (4) certain personal services, 

such as repair and installation charges, professional services, amusement



and recrea tion  se rv ice s ; (5) apparel; and (6) food.

In addition, the C om m ission  recom m ends an in crease  in 

the m otor fuels tax, not only becau se the current rate is relatively  low 

but because this would provide funds for the Highway Fund which could 

be tran sferred  to the L oca l Aid D istribution Fund fo r  aid to cities and 

towns for  highway pu rposes, 

i w  The Business Taxes.

The C om m ission 's  b a sic  concern  in this area is that this 

category of taxes esp ecia lly , but a lso  the entire revenue structure in 

general, contribute in every  way p ossib le  to bo lsterin g  the econom y of 

the Commonwealth, encouraging com m ercia l and industrial expansion, 

and creation of new em p loym en t--esp ec ia lly  in the failing manufacturing 

sector of the econom y. T h ere fore , it has been urged that the proportion  

of total revenues from  this sou rce  not be in creased . H owever, certain  

changes in taxes within the overa ll category  are w orth considering .

One change which is  under consideration  is that all excises 

levied for the "p riv ileg e  o f doing bu sin ess" be m easured by som e m easure 

of net incom e allocated to M assachusetts and that present taxes m easured 

by deposits, tangible personal property , or  prem ium s be discontinued.

There are two argum ents fo r  this proposal; (1) the business, whether it 

is a business or m anufacturing corporation , a com m ercia l bank, a savings 

or other thrift institution, or  an insurance company, would pay a tax only 

and to the extent that it was in fact a profit-m aking  venture; (2) if personal
r

property is to be taxed lo ca lly , if the p roceed s from  intangible p ro p e rty --  

savings d e p o s its --a r e  to be taxed as incom e, or if m achinery and equipment 

are to be taxed under the sa les tax at the tim e of purchase, then the n e ce s 

sity of m easuring any part of the business excise  by such property  is dim inished



The argument that the state needs these m easures as a stable source 

of revenue in tim es when net incom e fa lls  o ff is of doubtful validity 

when the sm all proportion  of total revenue which is rece ived  from  this 

sou rce  is considered .

A m ajor change in which this proposal would result is 

the manner of taxing insurance com panies. The Com m ission  certainly
1

has no desire  to further com plicate the present situation in the insurance 1 

field  in the Commonwealth. However, it is felt that taxing insurance 

com panies accord ing  to a definition of net in co m e --a s  does the federal 

g overn m en t--is  preferable  to one based on prem ium s. A lso , it would 

be extrem ely  difficu lt to work a prem ium  tax into the automatic rate changes 

contemplated by the revenue po licy  statute. In the case o f an increase in 

the prem ium  tax rate, th e  reta liatory  provision s of the laws in other states 

would have an adverse e ffect on the taxation of M assachusetts companies.

M iscellaneous Taxes.

With resp ect to the inheritance tax, and taxes on horse and 

dog racing  and proposa ls for new taxes from  legalized  o ff-tra ck  betting, 

the tentative view s of the C om m ission  can be sum m arized with relative 

ease, although certain  sp ecific  num bers and other details rem ain to be 

supplied after further resea rch .

Inheritance Taxes

Consistent, w i t h  the view s o f the p r io r  Special Com mission 

on Taxation and the recom m endation  in its report of April, 1955, the 

present C om m ission  is  d isposed to recom m end that the inheritance tax 

be abolished p rospective ly  as of the date the new law is effective, and that 

as to all decedents dying thereafter an estate tax be substituted. It would,



if this concept be the final recom m endation, further be proposed  that 

tne present exem ption as to d o m ic ilia ry  rea l estate held as tenants by 

the entirety be elim inated, and that there be incorporated in the new law 

a true exem ption  (in a dollar amount not presently  determ inable) and a 

m arital deduction. Subject to certain  n ecessary  adjustm ents (as to rea l 

estate outside M assachusetts, for  exam ple, as to which the Commonwealth 

has no ju risd iction  as to residen ts, and a con verse  problem  as to n o n -re s i

dent estates), the g ro ss  reportab le  figu res would be taken d irectly  from  

corresponding figu res on lin es of the fed era l estate tax return, in estates 

calling for  such a return .

It w ill probably  further be recom m ended that fo r  estates 

of decedents dying b e fo re  the e ffective  date of the am endatory leg islation  

an incentive, in the fo rm  o f som e stated percentage discount from  the tax 

as otherw ise com puted, be introduced to encourage prepaym ent on a d is 

counted b a sis  o f taxes on future in terests .

In general, the p rop osa l would probably fo llow  the federal 

law as to treatm ent of pow ers of appointment and sim ilar refinem ents, 

with certain  qualifications p ossib ly  to be in corporated , as suggested in the 

report of the p r io r  C om m ission , to avoid re troactiv ity .

Unlike the p r io r  C om m ission , we are inclined to recom m end 

adoption of a gift tax, with rates and exem ptions so  keyed as to y ield  roughly 

tw o-th irds o f the burden of the estate tax.

D eta iled  p re se n ta tio n  o f th ese  co n ce p ts  m ust await the

drafting  o f  p r o p o s e d  s p e c i f i c  le g is la t io n .



Racing Taxes

We presently  contem plate no recom m endations for 

significant change in the taxes on h orse and dog racing. Obviously, 

M assachusetts must follow  and study with interest the experience of 

England, and m ore  recen tly  of New Y ork  State, with various form s of 

taxation on legalized  o ff-tra ck  betting. At the moment we believe the 

experience and data as to problem s and y ield  are too fragm entary to 

perm it a sp ecific  recom m endation.

In sum m ary, it may be said that we look fo r  no significant 

in creased  relative y ield from  these taxes, although there w ill probably 

be dollar sum general and proportional in creases attributable to inflation 

and decreased  value of the dollar. M assachusetts already re lie s  on death 

duties for  a la rger proportion  of its total tax co llection s than all but a few 

of the other states, and it would seem  unwise to in crease that relative 

dependence. The proposa ls in the area of a shift from  inheritance tax to 

an estate and gift tax are aimed rather at reducing the adm inistrative and 

co llection  burden, at facilitating audit and control, and at conform ing more 

c lose ly  to the federal structure and philosophy without yielding the Common

w ealth 's prerogatives in resp ect of so c ia l po licy  to federal domination and 

control.

Nontax Revenues.

Within the amounts of revenue required from  this category 

of revenue, the C om m ission  suggests severa l changes: (1) that certain 

licen ses , fees, and other charges be in creased  in order that the actual 

cost of the charge for  se rv ice  perform ed be recov ered ; (2) that fees 

charged by reg istration  and regulatory  agencies be set at amounts which



would make such agencies se lf-susta in ing; (3) that proper enforcem ent 

be maintained o f fam ily support and third party payments for  patients 

in state institutions and that adequate personnel be provided in agencies 

concerned to p erfo rm  this function; and (4) that registration  fees for 

motor v eh ic les , particu larly  for  trucks and tra ile rs , be in creased  to at 

^peast average fees fo r  such v eh icles  nationwide.

D istribution  of State Aid to C ities and Towns.

The proposa ls  of the C om m ission  with regard to the 

revenue p o licy  statute, the creation  of a Revenue P olicy  Com m ission , 

and rev ision  of present tax laws would resu lt in the state governm ent 

receiving in itially  by far the m a jor share of total state and lo ca l revenue. 

Each city or town would have the lo ca l share of the property  tax available 

for its purposes and would re ce iv e  from  the L ocal Aid D istribution Fund 

a share o f state tax reven ues. A ll state revenues (including the state share 

of the property  tax but excluding highw ay-use taxes) would go into the 

General Fund fo r  appropriation  for  state purposes and for  transfer to the 

Local Aid D istribution  Fund--w ithout regard  to sou rce . A lso, som e portion 

of the p roceed s of the m otor fuels tax would be cred ited  to the L ocal Aid 

Distribution Fund. The amounts tran sferred  would be equivalent to a stated 

percentage o f the cost o f lo ca l governm ent in the preceding  fis ca l year.

The funds thus available for distributions as state aid to
t

Skcities and towns would be distributed as fo llow s:

A. School Aid

1. Amounts determ ined as due under the
School Building A ssistance P rogram .



2. An amount per child in average daily 
mem bership equal to 90 percent of the 
average cost per child in the Common
wealth for the preceding fiscal year, or, 
if le sse r , the amount per child actually 
expended during the preceding year.

(SCI

B . Highway Aid

j|d
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Amounts transferred from  the Highway 
Fund would be distributed to meet a 
sh are of local highway c o sts --o n  a formula 
based on several factors including but not 
limited to road m ileage and population.

C. General Government Aid

The balance, remaining after payment of 
school aid funds and highway funds to each 
city and town in proportion to its population, 
or according to other relevant factors.

In developing an equitable program  for the distribution of 

significant amounts of state aid from  the Local Aid Distribution Fund, certain 

considerations had to be kept carefully in mind.
!p

F irst, the plan had to provide a strong incentive for careful

and prudent spending policies at the local level. Second, although the educatioi 

function of local government absorbs approximately 50 percent of local spendin 

in the aggregate, the proportionate spending by larger communities on non-scho 

functions tends to be substantially larger than in the sm aller communities. 

Third, it is a matter of long-established M assachusetts public policy that 

educational needs shall have prim acy of claim  on available public funds.

In the light of these considerations, the program as recom -
 Kti

mended provides for no distributions of any kind based on fixed or varying « E~
JH

percentages of actual expenditures. As to the school aid formula, actual 

expenditures of an individual community may become relevant, but only as 

an upper lim it if they fall below the state per capita average. While the



Commonwealth would be com m itted to raising, by state-w ide taxes, the 

prescribed percentage of the total cost o f lo ca l governm ent in the 

preceding year, the m axim um  available share of each particu lar community 

ttould depend, not on its own expenditures, but on its objective needs 

measured by its sch ool population, and its total population, or other 

relevant fa c to rs .

With resp ect to the sch ool aid m easure, it is intended that 

each community shall have available to it from  state funds, the full 

amount requ ired  to m eet a b a s ic  m inim um  standard of acceptable educational 

programming, beyond which point it would provide fo r  itse lf out of its own 

property tax.

As to general governm ent, the sam e would be true. The 

share of each  com m unity in the residu e of the Fund would be exactly the 

same on a per capita b a sis , except as other fa ctors  may be introduced. Its 

expenditures beyond that lev e l fo r  general governm ent would be entirely at 

the expense of its own property  taxpayers.

The form u lae fo r  d istribution  h ere presented are elem entally 

simple and designedly so . F ar  m ore  com plex  prov ision s have been adopted 

in the past with the laudable ob jective  of achieving grea ter equity in proportion  

to their com plexity. It is  not dem onstrable that such plans have achieved 

their purpose, p articu larly  those with bu ilt-in  in centives. To the contrary, 

incentives to spend, particu la rly  fo r  education, have m ore  often than not 

ioere lybrou gh t additional state funds to the com m unities least needing them.



The proposed  program  is  cne attempting to meet the basic 

minim um needs of all lo ca l governm ents for school and n on -sch ool purposM  

tnrough the equitable device of state-w ide taxes, leaving to the loca l decision 

and loca l expense the p rovision  of governm ent serv ice  beyond that point. It 

is o ffered  as one resolv in g, as far as p ractica l, the inequities necessarily 

resulting from  a fragm entization  of governm ent into three hundred and 

fifty -on e  independent p ie ces .
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