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Introduction
To the Citizens of the Commonwealth:
In many ways, the Massachusetts economic success story is a national model. One
important part of this story deserves more attention: the improved management
of our state government.
Over the past three years, all state managers, under the Governor's leadership, have
made a determined effort to use the state's resources wisely and carefully, to deliver
services more efficiently, and to pursue new and innovative ways to meet public
needs. As a result, we have saved money, improved services, and increased pro
ductivity. Because of these efforts, we have generated more than$350 million in
additional resources-through savings and the more aggressive collection of
federal reimbursements-which have made it possible for us to provide both better
services and tax relief. For example:
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• By making the most of the opportunity presented by the deregulated
telephone industry, Massachusetts has both gained better telephone service
and saved more than $ 3 million annually;
• By remembering the lessons of the energy crises of the 1970s and planning
more energy efficient operations, the state has saved more than$7.6 million
annually;
• By increasing the number of businesses bidding on state jobs and acting as a
more attractive client for contractors to do business with, the state created a
more competitive purchasing environment and saved more than $ 26 million
since 1983; and
• By demonstrating that services the state provides to human service clients are
eligible for federal reimbursements, the state has increased revenues by nearly
$170 million since 1983 .
These are only a few of the Massachusetts managerial successes that are part of our
larger effort to create opportunity for every citizen in the Commonwealth. We in
state government are proud of these efforts; they are an important yardstick of how
well we are doing the job of delivering quality, cost-effective services.
There is clearly more that can be done._ We will continue to be challenged by the
scale and complexity of Massachusetts state government, an enterprise that in
cludes over 200 agencies that spend over $9 billion annually in the delivery of
public services ranging from day care for children and home care for the elderly
ii

to the enforcement of drunk driving laws and the disposal of hazardous wastes.
Despite the work that we still need to do, it is nonetheless valuable to pause and
measure our progress. Therefore, we have prepared this set of reports to document
our success to date and specify where we plan to make further improvements in
the management of state government.
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Those who take the time to read these reports will find much useful information,
much to be proud of, and much to praise. For all that remains to be done,
Massachusetts is today at the vanguard of the nation in innovative management.
The men and women who have done such an outstanding job of meeting the day
to-day responsibility of delivering timely, efficient , effective, and compassionate
services deserve the continued encouragement of all the people of Massachusetts.
State government's strides are due to them; the progress that will come in the years
ahead will be the result of their continued efforts. Together we are building a Com
monwealth where there truly is opportunity for all.

l ,

Frank T. Keefe, Secretary
Executive Office for
Administration and Finance
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Executive
Summary
State taxes, such as income, corporate, excise, and sales taxes, fund nearly 75 % of
government operations. Encouraging and enforcing taxpayer compliance supports
the ongoing delivery of government services without increasing taxes. Moreover,
across-the-board taxpayer compliance promotes fairness and equity; in its absence,
the majority of honest taxpayers would be forced to assume a disproportionate
burden.
During the late 1970s and early 1980s, compliance declined steadily; since FY
1983, however, the state has reversed this trend and compliance is now increas
ing. Taxpayer compliance is measured by comparing the growth in tax revenues
with the growth in personal income. The state has a proportional income tax. If
tax revenues increase by the same percentage rate as personal inc9me, then there
is no change in taxpayer compliance. But when income increases at a faster rate
than revenues, compliance is falling; when revenues increase at a faster rate than
income, compliance is increasing. The following graph traces the pattern of com
pliance in Massachusetts over the past seven years.
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Two state agencies-the Departn1ent of Revenue (DOR) and the Division of
Employment Security (DES)-are responsible for collecting taxes, and higher com
pliance has largely resulted from initiatives taken by these agencies. Their efforts,
summarized here, have raised state revenues, permitted repeal of the surtax, and
led to a reduction in the unemployment insurance tax.
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Revenue Enforcement and Protection Program

Revenue Enforcement and Protection Progrrun: Enactment of the Governor's
Revenue Enforcement and Protection (REAP) program in 1983 dramatically in
creased DOR's enforcement authority and signaled a new era in tax administra
tion. The program made state tax evasion a felony and authorized DOR to use
private bill collectors to pursue delinquents. It permitted DOR to revoke the
business and professional licenses of individuals and companies ignoring their tax
obligations and provided DOR with added staff and computer capability. The
REAP program has boosted compliance among potential tax evaders and yielded
large revenue increases.
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Tax Amnesty Progrrun: For three months in late 1983 and early 1984, DOR of
fered a one-time tax amnesty period during which tax delinquents were encourag
ed to settle their outstanding tax obligations. They had to pay the basic tax bill and
its accumulated interest, but beyond that they faced no questions, recriminations,
or penalties. Thousands of people took advantage of the offer, and DOR achiev
ed a one-time revenue increase of more than $85.6 million from the program.
Voluntary Compliance: The REAP program has not only introduced a wide
range of tough enforcement measures, but also improved services to honest tax
payers. New and easier-to-use tax forms and better taxpayer assistance have made
taxpaying easier, thereby encouraging and facilitating voluntary compliance.
DOR's campaign to raise the level of voluntary compliance has yielded an increase
of $564 million in tax revenues since 1984.
Unemployment Insurance Tax: DES has introduced a series of initiatives to im
prove its ability to collect unemployment insurance taxes from employers. Since
1984, these revenues have increased by $15. 2 million. Because of these higher
revenues and the state's low unemployment level, DES has been able to reduce
employers' tax cost per employee by an average of 30 % .

Revenue Enforcement
and Protection Program
In 1983, Governor Dukakis introduced and the Legislature passed a Revenue En
forcement and Protection (REAP) program that contains 101 changes and innova
tions in Massachusetts tax law, ushering in a new era of tax administration in the
Commonwealth. Vigorous implementation of REAP provisions and the dedication
of additional resources to ongoing enforcement activities have enabled DOR to
deter would-be evaders and to bring former delinquents and evaders back into
compliance with the law. The program's main features follow.
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Revenue Enforcement and Protection Program

State Action
Private Collection Agencies: The REAP program authorized DOR to use
private collection agencies to pursue deltnquent taxpayers. During FY
1985, DOR selected two agencies to pursue its older, tougher delinquent cases. The
agencies have been assigned more than 60,000 cases that are either more thah four
years old or that involved liabilities under $500. These agencies operate at no cost
to DOR; they are paid a portion of the revenues they collect. Assigning a large
number of older cases to private agencies allows DOR employees to concentrate
on current cases. Moreover, DOR has learned some useful collection techniques
from these agencies, such as tracing taxpayers who have relocated.
License Revocation: The REAP program authorized DOR to revoke the
professional and business licenses of individuals and companies ignor
ing their tax obligations. DOR can also block the renewal of contracts for
delinquent suppliers of goods and services to state and local governments.
Although DOR has used these sanctions sparingly, it has nonetheless achieved im
pressive results with them.
Under penalty of perjury, applicants for licenses and contracts must sign a form
stating that they are meeting their tax obligations. This procedure has proven
highly effective in encouraging compliance. A DOR check on tax delinquency
among 123,000 state government vendors s.howed a 400% improvement in volun
tary compliance over a one-year period.
Property Seizures: Since 1982, the number of propert y seizures against
tax delinquents has increased by more than 340%, as the following graph
shows. DOR has found that these highly visible actions against tax delinquents
are a swift and effective means of spurring compliance with tax laws.
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Revenue Enforcement and Protection Program

Specifically targeted for seizures are businesses that collect sales or income taxes
from customers or employees' wages and then fail to turn the money over to the
state. Since 1983, the state has seized p�operty from restaurants, bars and lounges,
stores, manufacturing and industrial plants, and construction firms.
Not only has DOR made more property seizures, but it has also increased public
awareness of these efforts through the media. DOR believes that awareness of
stronger enforcement will promote voluntary compliance with the law.
Bankruptcy Unit: Pleading bankruptcy has been one way for companies and in
dividuals to evade their state tax obligations. In the past, DOR did not monitor
bankruptcy proceedings closely enough to ensure that state taxes were paid along
with other bills owed to creditors.
In FY 1984, DOR created a new Bankruptcy Unit. Members of the unit file
claims for the Department in all bankruptcy liability cases. They also at
tend the trials and auctions that follow bankruptcy proceedings.
Increased Audit Capacity: DOR contains two audit bureaus. One operates in
state and focuses on individuals and corporations in New England. The second,
the Multistate Bureau, has offices in five large cities across the country and
monitors out-of-state corporations doing business in Massachusetts. To deter
potential tax evaders, DOR must have enough auditors to make the threat
of an audit credible to individuals and corporations. Since FY 1981, it has
more than doubled its staff of auditors.
In addition, DOR has introduced several new auditing techniques to improve staff
effectiveness. For example, many corporations are liable for a number of taxes
corporate excise, sales, meals, and withholding taxes. Yet until FY 1985, DOR
would conduct separate audits for each tax. Under that system, an auditor doing
a withholding audit might see that a sales audit was needed but would encounter
delays in arranging one because the case had to be referred to a sales tax auditor.
As an alternative, DOR developed and trained special teams to perform
comprehensive audits for all taxes that a corporation must pay. Leads are
then referred to the appropriate team members.
Finally, DOR has created an automated audit selection system to help
target prospective audits. The system assigns weights to the various line items
of a return; a return not in compliance with the tax law follows a pattern that is
discernable to the computer. Any questionable returns are automatically flagged
for an auditor's review. This increased reliance on computer support to target pro
spective audits more efficiently reflects DOR's determination to improve the en
forcement of tax laws and to ensure the integrity of internal DOR decision-making.
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Revenue Enforcement and Protection Program
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128/495 Regional Office: DOR is now strategically located in the center of the
state's most thriving economic area. The 128/495 regional office, located in Natick,
Massachusetts, opened in 1985. It serves as a laboratory for testing and refining
innovative tax collection and audit techniques: All of its activities are designed to
promote maximum achievable compliance with the state's tax laws throug� both
enforcement programs and services to taxpayers.
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During its first months of operation, the new regional office undertook
two projects to locate nonfilers and identify audit leads. The first, Project
Clean Sweep, was a systematic street-by-street search of more than 4,000 businesses
in 11 of the 44 communities covered by the regional office. As the name of the pro
ject implies, the examination was thorough; DOR staff verified business taxes as
well as the personal income taxes of the business owners. The second project, the
Border Project, was designed to collect taxes due from merchants in surrounding
states whose delivery and service operations in Massachusetts made them subject
to sales taxes here. Staff working on these two projects identified more than $4. 7
million in taxes owed the state, and by the end of 1985, collection was underway.
In addition, the staff identified more than 100 cases that warranted full audits.

I �inancial Benefits
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FY 1985 was the third consecutive year that collection of delinquent taxes exceed
ed $100 million. Totals for these collections between FY 1983 and FY 1985 were
105% above those for the previous three years.
Private Collection Agencies: During the first year DOR employed private agen
cies to collect back taxes, it achieved a net increase in revenues of $3.5 million.
These were revenues that DOR had previously viewed as uncollectable.
License Revocation: By the end of FY 1985, DOR had collected more than $1. 5
million from delinquents and evaders facing license revocation. In addition, DOR
has received far more from individuals and businesses approaching license
renewals who voluntarily complied by paying taxes due. The program's benefits
will continue to multiply as more and more licenses and contracts come up for
renewal, and businesses are forced to comply with tax laws they might have ig
nored in the past.
Property Seizures: Revenues collected from the seizures program have increased
at a faster pace than the level of seizure activity during the past two years. DOR
has achieved a revenue increase of 525% from seizures, as the following graph
shows:
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Revenue Enforcement and Protection Program
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Bankruptcy Unit: During FY 1985, the Bankruptcy Unit collected $6.9 million
from taxpayers claiming bankruptcy. That represents a 39% increase over the FY
1984 collection of nearly$5 million. Collections for FY 1984 and FY 1985 com
bined exceeded the total collections of the previous four years by nearly 35% .
Increased Audit Capacity: By enlarging its audit staff and introducing new audit
techniques, DOR has achieved significant growth in audit assessments, i.e., the ad
ditional taxes charged a taxpayer following an audit.

Assessment Growth
($ millions)

FY 1982

FY 1983

FY 1984

FY 1985

Assessments $
Annual Growth $
Annual Growth %

$ 74.45

$ 123.08
48.63
65.32

$ 142.50
19.42
15.80

$ 155.08
12.58
8.80

128/495 Regional Office: Although the new regional office began operations
halfway through the fiscal year, its staff still had time to assess$15.2 million in add
ed taxes by the end of FY 1985. DOR anticipates that by the end of FY 1986, the
regional office will yield a direct payback of 18 to 1, or$18 in additional tax revenue
for every$1 invested. This payback would represent an annual revenue return of
$40 million.
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Tax Amnesty
Program
Many individuals and businesses cheat on their taxes because they assume they
won't be caught. In a deliberate effort to acknowledge the magnitude of the
problem and appl y both common sense and generosity to its solution,
Massachusetts offered a Tax Amnesty Program in FY 1984. From October
17, 1983, through January 17, 1984, taxpayers could make voluntary paymeµts of
delinquent taxes without penalties.

,11

Ii

I1·,,

I,

1i

1,
1/

tat.e Action
DOR recognized that the Tax Amnesty Program would succeed only if citizens
knew that it was a one-time offer and that subsequent enforcement activities would
be aggressive. To make its point, in the spring of 1983, DOR conducted an ac
celerated and highly visible enforcement campaign that included seizures, criminal
prosecutions, computer matches, audits, and liens and levies. As a result, DOR col
lected $128.8 million in delinquent taxes during FY 1983 (a 71 % increase over FY
1982 levels). Because the campaign was well publicized, it established DOR's
credibility before the amnesty program was introduced.
T he program was open to those who had failed to file a Massachusetts tax return,
had underreported income, had overreported deductions, or were delinquent in
payment of any type of state tax. Excluded from the program were individuals
undergoing tax-related criminal investigations or court prosecutions. To get amnes
ty, taxpayers were required to pay in full all taxes and interest owed the Com
monwealth; in exchange, they received a waiver of civil penalties and, in cases of
evasion, a guarantee there would be no referral for criminal prosecution. DOR did
announce, however, that all amnesty files would be made available to the Internal
Revenue Service.
For the amnesty program to be truly effective, DOR had to publicize it. It under
took a broad mass media campaign that included news conferences, press releases,
interviews, radio talk shows, public service announcements, billboards, and mass
transit posters. Toward the end of the program, DOR even placed paid adver
tisements in The Wall Streetjournal and other out-of-state newspapers to get its
message to nonresident tax delinquents. It mailed more than 400,000 letters, bills,
and brochures to prospective taxpayers between October and December 1983 to
promote awareness.
DOR received applications from 52,000 businesses and individuals. Two-thirds
of the applications were submitted in the last three days of the program, and DOR
employees literally worked around the clock, as-some 10,700 people lined up at
DOR's Boston headquarters to settle their tax obligations.
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Voluntary Compliance

Financial Benefits

Total collections from the program reached$85.6 million. In addition, the reviews
turned up 3,700 cases where the state owed taxpayers refunds totaling$743,000. 11
Payments to DOR ranged from a high of$ 1. 08 million for one corporate excise tax
payment to eight cents for one individual income tax payment. DOR estimated it
received a$37 return for each dollar it invested in managing the amnesty program. Fi

Voluntary
Compliance
An effective tax collection system depends on taxpayers meeting their obligations
fully and on time. As the first graph in the chapter shows, since 1983 the state has
experienced a significant increase in voluntary compliance. This means that in ad
dition to the majority of honest taxpayers who have always complied with tax laws,
many nonfilers and underreporters are paying their taxes without direct interven
tion from DOR.

State Action
DOR has employed a three-part strategy to improve voluntary com
pliance: raising the stakes for tax evaders; improving customer service for i
honest taxpayers; and changing public attitudes about tax evasion. The
first part of the strategy, increasing the stakes for tax evaders, has already been 1
discussed. These enforcement efforts have significantly raised state revenues since 1
FY 1985. Publicizing these enforcement activities has encouraged voluntary com
pliance and deterred potential tax evasion.
Better Customer Service: DOR is committed to treating honest taxpayers as
valued customers, not as victims of an indifferent and unaccountable bureaucracy.
In practice, this means simplifying tax forms, expanding staff assistance
from a better trained and equipped professional staff, and making prompt
refunds. This new operating philosophy rewards and encourages those who
comply.
Changing Attitudes: Voluntary compliance with tax laws is ultimately achiev
ed when taxpayers believe they have. an obligation to support their government 1
and perceive tax evasion as a serious crime that robs honest taxpayers and under
mines the government's abilit y to perform its tasks. Voluntary compliance also
depends on good tax administration. Citizens must be confident that the tax laws 1

8

·cc

1

are firmly and fairly enforced, that all taxpayers are meeting their obligations, and
that delinquents and evaders will be caught and punished. To this end, DOR of
ficials have taken every opportunity to underscore the serious nature of tax eva
sion, to spread the message that more of those trying to cheat are being caught,
and to educate taxpayers about their compliance responsibilities.

Binancial Benefits
DOR's efforts to raise the level of voluntary compliance have resulted in a $564
million increase in revenues since FY 1983 (this figure includes revenues from the
tax amnesty program). A $233 million revenue increase, established in FY 1984
and maintained in FY 1985, plus an additional $98 million in new voluntary
revenue in FY 1985, account for these increases.
Although the FY 1985 increase in voluntary compliance of $98 million is well
under the 1984 increase of $233 million, appearances are deceptive. First, the 1984
figure includes most of the funds collected through the amnesty program. Second,
the $233 million base was maintained in FY 1985. Initial increases are easier to ob
tain than subsequent ones.
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For more information about the REAP, tax amnesty, and voluntary compliance
programs, contact Ira A. Jackson, Commissioner, Department of Revenue
(617)727-4201.

Unemployment
Insurance Tax
To provide income maintenance to their employees in the event of an involuntary
separation from employment, employers in the Commonwealth pay an unemploy
ment tax to fund the unemployment insurance trust fund. T he Division of Employ
ment Securit y (DES) collects this tax and distributes benefits to eligible
unemployed workers.
Several factors determine how much employers pay into the fund. Most significant
is the condition of the economy; in times of recession, for example, it may be
necessary to increase tax rates since unemployment will be higher. In addition, the
investment performance of the fund reserves raise or lower the fund balance. And
finally, the diligence and success of DES in collecting the taxes from all employers
affects each employer's rate. T he more employers pay what they owe, the lower
the rate will be for all.

9
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State Action
Between FY 1984 and FY 1986, DES increased the collection of delinquent1
unemployment taxes by almost $15.2 million, or nearly 70%. Its success!
helped enable the state to reduce employers' tax costs by an average of 30 % . DES'
achieved the increase in unemployment insurance revenues through implemen-1
tation of three tax-enforcement initiatives:
Field Staff Activity: DES gave employees in its seven tax-collection field offices
increased responsibilit y for delinquent accounts within certain geographic1
regions. In addition, by conducting more audits of targeted accounts, the field staff
improved revenue collections. The following table shows the results of this effort
from FY 1984 to FY 1985.

Field Staff Performance

Targeted Accounts
Audit Revenue
Total Revenue

FY
1984

FY
1985

Percentage
Increase

1,021
$0.5M
1.6M

2,400
$1.7M
2.7M

135%
240%
75%

Certified Assessment of Unpaid Taxes: DES has moved vigorously to identify
accounts in which quarterly tax returns have not been filed, to estimate the amount1
of taxes due, and to seek court certification of the employer's tax obligation. The,
following table illustrates the success of this effort since FY 1983.

Assessment Performance
Number of
Accounts
Pursued
Revenues

FY 1983

FY 1984

FY 1985

600

1,130

2,200

$500,000

$900,000

$1,500,000

;I

Legal Department Participation: The DES legal department established a tax
compliance unit in 1983 to initiate civil action against delinquent taxpayers who
have failed to respond to administrative collection efforts. Annual revenues have
increased from $2,400,000 in FY 1983 to $4,000,000 in FY 1985.
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DES also proposed legislation , which was passed in 1985, to strengthen its enforce
ment activities. Components of the legislation are outlined in the boxed insert.

· Enforcement Legislation
• New and increased penalties ) including fines and jail sentences, for failure
to file tax returns.
• New penalties for tax evasion. The legislation makes evasion a felony,
punishable by a prison sentence.
• Authorization for DES to draw from delinquents' bank accounts for
amounts past due.
• Criminal liability for officers of the delinquent corporation.
• Extension of the statute of limitations from four to six years for DES civil
actions.
DES has made additional legislative proposals. Components of the new legislation
are detailed in the boxed insert.

Proposed Enforcement Legislation
• Authorization to seek court action to close an employer's business if tax
obligations remain unmet.
• Authorization to collect delinquent taxes from Department of Revenue
refunds or abatements due the employer.
• Obligation by employers to certify, and DES to verify, compliance with tax
obligations prior to employers securing contracts to do business with the
state or obtaining license renewals.
• Authorization to collect taxes from the payments due from the Com
monwealth to delinquent employers.
• Requirement that employers finance the cost of securing court judgments
on delinquent amounts.

�h1al.---------------------------------------------F.1nanc1a
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The management and legislative initiatives taken by DES, coupled with improv
ed compliance, have yielded significant increases in the delinquent unemployment
insurance taxes collected since 1984 as the following graph shows.
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Delinquent Tax Collections
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These increased revenues accrue to the Unemployment Trust Fund. Because of the:
Commonwealth's strong economic position, as well as the fund's growing reserves,'
legislation was passed that lowered the tax burden on employers doing business in
the Commonwealth. The new law instituted changes in the tax system that:
• Yielded tax savings to business of $120 million in 1985.
• Reduced the average employer's cost per employee by 30%.
• Reduced the state's unemployment insurance tax burden below the national
average for the first time in 38 years.

Contact
For more information on the collection of unemployment insurance taxes, con
tact Kristin S. Demong, Director, Division of Employment Security (617)727-6600.
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