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ABOUT VOICES FOR UTAH CHILDREN
Since 1985, Voices for Utah Children has worked to make Utah a place where all children thrive. We start with one basic question: "Is it good for kids?" At Voices for Utah Children, we believe that every child deserves the opportunity to reach his or her full potential.
Our fiscal policy program focuses on two priorities:
1) Are public revenues sufficient to sustain the necessary investments in the next generation, the foundation of our future prosperity? 
2) Is our system of generating public revenues structured fairly, such that no one is taxed into poverty as the price of educating their children? 



WHY IS VOICES FOR UTAH CHILDRENCONCERNED ABOUT SINGLE SALES FACTOR?
1) Whether mandatory or electable, SSF means potentially enormous loss of public revenues. 
2) Utah’s public revenues are already at a multi-decade low, according to the Utah Foundation.
3) We are last in the nation in per-pupil K-12 education investment and remain unable to make critical investments in pre-K and other areas.
4) In 2014, for the first time on record, we fell behind the nation in college degrees, continuing a long-term relative decline.
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OUTLINE OF TESTIMONY
I. Recent research on SSF indicates little or no benefit for states that adopt it. 
II. >80% of SSF states have made SSF mandatory rather than optional to reduce abusive tax avoidance.
III. Single Sales Factor likely means large revenue losses for state government.
IV. Concerns about the HB61 (2016) dynamic fiscal note.



I. RESEARCH ON SSF: GOOLSBEE & MAYDEW
Research in the 1990s seemed to show benefits for states that added weight to the sales factor…



Lightner, “The Effect of the Formulary Apportionment System on State-Level Economic Development and Multijurisdictional Tax Planning,” Journal of the American Taxation Association, Vol. 21, Supplement, 1999, pp. 42-57
ABSTRACT: “…. the findings do not support … the recent trend to over-weight the sales factor in attracting economic development to a state.”
Page 55: “The results of this study are inconsistent with the findings of Goolsbeeand Maydew (1998). However, their paper looked at the effect of reducing the weight on the payroll factor (increasing the weight on the sales factor) over the period 1978-1994 [vs 1994-95 in this paper]. In the early years of their study when overweighting was new, the impact on employment may have been substantial. By the date of this study, 25 states overweighted sales in their formulae and another four states offered favorable formulae with no corporate income tax. With 29 states offering favorable formulae, corporations may be less sensitive to a change to an overweighted formula…. The effects of moving to more favorable formulae may be decreasing as more states jump on the bandwagon to overweight the sales factor.”

I. RECENT RESEARCH ON SSF: LIGHTNER
…but more recent research has found otherwise.



I. RECENT RESEARCH ON SSF: MERRIMAN

1 University of Illinois, Chicago, IL



I. RECENT RESEARCH ON SSF: MERRIMAN
Merriman 2015 Abstract“Goolsbee and Maydew (G&M) reported that lowering the weight on payroll in states’ corporate income tax apportionment formulae had the potential to raise manufacturing employment. Their analyses continue to be cited in academic articles and are still influential in the policy debate. I gather data and …replicate the most widely cited result in the original article. …I show that G&M’s results are sensitive to relatively arbitrary choices about the sample that is used…. [W]hen the most preferred econometric specification is used G&M’s original article found no statistically significant evidence that lowering the apportionment weight on payroll raises employment. Similarly, when I use this specification with data covering the period G&M studied (1978–1994), I find no statistically significant evidence for this hypothesis. …When standard errors are clustered by state, as is now common econometric practice, lowering the weight on payroll in states’ corporate income tax apportionment formulae has no statistically significant impact on manufacturing employment. I do a similar analysis using more recent data and obtain similar results. In summary, econometric evidence to support the hypothesis that changes in the payroll weight affected the distribution of manufacturing employment among US states in the 1978 to 1994 period appears less strong than G&M asserted even when using G&M’s data and methods. More recent data also provide only weak econometric evidence in support of G&M’s main hypothesis.”



Comparing the performance of states with and without single sales factor (SSF) apportionment.
In this chart and the ones that follow, states with CIT are ranked by percentage change in manufacturing employment. 
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States Ranked by Mfg Job Growth 2000-2015 
SSF states
3-factor states

If greater weighting of the sales factor 
encouraged manufacturing job growth/ 
retention, SSF states would be clustered 
toward the top, and 3-factor states would 
be clustered toward the bottom.
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Indicates the original 8 SSF states from 2000
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I. RECENT RESEARCH

Conclusion:
Recent research and performance data 
seem to indicate little if any positive benefit 
to states that adopt single sales factor 
apportionment. 



II. OPTIONAL VS. MANDATORY
27 states have enacted SSF:
(States with single sales factor phasing in or not yet in effect shown in italic)
Arizona Indiana Minnesota North DakotaCalifornia Iowa Missouri OregonColorado Louisiana Nebraska PennsylvaniaConnecticut Maine New Jersey South CarolinaDelaware Maryland New Mexico Virginia (mfg only)Georgia Massachusetts New York WisconsinIllinois Michigan North Carolina

Five in red are an electable option for the taxpayer.



II. OPTIONAL VS. MANDATORY
“It is less important what apportionment formula a state uses than it is that the formula be mandatory in all cases. If not, tax avoidance is the inevitable result.”



III. REVENUE LOSSES FROM SSF



III. REVENUE LOSSES FROM SSF
Gupta, Moore, Gramlich, and Hofman, “Empirical Evidence on the RevenueEffects of State Corporate Income Tax Policies”, National Tax JournalVol. LXIl, No. 2, June 2009
Page 237: “SCIT revenues declined by about 50 percent over the 21–year period, 1982–2002…”Page 238: “In this study we focus on this development and examine the role of tax policies used by states to measure, allocate/apportion and tax corporate income in explaining the pattern of SCIT collections over the two decades from 1982–2002.”Page 259: “…a higher weight on the sales factor is actually associated with lower SCIT revenues, consistent with anecdotal evidence (Schiller, 2002; McCourt et al., 2003; St. George and McLynch, 2003; Hassell and Sanders, 2005) and evidence based on Georgia tax returns (Edmiston and Arze, 2006).”Page 263: “We find that states with a double–weighted (50 percent) sales factor experience on average 16–18 percent lower SCIT revenues than do states with an equally–weighted (one–third) sales factor…”
SCIT= state corporate income tax



III. REVENUE LOSSES
Journal of Multistate Taxation and Incentives (Thomson Reuters/Tax & Accounting) Volume 25, Number 1, March/April 2015 
State Taxes on Corporate Profits as Percent of All State Taxes, Selected Fiscal Years 1983 to 2013
All States 2013 = 5.89%
Utah 2013 = 5.22%
Utah rank = 23rd



III. REVENUE LOSSES
Journal of Multistate Taxation and Incentives (Thomson Reuters/Tax & Accounting) Volume 25, Number 1, March/April 2015 
State Taxes on Corporate Income as Percent of Corporate Profits
All States 2011-2013 = 3.4%
Utah 2011-2013 = 2.38%
Utah rank = 34th



IV. HB 61 DYNAMIC FISCAL NOTE
Referenced last week at a conference 
in a presentation by the sponsor: Slide from sponsor’s presentation last week about HB 61



IV. HB 61 
DYNAMIC FISCAL NOTE
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IV. HB 61 DYNAMIC FISCAL NOTE
Scenario 4:
• Permanent tax cut totaling $2.6m in FY17 and 

$2.7m in FY18 induces $1.5b semiconductor 
industry investment

• Creates 12,000 jobs immed and >5,000 ongoing
• Adds $1-2b to annual state GDP
• Adds $30-40m annually to state revenues
Questions: 
• Does Scenario 4 represent a realistic best-case 

scenario? 
• Is Scenario 4 based on empirical evidence and 

historical precedent? 



What did it take to induce this $1b 
investment?
• WA has no corp. inc. tax
• Geekwire.com: “$8.7b in state 

tax incentives thru 2040”
• Seattle Times: 



What did it take to 
induce this $1b 
investment?
• NV has no corp. inc.

tax
• USA Today: The 

$335 million deal to 
bring the proposed 3 
million square-foot 
facility to Southern 
Nevada includes 
around $215 million 
in tax incentives over 
15 years and $120 
million in 
infrastructure 
spending.



Company Reported Utah Investment Reported Tax Breaks
eBay $110m $38m
Adobe $1.6b $40m
Micron $3b $15m

Q: What hasworked for Utah?
A: Project-specific incentivesfar more expensive than SSF



III. HB 61 DYNAMIC FISCAL NOTE

(Found online at www.taxadmin.org/assets/docs/Meetings/15rev_esr/young.pdf)



Slide from an LFA presentation on dynamic fiscal notes



CONCLUSIONS
1) Recent research on SSF indicates little or no benefit for states that adopt it. 
2) Most states have made SSF mandatory rather than optional to prevent abusive tax avoidance.
3) SSF leads to potentially enormous revenue losses. 
4) This proposal raises significant questions about the reliability of the dynamic fiscal note process.




