M.O.R.E.

Municipal Tax Authority Sub-Committee

MEETING MINUTES
Thursday November 7, 2013

11:00 AM in Room 1D of the LOB
Present

Rep. Genga, Rep. Vicino, Rep. Elissa Wright, Rep. Davis, Rep. Cuevas, Rep. Zoni, Rep. Hilda Santiago, Rep. Vargas, Rep. Adinolfi, Rep. Arconti, Sen. Meyer, Joe Brennan, William Donlin, Gisela Harma, Matt Hart, Cindy Mangini, Edmond Mone, Ray Rossomando, Jean Morningstar, Steve Werbner, Gregg Schuster, Scott Ferguson, Joe McGrath

Absent

Rep. Ritter, Rep. Janowski, Rep. Alexander, Rep. Butler, Rep. Chris Wright, Rep. Fritz, Rep. Holder-Winfield, Rep. Candelaria, Rep. Lemar, Rep. Widlitz, Rep. Albis, Rep. Lavielle, Beth Bauer, Susan Bransfield, Alma Carrol, Jim Finley, Susan Merrow, Scott Merchant, Steve Michalovic, Kurt Miller, Thomas Sherwood, Jayme Stevenson, Peter Thor.
Rep. Berger convened the meeting at 11:07am.

Rep. Berger made a motion for approval of the meeting minutes for October 24th, 2013. The motion was seconded by Cindy Mangini and passed on a voice vote.

Rep. Berger then moved onto item number two which was discussion of two reports conducted by the Office of Legislative Research, which concern municipal finance options.  He mentioned that one of the goals of having the reports done is to look for ways to reduce the overreliance on property taxes and the burden it places on businesses and homeowners, which is also one of the main goals of the sub-committee.  
Joe Brennan of CBIA said that he felt the report was very thoughtful and well done, specifically at the end of the report where advantages and disadvantages of municipal finance options were discussed.  

Rep. Berger went on to discuss the OLR report that was done on local option motor vehicle taxes.  He then directed a couple of questions to OLR Research Analyst Rute Pinho who conducted the report, which focused on Alaska and Texas, states that both have local option motor vehicle property taxes.  He asked how this kind of tax is different than levying a motor vehicle tax with a mill rate.  
Rute Pinho said it is not necessarily different as Texas does use a mill rate, they are only different in that it they are local government options.  She added that around 20 states don’t levy a tax on motor vehicles, and other states like Connecticut require the local tax as taxable personal property through statute.  Other states also have a statewide property tax on motor vehicles, which is set as a value based fee.  In Alaska, she mentioned there is the option of levying a local personal property tax on vehicles or a local registration tax.  If they choose a local registration tax it is set by state statute.  Ms. Pinho added that very few municipalities actually have enacted these options and referenced a National Conference of State Legislature (NCSL) table from the 1990’s that put the figure at 2-3 percent.

Rep. Berger asked whether or not Alaska or Texas have an income tax.


Rute Pinho responded that she believed that neither have a state income tax.

Rep. Berger asked if in either of these states there was more of these local option taxes being enacted in larger, more urban municipalities.

Rute Pinho answered that it appears in Alaska and Texas the larger municipalities tend to use the local registration tax on motor vehicles instead of the local property tax option, however there very little data showing just how many those municipalities use it in total.
Rep. Berger commented that conversely our municipalities are already used to receiving revenue from the tax (around $680 million) and it would be difficult to then ask for a subsequent tax for one already being relied upon.
Rep. Berger moved to agenda item 3 which was a presentation on Municipal Finance Options in Massachusetts by Bo Zhao, a senior economist with the Federal Reserve Bank of Boston New England Policy Research Center. 

(see powerpoint presentation)

Bo Zhao concluded his presentation and Rep. Berger then opened the floor to questions from sub-committee members.

Sen. Meyer mentioned that Connecticut’s property tax is rather archaic and is not as fair of a measurement of wealth as income is.  He asked the presenter what his thoughts would be on allowing towns to implement an income tax in a way would reduce the property tax dollar for dollar by any amount of revenue gained.
Bo Zhao referenced another powerpoint from the packet by Dr. David L. Sjoquist, Understanding the Impact of Adopting Local Option Sales Taxes, and mentioned a study done on Georgia, which implemented a local income tax that was tied to a reduction of property taxes.  However he cautioned that there are many differences between New England and southern states when making this comparison (i.e. the prevalence of having a county government).  He said impact on Connecticut would be largely unknown without studying the effect on behavioral responses.

Sen. Meyer mentioned that he believed that municipalities and the Connecticut Conference of Municipalities (CCM) are not asking for the power to create additional taxes or have new taxing authority.  However, he did say that they there is consensus that the property tax is not working well.  He urged discussion of a local income tax option so long as it is not an added tax and that it replaces the property tax dollar for dollar.
Rep. Vicino asked about the effect of taxes on such items as airplanes and boats, which are mobile and can very easily be moved or registered in another state to avoid the tax.

Bo Zhao said this is a very important factor to consider in implementing a tax and it is important to consider how mobile the tax base is.  He added this is something that he has factored into his numbers used in his study, including those that might instead purchase certain items out of state.  Zhao added that because of this, the state might want to consider making it a statewide tax to avoid shifting of taxable items from town to town.  The state can then collect and redistribute the tax at a set rate. 
Ed Mone mentioned that one of the most important things for municipalities is having a reliable tax base and the property tax has proven be reliable.  He asked if there are other tax options that can be considered as equally reliable.

Bo Zhao said that he has found the property tax to be most reliable because a municipality figures out how much money they need to raise and then sets the tax rate to meet that need.  He then referenced the powerpoint presentation of Dr. Sjoquist, which details the volatility of other revenue measures such as the sales tax.  He agreed the property tax was the most stable.

Cindy Mangini, from the Town of Enfield, mentioned that one concern coming from the perspective as an elected official of a town is on the recommendation for addressing fiscal disparities in adjusting aid formulas to target more aid worthy communities and create a formula to reduce gaps. She said our cities have an obvious need, but small towns as well, and asked how to create a formula that doesn’t take away from smaller towns, but can still help larger cities.
Bo Zhao said in his experience in Massachusetts they had a municipal finance task force to reform the non-education municipal aid formula.  He said they looked at per-capita non-school spending and also per-capita revenue and then did a statistical analysis on how much would need to be spent to achieve the same results of public service in the socio-economic climate.  He said in higher poverty areas, typically the costs of providing services is more expensive.  Larger cities also tend to have higher expenses.  He said if you look at the property tax base and other revenue sources you can find areas where revenue capacities can be raised to meet needs.
Joe Brennan of CBIA asked for clarification about whether the economic competitiveness of towns was considered.

Bo Zhao said the policymakers should consider impact of local tax competition. Because of this he said that uniform tax rates may want to be considered.

Rep. Berger asked in regards to Massachusetts have any local been enacted and then subsequently repealed due pushback and negative feedback from the public.

Bo Zhao said he is aware of local option tax rates that have been reduced, but is not aware of any that have been repealed.  He added that the pushback and pressure from the public against the tax from local taxpayers is limited because many of the hotel, restaurant or sales taxes target non-residents, shoppers and tourists who are only visiting from out of town.  

Rep. Berger asked for elaboration on the point that local option taxes don’t seem to benefit low-income or property poor municipalities as much as the more affluent property-rich municipalities.  And is there a way to help mitigate that by collecting the tax on a regional basis.
Bo Zhao clarified that all towns seem to be able to raise some revenue, but some more than others.  He said the idea of collecting on a regional basis is interesting and also suggested collecting the revenue on a statewide basis that way it can be redistributed more evenly.

Rep. Berger mentioned how Connecticut promotes doing things on a regional basis and asked if with local income taxes in Massachusetts is there a way to promote interlocal cooperation for things like economic development.

Bo Zhao said he has seen some parallel movement towards interlocal cooperation and regionalism, but can’t claim there is any causality.  He said that in the push to not only raise revenue, but cut costs, that there is a push to save money through the economies of scale and do things on a regional level.  They try to consolidate and save money with regional hospitals or 9-1-1 call centers to save on administrative costs.  This is something his colleague Yolanda mentioned to the Regional Entities Sub-Committee.

Rep. Berger mentioned that the sub-committee may want to look at bringing in somebody to speak on regional tax sharing.

Rep. Berger then asked of about the shifting of property taxes to local option taxes and what the impact is on revenue stability.

Bo Zhao said based on other research papers he has seen, the volatility of property taxes is more stable than local option income and sales taxes.  Because of this, it is a wise idea to look at creating rainy day funds to reduce the impact of recessions and the ups and downs of the economy.

Rep. Vicino asked a question about the collection of taxes and that in his community the summer population doubles, however these people are not paying a local tax on their vehicles, which puts the burden on those who are registering their vehicle in the state.  This led to a 5-7% loss of revenue for his community.

Bo Zhao said when there is a tax differential amongst communities, people will register their car in a lower tax community. In order to prevent this, a uniform tax rate may want to be considered.      
Rep. Davis asked that if when these local option taxes were adopted, was there any commensurate reduction in the property taxes or other taxes or was there just an increase in spending.
Bo Zhao said Professor Sjoquist did a study of Georgia and there are two competing theories. One is fiscal illusion  which is when there are multiple types of taxes, people get get lost and they really can’t modify their behaviors to be more efficient and thus spending increases.  In other examples it has reduced the reliance on property taxes. It is unclear what would happen in Connecticut and would depend on how the tax is structured and whether property tax reductions are tied to any new taxes proposed.  He also said another large factor to consider is whether or not there are any cuts in state aid due to the new taxes that are being allowed.

Matt Hart, Mansfield, Town of Mansfield,  asked if there are any states he would recommend  as having a good model of a state and local tax structure of being fair and equitable.

Bo Zhao said the degree of regressivity is an important measuring tool when looking at fairness of certain taxes.  He said that the sales and the income tax are more regressive than the property tax.
Matt Hart clarified the first part of his question was what states would he site as a good model to look at in terms of tax fairness. 

Bo Zhao said that would be difficult because many states are under different fiscal stress and institutional constraints.  There are a lot of nuances to make a state to state comparison.

Rep. Berger thanked Bo Zhao for his presentation and said that the sub-committee will plan on contacting him if they had any further questions about potential recommendations they would be making.

Bo Zhao said he would be more than happy to answer any additional questions by e-mail.

Rep. Berger moved onto item four, the discussion of future agenda items.  He referenced e-mails received by sub-committee members Steve Werbner and Greg Schuster.  Rep. Berger explained that Steve Werbner’s e-mail mentioned a couple of property tax studies that the sub-committee should be looking at.  Rep. Berger mentioned that perhaps OLR can help with making a table that compares the studies and lists their findings.  

Steve Werbner said his suggestion was that the sub-committee look at previous studies done and complete a matrix that discusses if the findings are still germane to what the sub-committee is looking to accomplish, which he thinks they are since the system hasn’t changed in the last ten years.  He added that instead of reinventing the wheel they could prioritize some of those previous suggestions from the studies that havn’t been implemented.  Werbner added the benefit of doing a tax incidence study and the possibility of contracting with Massachusetts to also collect similar data for Connecticut.  

Rep. Berger mentioned it might be beneficial to create a sub-committee of the committee to look through these studies in a smaller working group and make a presentation to the larger committee on what proposals they should look at recommending.

Rep. Berger than brought attention to an e-mail sent by Greg Schuster and asked if he would like to discuss.

Greg Schuster from the Town of Colchester said his concern was that we try to look more at large picture of overall property tax structure and things like the recent increase in the sales tax and where that revenue goes and where we are moving forward.  He realizes it is a broader discussion that might go beyond the subcommittee, but wanted us to keep in mind where we are headed.

Rep. Berger agreed that we shouldn’t lose site on these larger policy concerns going forward.

Rep. Berger went back to a concern of Steve Werbner and mentioned that having the Department of Revenue Services conduct a tax incidence study was a proposal that was passed into law last session and $500,000 was appropriated to pay for the cost.  He said a future e-mail would be sent out asking for which members might want to sign up to participate in this working group.

Rep. Berger than moved to item five to discuss future guest speakers and mentioned that Rensselaer Professor Dr. James Stodder would be the presenter at the November 14th meeting as recommended by sub-committee member Peter Thor. 
Rep. Berger said this would be the last meeting in November and that the sub-committee would be meeting again in December on the 5th and the 19th.

Rep. Berger adjourned the meeting

