M.O.R.E.

MUNICIPAL TAX AUTHORITY SUB-COMMITTEE

MEETING MINUTES

THURSDAY, APRIL, 18TH, 2013

12:00 PM IN ROOM 2A OF THE LOB

Present:

Rep. Berger, Rep Vargas, Rep. Becker, Rep. Vicino, Rep. E. Wright, Rep. Mikutel, Rep. Cuevas, Rep. C. Wright, Rep. Zoni, Rep. H. Santiago. Rep. Lavielle, Sen. Meyer, Beth Bauer, Susan Bransfield, Joe Brennan, William Donlin, Jim Finley, Susan Merrow, Ray Rossomando, Peter Thor, Steve Werbner, Peter Thor.
Absent:

Rep. Ritter, Rep. Arce, Rep. Genga, Rep. Janowski, Rep. Butler, Rep. Fritz, Rep. Holder-Winfield, Rep. Candelaria, Rep. Lemar, Rep. Widlitz, Rep. Albis, Rep. Adinolfi, Rep. Arconti, Rep. Ryan, Alma Carroll, Dan Drew, John Elsessor, Gisela Harma, Matt Hart, Scott Merchant, Steve Michalovic, Andrew Nunn, Ron Pugliege.

Rep. Berger convened the meeting.

Rep. Berger made a motion to approve the April 9th meeting minutes. The meeting minutes were approved unanimously on a voice vote.

Rep. Berger introduced the first guest speaker as former State Senator and Kevin Sullivan, Commissioner of the Department of Revenue Services. Rep. Berger added that he had been invited to speak as a suggestion from Jim Finley of CCM and reminded members that DRS primarily has cognizance in matters related to state taxation and not property taxes.

Commissioner Kevin Sullivan thanked Jim Finley of CCM for considering him to come and testify. Sullivan prefaced his overall thoughts by saying when it comes to MORE, the subcommittee may find that they will actually be dealing with less when it come to the pot of revenue available. Sullivan said he disagrees with the notion that there are two Connecticuts when it comes to taxation, because he said there is one Connecticut and taxation issues are contiguous. Sullivan said that Connecticut’s tax system is more progressive than it ever has been, and while we can debate the level of funding, the truth is that we already redistribute tax revenue tremendously.  He mentioned there is a relative ease of doing business from community to community and the state should look at evening out the playing field. Sullivan emphasized that the subcommittee look at both expenses and revenue because they both go hand in hand. Sullivan mentioned that our property taxes already have significant benefits built in for property tax payers. He said that while the state doesn’t have a Homestead Exemption, the first 30 percent of the value of a home is already exempt because homes are only assessed at 70 percent of their market value. Sullivan described the overall tax situation as Connecticut being in the upper third of states when it comes to tax burden. He said we don’t have high tax burden relatively, but said it is certainly not low. Sullivan stressed that with the consideration of local options for sales tax that the sub-committee keep in mind a sales tax is no less regressive on the local level than on the state level. Sullivan also said that with any proposal made the question should be does it add to the economic competitiveness of Connecticut.  Sullivan also said that he agrees with the Governor that there should be an understanding that nothing really gets better until the economy improves. Sullivan did, however, applaud the subcommittee’s efforts because he can count on his hand how many times real meaningful tax reform discussions have been had, other than just focusing on the amount of funding in the budget.  Another question Sullivan said needs to be asked is how much can the state economically afford when it comes to using taxation to balance the budget. He said our tax code is a who’s who of winners and losers and that a lot of times it is a reflection who has done the best job of being able to come to the table.
Moving forward, Sullivan said when it comes to helpful resources for purposes of comprehensive analysis by their agency, it really isn’t there.  Pointing out DRS Legislative Program Manager Susan Sherman, he said that she is just one-third of the staff, and to conduct a tax incidence study the resources had not been there and still are not there. Sullivan prefaced his remarks by saying that OPM and OFA are good at what they do, but they would not be able to conduct a tax incidence study, and that goes for the Finance Committee as well. Sullivan said in order to conduct a tax incidence study they would need monetary resources. He also suggested that our institutions of higher education might be helpful if we were to contract out the work to them. Sullivan closed his presentation by saying he will be interested to see what the tax revenue data will show now that we have reached the April 15th tax filing deadline.
Sen. Meyer asked if that in addition to tax policy help, should we also be concerned about audit capabilities.

Commissioner Sullivan stated that they have a staff of 680 dedicated to enforcement and collection. Sullivan said he would stop just short of saying that he could almost estimate that for every staff member hired by DRS they could bring in an extra $100,000 collected. He said that they can’t bring in too many new employees, because right now they would not know what to do with them and that DRS needs to work towards an automated system which would require less new people.

Sen. Meyer asked if tax delinquency was a problem, which is what he said the sub-committee has heard about regarding the car tax.

Commissioner Sullivan said over the past few years DRS has taken the number of uncollected taxes from accounts receivable from $400 million down to a $300 million deficiency.

Rep. Vicino asked what percentage of our property tax comes in as revenue to towns.

Commissioner Sullivan said that DRS does not collect property tax revenue and suggested he might not be the right person to ask.

Jim Finely said the towns take in around $9 billion and that they have about a 90 percent collection rate.

Rep. Berger asked if there are other things the subcommittee should be looking into that can be helpful.

Commissioner Sullivan said one thing that should be looked at is older, larger communities with different sized work forces, and to look at the work burden from community to community. He said there also needs to be communication about regional partnerships and ask do they make sense. He used health districts as an example and towns that provide small services, but with high administrative costs.

Rep. Berger asked about what rules should be set going forward.

Commissioner Sullivan said that the changes to the Income Tax that were the past budget were already one step forward, but probably was not as progressive as it could have been.  He said there is a local level income tax, but in reality the state is getting very close to getting to the end of what is doable.  He also mentioned that while implementing the income tax, the state got rid of the 7% Capital Gains tax at 7% and the Dividends and Interest tax, which depending upon AGI, were taxed from 1% to 14%.
Rep. Lavielle asked Sullivan that were he to have the resources, would he look at doing a Tax Incidence Study or just go back to square one and study what we are trying to accomplish from a philosophical point of view and ask what is the real objective.

Commissioner Sullivan said that he didn’t necessarily have an opinion, but finds the premise of tearing it all down and starting all over fascinating.

Rep. Lavielle said she thinks Sullivan’s opinion would carry great weight and also mentioned the involvement of our universities.

Commissioner Sullivan said that they have had positive discussions with Yale and now the University of Connecticut to engage faculty in producing tax analysis without the state losing editorial control.

Rep. Lavielle said that they have had discussions about this in Commerce Committee, based in part of what they have learned from the Finance Committee and that it is all very encouraging. She especially likes the idea of Yale being able to offer objective scrutiny, which she thinks would serve the state very well.

Rep. E. Wright said she supports the initiative that would give DRR and OFA more resources to regularly provide analysis of the state and local tax portfolio to try to achieve better balance. Wright also pointed out how Connecticut disproportionately relies on the property tax with great disparity. She said the problem is answering where are the revenues going to come from and that it would be great if we could replace it with a better system.  She said the problem is akin to the chicken or the egg conundrum. She said that as a former State Senator dealing in policy, that Sullivan would be a wise voice in helping to figure out how we solve that problem.

Commissioner Sullivan said in Mississippi that state pays for 80 percent of local education costs, yet nobody here would still say they would like the child to be educated there. Sullivan said the challenge you find is that it is a zero sum game. If the goal is to change the allocation amount, somebody is going to lose. He said there are no pretty or easy solutions. Sullivan said that once we accept this and realize there always is going to be a tax and a cost, the essential question becomes where do the burdens fall. In making those decisions, Sullivan said we should ask how does this affect the economy and keep in mind that we do not want to redistribute a weaker economy. Sullivan said that the Governor’s car tax proposal is useful because it starts us in having this discussion on taxes. Sullivan added that in a perfect world no one would have to pay a car tax because of the inherent unfairness of paying different rates. Sullivan said he can also remember having discussions with Senator Ciotto about basing the tax on the gross weight of the vehicle.
Rep. E Wright congratulated Sullivan on the new Amazon agreement and asked if Congress would enact a market place ban and whether there is anything the state can do. She said our state could stand to gain $150 million if there is a comprehensive solution.

Commissioner Sullivan said we are relatively uniform in terms of contracts with different states. Sullivan also said that our Congressional Delegation is pushing for it and he predicts that the legislation has about a 60-40 shot of passing. Sullivan added that DRS will pursue similar companies the same way that we did with Amazon. Sullivan also said the anticipated revenue is included in the Governor’s budget numbers.

Jim Finely thanked Commissioner Sullivan for coming and said that the state looked at doing a tax incidence study five to six years ago and there were two major hurdles including tax payer confidentially.

Commissioner Sullivan said it depends on how you look at it. If you conduct a real detailed study with fine gradation, confidentiality could be a problem. If the study takes a wider look the limited access to data which is being controlled is less of an issue. Sullivan added that if given the resources we do have the capability of doing what Minnesota does and DRS has had conversations with them. Sullivan said confidentiality also becomes a bigger issue if someone is contracted to do the study from the outside.

Jim Finley mentioned another hurdle was how to get data on a town by town level when the data DRS collects comes in by zip code.

Commissioner Sullivan said the form has been revised to collect the data by town.

Joe Brennan asked if there are other states we can glean info from.

Commissioner Sullivan said most states don’t conduct tax incidence studies, but about one-third of them do. Sullivan said Minnesota has been doing it the longest, and while their staff is small, it is still bigger than Connecticut’s. Sullivan also mentioned New Jersey, California and Florida as states we can look to, which also have large tax bases, which typically means they do conduct studies.

Joe Brennan asked Sullivan how these studies helped policy and whether it was a question DRS has asked in their conversations with Minnesota.

Commissioner Sullivan said that will be a question they will ask going forward and that the data is published every 2 years.

Rep. Berger asked if the 30 percent exemption from residential property taxes would have to take the form of enabling legislation.

Commissioner Sullivan said yes.

Rep. Berger asked what potential funding needs DRS would need to perform a tax incidence study.
Commissioner Sullivan said in talking to the Minnesota Department of Revenues Services they determined CT DRS would need software upgrades and need to increase staffing, which would initially cost $500,000, along with $200,000 annually in salary for added staff thereafter.
Rep. Berger suggested that the additional funding may very well pay for itself. Rep. Berger then asked how much revenue the state has gained from its tax amnesty program.
Commissioner Sullivan said that when you conduct a tax amnesty program shortly after already having done one, the results are not as successful and they are not always worth doing. He mentioned New Jersey appeared to be so successful because they had not done one in a long time. Sullivan then deferred to DRS Program Manager Susan Sherman.

Susan Sherman said our tax amnesty program is done in two parts. One for non-filers and one for those who under report.  She also mentioned the Connecticut Settlement Initiative, which brought in $58 million in taxes collected.
Commissioner Sullivan added that additional fraud systems implemented by DRS have done a good job collecting more outstanding taxes do sooner although it did collect $30 million less than they expected.

Rep. Berger introduced the next guest speaker Paul Cillo.

Cillo introduced himself as the Director of the Public Assets Institute Think Tank, which he said specializes in State Budget matters, taxation, healthcare, education and family economic security. Cillo also mentioned his ten years (1989-1998) as a State Representative in Vermont having served on the Ways and Means Committee and as Majority Leader when Act 68 was passed in 1997 (it was later amended in 2002). 

Cillo went on to give a power point presentation on Act 68:

Act 68 made changes to Vermont's education funding foundation in the following ways. 

1. The state funds education through taxes collected locally.
2. Only town spending for other governmental services directly effects taxes on primary residents.

3. Homeowners can pay based on a home’s property value or household income.

4. Same tax rate for same per-pupil spending in every town regardless of the amount the district spends.

Cillo said under Act 68 when spending on Education is the same the taxes paid are the same.  There is a common level of appraisal depending on how far above or below market value the state is.  Cillo said under this restructuring Vermont has been in the Top Five in per pupil state spending and has also been in the Top Five in student performance and graduation rates.  Cillo said some have questioned if the growth rate in education spending Vermont has experienced is sustainable.  Cillo concluded his presentation and opened it up to questions.  

Rep. Berger thanked him and said he offered a lot of information in a short amount of time.  Berger asked him how long such a drastic change took to implement.

Cillo said the current proposal had been around since 1989-1990 and it took three times to finally pass.  Cillo said an agreement with the Teacher's union and league of cities and towns to come to the table was instrumental in getting passage of the bill.  It was a major political issue at the time, but he said ultimately people now know the consequences of spending decisions.  If they are going to spend $10,000 per pupil, they know what their tax rate will be.

Rep. Berger asked for clarification that under this system did the municipality collect the tax and then send it to the state.

Cillo said this was correct.  They paid a local rate using a statewide base.  He added that the vote on spending per pupil determines that rate.

Rep. Berger asked if we have a standardized rate per pupil, could we have a lot of different costs per pupil.

Cillo said there is a foundation amount from the state, but that a town could spend more.

Rep. Berger said the cost of Special Education should also be factored in.

Rep. Becker asked for a clarification that taxes for education would only be paid on the school district side for schools and not on the local tax side.

Cillo said taxpayers would see a tax rate on their bill specifying.

Rep. Becker asked if under Act 68 a poorer community could spend more if they could afford it.

Cillo said a lower income community voting for higher spending hasn't happened.  Lower income communities spend less per-pupil.  Higher spending communities spend more because of higher property wealth.

Rep. Berger asked if Vermont has seen any change in achievement from those that spend more.

Cillo said studies have generally shown higher spending has shown better results.

Rep. Vicino if the approval process for local education and other local government services take place with two different votes.

Cillo said this was correct.

Rep. Vicino asked if the Board of Finance votes on general government.

Cillo said yes.  The Board of Education has one budget vote.  And the City Council has the other vote for municipal government services budget.  

Rep. Vicino asked in mill rates are set the same way, with two separate mill rates.

Cillo said yes and that for education and general government it is direct democracy and approved at a town meeting.

Peter Thor asked if any studies have been done on school satisfaction.

Cillo said he was not sure.  One gauge is the re-vote and mentioned that after the proposal passed he did not get re-elected and the opposing party took control as they made it a political issue.  However the changes passed constitutional challenges and it was never overturned because a better proposal hasn't been offered, it is the best they got and it works.  

Ray Rossomando asked if the $10 million commitment from the state general fund increased or decreased after the proposal went into effect.

Cillo said the monetary commitment from the state general fund did go up until the recession hit and now it is about the same overall.

Ray Rossomando asked for a reminder of what the foundation rate of $120 or 12 mills was.

Cillo said under the foundation it was used to determine state aide.

Ray Rossomando asked how they were able to muster the political will to get people to pay more into the education system.

Cillo said it worked because a better way hasn't been proposed.  The political dynamic is that it would affect 20 percent of the 200 towns.  More than 50 percent of towns that pay above the state average would now pay below.

Cillo added that the business community generally opposed the idea, however creating a statewide rate for business that was stable and fair created some support from companies.     

Susan Bransfield asked a question about other taxes Vermont has.

Cillo mentioned the more progressive tax personal income tax and the sales tax.

Jim Finley asked what percentage of tax is the property tax.

Cillo said it is two-thirds.  

Rep. Berger thanked Cillo for his answers and the presentation was concluded. 

Rep. Berger announced that the next meeting of the Sub-Committee would be Tuesday, April 23rd at 11am in room 1C at which point in time they would ideally be narrowing down the list of potential recommendations to ten.  

Rep. Berger updated members that any recommendations on the car tax would not be considered by Finance before their JF deadline, but instead would be made a part of HB 5102, which is a vehicle for the car tax.

Rep. Berger also said that LCO will be drafting sample language for the five different tax models that the Sub-Committee had been discussing.  Rep. also mentioned the universal 27 mill rate model that was handed out at the last meeting as well as a 25 mill rate model (suggested by the tax assessor's) as well as a 30 mill rate model, for which town run scenarios were then handed out to members.  

Rep. Cuevas asked that when we say provide money for municipalities effected, from where would the money come from.

Rep. Berger said it would become a part of the Finance Committee package of revenue enhancements once it has been cleared by leadership.

Susan Merrow asked for a clarification that for the next meeting members would try to narrow down the list of recommendations down to ten.

Rep. Berger said that was the goal.

Susan Merrow again expressed her concern about be able to effectively have the state resources to do effective policy analysis on the proposals.

Rep. Berger said that is why the Sub-Committee is exploring the use of conducting a future Tax Incidence Study and that there is a bill in Finance that will deal with the collection of data.

Rep. Berger adjourned the meeting.

