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Executive Summary 1

Executive Summary

The people of Massachusetts deserve 
to know how their tax dollars are 
spent, including on tax subsidies 

for businesses. Full transparency allows 
citizens to hold lawmakers, government 
contractors, and recipients of public 
subsidies accountable. It also promotes 
fiscal responsibility, checks corruption, 
and bolsters public confidence in govern-
ment. Currently, Massachusetts offers 
its citizens the opportunity to scrutinize 
state spending down to checkbook-level 
detail thanks to its online portal, Open 
Checkbook on the Massachusetts Transpar-
ency website. Yet, with the exception of 
transferable and refundable tax credits, 
the Commonwealth provides less trans-
parency and accountability for spending 
conducted through the tax code in the 
form of “special business tax subsidies.” 

This special spending through the tax 
code merits particular attention because it 
is not subject to the normal public scrutiny 
of line-item spending in the state budget. 
Unlike conventional budget items, the 
annual cost of such spending may not be 
known until after the money is spent. And 
because programs are often automatically 

renewed each year, they can continue to 
impose costs on the Commonwealth with-
out undergoing thorough consideration 
and annual approval by the Legislature 
and Governor. To protect the public, Mas-
sachusetts should adopt common-sense 
practices to increase the transparency 
and accountability of special business tax 
subsidies. 

Massachusetts spends twice as much 
on special business tax subsidies as it did 
16 years ago.

•	 In fiscal year 2012, Massachusetts 
spent $770 million on special busi-
ness tax subsidies, up from an infla-
tion-adjusted $342 million in fiscal 
year 1996, according to research by 
the Massachusetts Budget and Policy 
Center. This is more than the $678 
million the Commonwealth spent in 
fiscal year 2012 on school building 
construction, or the $510 million the 
Commonwealth spent on all public 
health programs including initiatives 
to prevent smoking and teenage preg-
nancy.
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•	 Spending on special business tax 
breaks as a share of the state economy 
has increased 60 percent since fiscal 
year 1996. Every other major area of 
government spending except health 
care and education decreased as a 
share of the state economy during the 
same period.

•	 The vast majority of special business 
tax subsidies—a total of $626 million 
in fiscal year 2012—are special deduc-
tions or credits that businesses can 
use to reduce the corporate excise on 
profits or to collect tax rebates from 
the Commonwealth. Other subsidies 
allow companies to avoid sales taxes 
or permit certain businesses filing 
taxes through their owners to receive 
credits or deductions against personal 
income tax obligations. In fiscal year 
2012 these subsidies cost the Com-

monwealth $129 million and $15 mil-
lion, respectively. 

The Commonwealth does a far better 
job creating new tax subsides than 
ending old ones. 

•	 The number of special business tax 
subsidies has almost doubled since  
fiscal year 1996 with the addition of  
13 new tax subsidies. At the same 
time, lawmakers have phased out just 
two subsides that were active in fiscal 
year 1996.

•	 Two of Massachusetts’ most expensive 
special business tax subsidies—film 
production credits and the single sales 
factor formula, which allows certain 
companies to avoid taxes on their prop-
erty and payroll in Massachusetts have 
been created since fiscal year 1996.

Figure ES-1. Cost of Special Business Tax Subsidies, Fiscal Year 1996-Fiscal Year 2012 
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While Massachusetts’ lawmakers 
have taken steps to make spending 
through tax expenditures more trans-
parent and accountable, the Common-
wealth currently lacks important tools 
to ensure that citizens get the most 
bang for their buck.

•	 Few of the Commonwealth’s special 
business tax subsidies have well-ar-
ticulated public policy objectives. 

•	 A lack of clearly defined goals for 
subsidy programs limits the ability of 
the Commonwealth to impose money-
back guarantees, known as “clawback” 
provisions. Only nine of the 25 active 
special business tax breaks currently 
have such provisions in place. Where 
clawback provisions do exist, they 
are not as clear or demanding as they 
should be. 

•	 Fewer than one-third of the Com-
monwealth’s special business tax subsi-

dies (seven of 25) are subject to annual 
spending limits. 

•	 Only eight of Massachusetts’ 25 
special business tax subsidies require 
the Legislature to actively renew the 
program, meaning that the other 17 
continue regardless of their merit. 

•	 Important information is scattered 
across different reports and online 
databases. 

•	 Nearly half of all special business 
tax subsidy programs fail to publicly 
disclose one or more of the following 
pieces of information: recipients, sub-
sidized projects, project-by-project or 
program-wide cost to the state budget, 
or results generated by the program. 

•	 With the exception of the film indus-
try and life sciences industry tax cred-
its, no publicly available evaluations 
of after-the-fact cost-effectiveness 
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exist for special business tax subsi-
dies. Bay Staters lack tools to easily 
discern when the state has recaptured 
subsidies from companies that fail 
to deliver on promises. A dearth of 
information on costs and benefits 
means that Bay Staters cannot weigh 
in on the merits of particular subsidy 
programs before they are renewed.

To increase the transparency and ac-
countability of special business tax sub-
sidies, the Commonwealth should adopt 
the recommendations of the state’s bi-
partisan Tax Expenditure Commission 
as a starting point. Building on these, 
ultimately the system should:

•	 Transition away from discretionarily 
awarded tax subsidies to a system of 
direct grants, improving the transpar-
ency, accountability and efficiency of 
economic development subsidies.

•	 Articulate clear and measurable public 
policy goals for each subsidy program, 
and require that proposals for new 
breaks include a clear policy purpose. 
Businesses that receive a tax subsidy 
should report measurable, company-
level targets that fit with the subsidy’s 
overarching policy objective.

•	 Mandate periodic review of all tax 
subsidies and require them to expire 
in the absence of active decisions to 
renew based on the review. 

•	 Cap the cost of each subsidy program, 
protecting the Commonwealth and its 
citizens from runaway costs.

•	 Define strong and clear clawback 
provisions to recoup tax subsidies 
from companies that fail to meet their 
programmatic goals wherever practi-
cal. 

•	 Continue to improve public disclosure 
of information—including infor-
mation on each subsidy program’s 
purpose, progress toward the policy’s 
goal, total annual cost, expiration 
date, clawback statistics and names of 
beneficiaries—on the state’s transpar-
ency website.  Users should have the 
ability to “drill down” to see details 
about the monetary value of each busi-
ness’ tax subsidy, the intended benefit 
for the state (number and quality of 
jobs, volume of sales and so on), the 
recipients’ performance relative to 
targets, and any instance in which the 
state gets its money back due to a re-
cipients’ failure to deliver on promises.
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In March 2011, financial services giant 
Fidelity Investments announced that 
it was closing its Marlboro, Massachu-

setts, facility and moving 1,100 jobs out of 
the Commonwealth. After a half-decade 
job-cutting spree, the firm’s consolidation 
had claimed 5,000 jobs leading up to the 
announcement.1 

Especially surprising and disappointing 
is the fact that Fidelity enjoys the benefits 
of unequal weighting of sales, payroll and 
property in the apportionment formula, 
the Commonwealth’s costliest special 
business tax subsidy. In particular, Fidel-
ity benefits from the single sales factor 
formula, a type of unequal weighting rule 
passed into law in “An Act Relative to Job 
Retention and Economic Expansion in the 
Commonwealth.”2 The single sales fac-
tor rule allows eligible companies in the 
defense, mutual fund and manufacturing 
industries to avoid in-state property and 
payroll tax obligations in the interest of 
creating a favorable tax climate and bolster-
ing Massachusetts’ economy. 

Fidelity’s closure of the Marlboro cam-
pus ran counter to the spirit in which the 
Commonwealth offered the single sales 
factor apportionment rule, leaving Bay 

Staters to wonder if their tax dollars are 
put to good use funding tax subsidies for 
corporations.  

Fidelity is not the only high-profile firm 
in Massachusetts to take large subsidies 
from taxpayers before falling short of 
its promises, cutting jobs, or relocating. 
A 2010 report in The Boston Globe called 
attention to rampant waste in Massachu-
setts’ Economic Development Incen-
tive Program (EDIP)—one of the key 
programs through which state and local 
governments use tax policy to provide 
special business subsidies—finding hun-
dreds of instances over a 16-year period 
in which the beneficiaries of subsidies 
failed to deliver what they promised, or 
took taxpayer dollars in return for only a 
handful of jobs.3 

Nor is Massachusetts alone. The much-
publicized collapse of former Red Sox 
star Curt Schilling’s video game firm, 38 
Studios—which was located in Massachu-
setts and offered some state support before 
moving to neighboring Rhode Island in 
exchange for $75 million in guaranteed 
loans—drew attention to the common 
pitfalls that affect special business tax sub-
sidies in all states, as well as the emerging 

Introduction
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competition between states keen to create 
and sustain local jobs.4 

With companies of all stripes promis-
ing new job creation in exchange for a 
subsidy—or threatening to leave and take 
their existing jobs with them if they do not 
receive one—state governments find them-
selves in what The New York Times recently 
called a “high-stakes bazaar,” a race to the 
bottom to offer the most lucrative deal to a 
corporation and beat out their neighbors.5 
The challenge for states like Massachusetts 
lies in knowing when the public is getting 
“bang for their buck” from tax subsidies.

Fortunately, the Commonwealth is 
learning from its own experiences and 
those of other states. In late 2010, the 
Legislature passed, and Governor Deval 
Patrick signed, legislation creating stron-
ger money-back guarantees and reporting 
requirements for EDIP credits. Another 
reform required more transparency for 12 
other refundable and transferable tax credit 
programs.6 As part of that reform effort, 
in June 2012 the Department of Revenue 
produced its first Tax Credit Transparency 
Report for credits issued in 2011.7  

The Commonwealth took a further step 
by creating a Tax Expenditure Commis-
sion as part of its fiscal year 2012 budget. 
The Commission conducted the first care-
ful study of Massachusetts’ tax exemptions, 
deductions and credits. After public meet-

ings and deliberations, the Commission 
produced a report that made a number of 
strong policy recommendations to improve 
the transparency and accountability of all 
tax expenditures, including those we cat-
egorize in this report as special business 
tax subsidies. 

Massachusetts stands poised to be a 
national leader in establishing the rules 
and mechanisms needed to identify and 
pursue cost-effective economic develop-
ment strategies. The report of the Tax 
Expenditure Commission gives the Com-
monwealth momentum and a blueprint for 
progress. Massachusetts should seize this 
opportunity. 

Spending on special business tax subsi-
dies—like spending on anything else—in-
volves trade-offs. More money spent 
through the tax code results in less money 
for schools, roads and other public pro-
grams, or alternately in higher tax rates 
to make up for budget shortfalls. To make 
informed decisions about when those 
trade-offs are acceptable, taxpayers need 
information about the scope and impact 
of these subsidies. This report describes 
common-sense policy reforms that would 
not only enable full accountability and 
transparency, but also turn Massachusetts 
into a national leader in its stewardship of 
public subsidies.
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“In fiscal year 2012…the Common-

wealth distributed $770 million in spe-

cial business tax subsidies, an all-time 

high and more than double what was 

distributed 16 years ago.” 

Like all states, Massachusetts wants to 
foster a vibrant state economy provid-
ing jobs, services and opportunity for 

its citizens. Historically, the Common-
wealth has fulfilled this function through 
public investments in areas such as schools 
and infrastructure. In recent years, how-
ever, Massachusetts and other states have 
intensified the provision of direct subsidies 
to businesses and industries with the stated 
intention of sparking economic growth. 

These subsidies can take many forms, 
including taxpayer-backed loan guarantees 
and lines of credit provided by the Mas-
sachusetts Growth Capital Corporation.8 
The Commonwealth also uses tax policy 
to subsidize businesses through tax expen-
ditures.9 These expenditures impact Mas-
sachusetts’ bottom line just as any item of 
the appropriated state budget: every dollar 

of tax subsidies must be offset through pro-
gram cuts or higher taxes elsewhere.

Tax expenditures take the form of tax 
deductions, exemptions, credits and other 
special rules like double-weighted sales or 
single sales factor apportionment. Many of 
these tax subsidies behave much like cash. 
Refundable tax credits can be redeemed for 
rebate payments from the state. Transfer-
able tax credits can also be sold by compa-
nies that do not have tax liability to other 
companies that want to purchase a lower 
tax bill. All of these provisions reduce an-
nual revenues for the state.

Since fiscal year 1996, Massachusetts 
has used a total of 58 different tax expen-
ditures for businesses and corporations. 
In fiscal year 2012, 52 of these expendi-
tures were still in existence and cost the 
Commonwealth $2.44 billion in forgone 
revenue.10 This amount is more than the 
entire sum that the Commonwealth col-
lected in corporate and business taxes in 
the same year.11 

According to a recent report by the 
Massachusetts Budget and Policy Center,12 
the Commonwealth’s business tax expen-
ditures fall into three categories:

Special Business Tax Subsidies: 
$770 Million and Counting
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•	 “Piggybacks”: Massachusetts imple-
ments 19 business tax expenditures by 
“piggybacking” on the federal tax code, 
allowing some federal tax expenditures 
to operate through the state tax code as 
well. Legislators could expressly “de-
couple” from Washington’s tax rules, 
but Bay State decision-makers have 
instead allowed 19 federal tax expendi-
tures for businesses to operate as part 
of the state code, too. This report does 
not study these expenditures.

•	 Pyramiding and double taxation: 
Eight business tax expenditures are 
intended to avoid “pyramiding” or 
double taxation. Double taxation oc-
curs when, for instance, a business’ 
property is taxed both at the local and 
state level. The most common ex-
ample of tax pyramiding occurs when 
a company pays sales tax on compo-
nents of a larger product which will 
ultimately be sold and subject to the 
sales tax itself. These expenditures fall 
outside the concern of this study.

•	 Special business tax breaks: Accord-
ing to the Massachusetts Budget 
and Policy Center, the remaining 31 
expenditures are “best described as 
being part of the Commonwealth’s 
actual economic development strategy” 
(emphasis in original text).13 These 
31 expenditures form the core of this 
report’s analysis and are termed “spe-
cial business tax subsidies” throughout 
this study. These tax subsidies have 
been specifically designed and enacted 
by Massachusetts’ policy makers in an 
effort to spark economic growth. 

These 31 special business tax subsidies 
come in three forms, as defined by the Mas-
sachusetts Budget and Policy Center:

•	 General: Available to any business en-
gaged in qualifying business activities 

(for example, the corporate research 
credit is available to any corporation 
incurring qualified research costs or 
making research payments in Massa-
chusetts in a given tax year).  

•	 Sector-specific: Automatically avail-
able to businesses in certain industries 
(such as the film production credit).

•	 Discretionary: Taxpayers must apply 
for these subsidies and receive ap-
proval from an administering agency 
(for instance, credits for life sciences 
companies seeking to develop their 
businesses in the state).14 

In fiscal year 2012 Massachusetts of-
fered six general, 14 sector-specific, and 
five discretionary subsidies.

The Cost of Special Business 
Tax Subsidies Is Surging
Massachusetts is dedicating an increasing 
amount of its fiscal resources to special 
business tax subsidies. In fiscal year 2012, ac-
cording to an analysis by the Massachusetts 
Budget and Policy Center, the Common-
wealth distributed $770 million in special 
business tax subsidies, an all-time high and 
more than double what was distributed 16 
years ago. Adjusted for inflation, the cost of 
special business tax subsidies has increased 
from a total of $342 million in fiscal year 
1996 to $770 million in fiscal year 2012.15 

This is a huge sum. By comparison, 
this is more than the $678 million the 
Commonwealth spent in fiscal year 2012 
on school building construction, or the 
$510 million the Commonwealth spent on 
all public health programs such as those 
aimed at preventing smoking and teenage 
pregnancy.16 It is eleven times what the 
state spent on environmental programs,17 
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and represents more than nine times the 
amount the state spends directly through 
the budget on economic development, 
community development, workforce devel-
opment, culture and arts combined.18

Business tax subsidies can occur in all 
three tax categories: corporate, sales and 
personal income. In addition to the credits 
and deductions applicable to the corporate 
excise on profits, other tax subsidies reduce 
sales tax obligations for companies. And 
some businesses, particularly smaller ones, 
pay business-related taxes through the 
owner’s personal income taxes. They make 
use of  special subsidies to reduce personal 
income taxes for owners. The largest cat-
egory of business tax subsidies accounts 
for special deductions or credits that busi-
nesses can use to reduce the corporate 
excise on profits, or to collect tax rebates 
from the Commonwealth. These subsidies 
totaled $626 million in fiscal year 2012. In 
the same fiscal year, some businesses in 
Massachusetts also received $15 million in 
personal income tax subsidies, and avoided 
$129 million in sales taxes. 

Spending on special business tax 

subsidies is also squeezing out other forms 
of public investment because it is growing 
faster than other forms of state spending. 
In fact, the Massachusetts Budget and 
Policy Center highlights that spending on 
special business tax breaks as a share of 
the state economy has grown 60 percent 
since fiscal year 1996. At the same time, in 
every other major area of government ex-
penditure except education and healthcare, 
government outlays as a share of the state 
economy have declined.19 As Massachusetts 
spends more and more on special business 
tax subsidies, it becomes increasingly press-
ing that Bay Staters have the information 
and tools they need to evaluate them. 

The Number of Special  
Business Tax Subsidies Is 
Growing
It is not just the cost of special business 
tax subsidies that is on the rise. Though 
the number of subsidies has held steady 

Figure 1. Cost of Special Business Tax Subsidies, Fiscal Year 1996-Fiscal Year 2012
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for the past three fiscal years, today there 
are almost 50 percent more active special 
business tax subsidy programs in Mas-
sachusetts than there were in fiscal year 
1996 (25 versus 17). Just two tax subsidies 
that were active in fiscal year 1996 have 
been phased out, while 13 new ones were 
created. (One tax subsidy both came onto 
the books and expired over the same time 
period.) (See Table 1 for details.)20

Of the 13 tax subsidies active in fiscal 
year 2012 that were created since fiscal 
year 1996, two are exemptions from sales 
tax and 11 are credits against income and 
corporate excise taxes. Some of the better 
known additions are tax credits for film 
production and those awarded through 
the Life Sciences Tax Incentive Program 
signed into law by Governor Deval Patrick 
in 2008. These subsidies aim to encour-
age film production in the state and the 
creation of long-term jobs in the life sci-
ences industry, respectively. These new 
tax breaks are responsible for much of the 
cost increase detailed above. For example, 
while the Life Sciences Tax Incentive 
Program did not exist in fiscal year 1996, 

it cost Massachusetts $20 million in fiscal 
year 2012. 

The unequal weighting of sales, payroll 
and property in the apportionment formula 
has added more to special business tax 
subsidy costs than anything else. Tradi-
tionally, when a corporation produces or 
sells goods and services around the coun-
try, a given state will tax the corporation’s 
nationwide profit in relation to the share 
of total corporate property, payroll and 
sales located in that state. But with unequal 
weighting of sales, payroll and property, 
some corporations can greatly diminish or 
even eliminate their in-state tax liability. 
Unequal weighting can occur in two ways: 
through double-weighting of sales or use of 
the single sales factor (SSF) formula. The 
latter—allowed only for particular defense 
contractors, mutual fund corporations, and 
eligible manufacturers—lets beneficiaries 
calculate their tax liability based solely 
on in-state sales, with no influence from 
property and payroll. So a business with 
its only factory and all of its employees 
located in Boston, but all of its sales outside 
of Massachusetts, would owe no corporate 

Figure 2: Number of Special Business Tax Subsidies, Fiscal Year 1996-Fiscal Year 2012
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Subsidy  Tax  Cost in 
 Category FY12 
  (millions)

Active since FY96 or earlier 

Abandoned Building Renovation Deduction  Income $4.0

Economic Development Incentive Program Credit  Income $2.9

Abandoned Building Renovation Deduction  Corporate Negligible

Unequal Weighting of Sales, Payroll and Property in  
Apportionment Formula (Double-Weighting of  
Sales and Single Sales Factor)  Corporate $247.6

Investment Credit  Corporate $57.9

Research Credit  Corporate $113.5

Economic Development Incentive Program Credit  Corporate $21.7

Credit for Harbor Maintenance Taxes Paid  Corporate $1.0

Exemption for Materials, Tools, Fuels and Machinery  
Used in Furnishing Power to an Industrial  
Manufacturing Plant  Sales $0.0

Exemption for Materials, Tools, Fuels and Machinery  
Used in Newspaper Printing  Sales $60.4

Exemption for Fuels, Supplies and Repairs for Vessels  
Engaged in Interstate or Foreign Commerce  Sales $0.7

Exemption for Fuel Used in Operating Aircraft and Railroads  Sales $56.0

New since FY96  

Brownfields Credit  Income $3.2

Historic Buildings Rehabilitation Credit  Income $2.5

Film Credit, Payroll and Production  Income $1.5

Medical Device Credit  Income $0.4

Dairy Farmer Credit  Income $0.7

Brownfields Credit  Corporate $24.6

Historic Buildings Rehabilitation Credit  Corporate $47.5

Film Credit, Payroll and Non-Wage Production  Corporate $82.6

Medical Device-User Fee Credit  Corporate $3.6

Life Sciences Tax Incentive Program  Corporate $20.0

Dairy Farmer Credit Corporate $6.3

Exemption for Sales to Motion Picture Production Companies  Sales $0.5

Exemption for Aircraft and Aircraft Parts  Sales $11.2

Expired since FY96  

Credit for Employing Former Full-Employment  
Program Participants  Income Expired

Additional Deduction for Certain Businesses in a Poverty Area  Corporate Expired

Created and expired since FY96  

Jobs Incentive Payment for Biotechnology and  
Medical Device Companies  Corporate Expired

Included in a single subsidy since FY0122  

Exemption for Plant and Seed  Sales N/A

Exemption of Feed  Sales N/A

Exemption for Commercial Fishing Vessels  Sales N/A

Table 1. Special Business Tax Subsidies since Fiscal Year 199621
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taxes whatsoever to the Commonwealth. 
Double-weighting in-state sales allows 
other companies to make in-state sales 
twice as important as the other factors in 
calculating tax, so a hypothetical business 
with all of its property and employees in 
Boston but all of its sales outside of the 
Commonwealth could use this rule to di-
minish its tax obligation. Though double-
weighting of sales existed in Massachusetts 
prior to fiscal year 1996, the SSF formula 

came into force for eligible defense con-
tractors in fiscal year 1996, mutual funds in 
fiscal year 1997, and phased in for qualified 
manufacturing concerns between fiscal 
year 1996 and fiscal year 2000. In fiscal 
year 2012 alone, the unequal weighting of 
sales, payroll, and property cost the Com-
monwealth $247.6 million making it the 
single costliest special business tax subsidy 
(the SSF formula in particular cost $160 
million).23
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Lawmakers have added new tax sub-
sidies without necessarily reviewing 
and analyzing the success or failure 

of older ones. This speaks to the underly-
ing challenge of spending through the tax 
code. Once a subsidy is passed into law, it 
will not necessarily face formal reviews in 
the future, despite its lack of a clear policy 
objective or annual spending allocation, 
unlike budget line-items which legisla-
tors must approve, oppose or modify on 
an annual basis. Thus, for Bay Staters to 
be sure the programs funded through the 
tax code are worthwhile investments, it is 
critical that they have the ability to evalu-
ate the programs’ achievements and cost-
effectiveness. This information is critical 
in determining which tax breaks to keep, 
eliminate, create or modify. 

Despite taking steps in the right direc-
tion, the Commonwealth does not yet 
meet the best practices of accountability 
and transparency for $770 million in state 
spending through the tax code. To make 
special business tax subsidies fully account-
able, programs should include the follow-
ing characteristics.24

Regular Reviews of  
Effectiveness 
Legislation authorizing each subsidy 
should periodically expire to bring the 
credits, deductions and exemptions under 
regular public scrutiny. 

Unlike items in the state budget, which 
are subject to annual review and appro-
priation by the Legislature, tax subsidies 
do not necessarily face further scrutiny. 
State Auditor Suzanne Bump has expressed 
concern that after a tax break passes the 
Legislature, it falls into a “black box and 
seldom, if ever, does anyone look back 
and determine whether it is working as 
intended or whether there is continued 
public benefit.”25 

Of the Commonwealth’s 25 special busi-
ness tax subsidies that were active in fiscal 
year 2012, only eight (32 percent) include 
an expiration date. As a result, $587.7 mil-
lion in annual special business tax subsidies 
are currently on the books indefinitely, and 
will potentially cost Bay State taxpayers 
even more in the future without facing 
further scrutiny from decision-makers or 
the public.26 

The Commonwealth’s Special 
Business Tax Subsidies Lack Full 
Transparency and Accountability
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Clear Policy Objectives
Tax subsidies, like other government 
spending, should be clearly justified on 
measurable public policy grounds. With 
a clear purpose articulated in law, citizens 
and their representatives in government 
can make informed assessments about 
their value relative to other uses of the 
Commonwealth’s financial resources.  

Many special business tax subsidies are 
like discretionary grants. A well-run grant 
program establishes clear objectives for 
the program and, to meet those objectives, 
expects recipients to make progress toward 
measurable goals in exchange for receiv-
ing an award. Grant-like, discretionarily 
awarded subsidies should be no different. 
Such subsidy awards should come with 
project-specific economic development 
goals attached. These goals should include 
measurements like targets for job creation, 
wages and profitability.

Massachusetts does a poor job of estab-
lishing clear policy objectives for its special 
business tax subsidies. In fact, until the 
Tax Expenditure Commission in 2012, no 
uniform effort had been made to identify 
and publish the various subsidies’ policy 
objectives in a single place. According to 
Department of Revenue research reported 
to the Tax Expenditure Commission in one 
of its public meetings, “few [tax subsidy] 
statutes actually include specifically iden-
tified goals” beyond vague descriptions of 
intent in the title.27 For example the single 
sales factor apportionment formula—a 
type of unequal weighting of sales, payroll  
and property in the apportionment for-
mula—was enacted in “An Act Relative to 
Job Retention and Economic Expansion in 
the Commonwealth.”28 Despite describing 
what the tax subsidy relates to, and initially 
incorporating job retention and job cre-
ation requirements in its first few years as 
law, the statute today offers no specific job 
retention or creation targets.29 The legisla-
tion authorizing film production credits is 

equally unclear. Though defenders of the 
law have touted its alleged economic ben-
efits,30 the 2005 statute provides no mea-
surable economic goals, leaving its value a 
controversial matter of opinion.31

Even where a policy goal can be in-
terpreted through some element of the 
statute, statements of goals are not avail-
able in any of the most accessible public 
resources describing the Commonwealth’s 
tax subsidies. The annual Tax Expenditure 
Budget—the most accessible, centralized 
resource available—does not include a 
description of any of the expenditures’ 
policy aims, despite detailing the nature 
and fiscal impact of every tax expenditure 
item on the books. Not even the annual 
Tax Credit Transparency Report, the docu-
ment intended to shine a brighter light on 
at least some of these subsidies, which was 
released for the first time in June 2012, 
includes such information. 

Money-back Guarantees
Another mechanism to improve the overall 
effectiveness of tax subsidies is to make 
recipients agree to a subsidy program’s 
clear objectives and commit to returning 
the money if the recipient fails to meet 
those objectives. These tax credit recapture 
provisions are money-back guarantees 
for taxpayers and are often referred to as 
“clawbacks.”  

Massachusetts cannot always implement 
this common-sense safeguard for lack of 
clearly defined and measurable policy goals. 
In all, just nine of the Commonwealth’s 25 
active special business tax subsidies contain 
clawback provisions.32 One of the costliest 
tax subsidies missing a clawback provision 
is the corporate income tax credit for film 
production companies. The program cost 
the Commonwealth $82.6 million in fiscal 
year 2012, all of which was unprotected by 
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a money-back guarantee. The underlying 
cause is the absence of well-defined objec-
tives for the program as a whole and for 
individual subsidy beneficiaries. Though 
legislators have touted the film tax credit as 
an economic boon for the Commonwealth 
and a driver of tourism,33 no specific job 
creation or tourism targets have been es-
tablished, making it impossible to hold the 
overall tax credit initiative or individual 
beneficiaries to account. But without clear 
economic development goals attached to 
each subsidy program, and thus yardsticks 
against which to measure performance, 
more clawbacks are presently impractical 
to implement.34

Even where clawback provisions are in 
place, they can be inadequate and unclear. 
In 2011, Evergreen Solar’s manufacturing 
plant in Devens, Massachusetts, closed, 
despite having received approximately $58 
million in state aid, some of which was tied 
to job creation goals. In the wake of the 
closure, state legislators and Evergreen 
Solar executives publicly disagreed on what 
the company owed the Commonwealth, 
exposing a lack of clarity in the rules for 
the program.35 And while the Economic 
Development Incentive Program contains 
detailed rules on when and how a tax credit 

may be clawed back, the provision itself is 
not sufficiently demanding: the clawback 
process is only triggered when a company 
fails to meet at least 50 percent of its job 
creation target. Put another way, this al-
lows companies to keep their subsidy even 
when they fall up to 50 percent short of 
meeting their goal.36 

Cost Caps
Tax subsidy spending generally does not 
come with a set price tag. For instance, 
when the Legislature agrees to fund tax 
credits for film production companies 
equal to a certain percentage of their in-
state expenses, it essentially signs off on 
spending an unspecified sum of money to 
be determined after the fact. This makes 
it difficult to plan within the larger state 
budget, and it makes it impossible to weigh 
these costs against other budget alterna-
tives. It is like setting up a special credit 
card to be spent on a particular purpose, 
but with no limits. 

In Massachusetts, just seven of the 25 
special business tax subsidies active in fiscal 

Figure 3. Most Special Business Tax Subsidies Lack Expiration Dates
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year 2012 (28 percent) were subject to a cost 
cap, with limits ranging from $4 million to 
$50 million per subsidy program, per year. 
In all, that means just $104 million of the 
$770 million spent on special business tax 
subsidies in fiscal year 2012 was known to 
legislators ahead of time.37 So while the 
Commonwealth knows with certainty that 
these seven subsidies will cost no more than 
$104 million in fiscal year 2013, no such 
certainty exists around the remaining 18 
special business tax subsidies.38 Under cur-
rent law, the state is committed to absorb 
those costs regardless of the final bill.  

Full Transparency
To make special business tax breaks fully 
transparent, states should require public 

disclosure of information and provide  
access to that information that is: 

•		Online,
•		Comprehensive,
•		Timely, 
•		Evaluative,
•		One-stop, and 
•		Searchable

Online 
Information is not practically accessible 
in the public domain unless it is on the 
Internet. 

To its credit, Massachusetts recognizes 
this and has made a number of moves to 
increase the online availability of its gov-
ernment data, including those related to 
special business tax subsidies.

•	 Since 2008 the Governor of Mas-
sachusetts has released the details of 
the tax expenditure budget for the 

Tax Subsidies Require Regular Review

Without expiration dates ensuring regular review, tax subsidies can turn into 
costly corporate giveaways of questionable value to the broader public. In March 

2011, Marlboro, Massachusetts, lost 1,100 jobs when financial services giant Fidelity 
Investments closed its office in town as part of a five-year-long consolidation effort. 
All told, Fidelity cut 5,000 jobs statewide in the run-up to the Marlboro closure.39 
But Fidelity benefits from the unequal weighting of sales, property and payroll in 
the apportionment formula, a special business tax subsidy intended to benefit the 
economy by creating a favorable tax climate for businesses. In particular, Fidelity 
benefits from the single sales factor (SSF) formula, an apportionment rule available 
only to eligible defense contractors, mutual funds and manufacturing concerns. The 
legislation promulgating the SSF formula for defense and manufacturing companies 
and, separately a year later, for mutual funds, originally contained job retention and 
creation requirements: mutual funds were required to increase their employment by 
25 percent in the first five years the law was in effect. But these requirements ended 
more than a decade ago, enabling mutual funds alone to receive more than $1.5 billion 
in SSF formula subsidies since then without necessarily keeping jobs in the state.40 
Without the Legislature checking in, the SSF’s job creation requirement phased out 
while the subsidy itself remained. Ensuring that the Legislature reviews each subsidy 
on a regular basis would give Massachusetts the chance to renew the subsidies that 
work and end those that no longer serve a meaningful public purpose.  
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upcoming fiscal year online. This 
web-based resource is clickable and 
allows users to “drill down” to a brief 
description of every expenditure, its 
statutory origin and its estimated 
cost.41 This resource covers the same 
ground as the annual tax expenditure 
report, but does so in a more user-
friendly manner. 

•	 Massachusetts posts its annual tax 
expenditure budget online as a print-
able document. Budgets dating back to 
2000 are available, allowing both citi-
zens and decision-makers to follow tax 
expenditures through recent history.42

•	 The recently inaugurated Tax Credit 
Transparency Report is available 
through the Department of Revenue 
website,43 as is the annual Report on the 
Massachusetts Film Industry Tax Incen-
tives.44 To the benefit of the public and 
decision-makers interested in patterns 

and trends over time, the Massachu-
setts Department of Revenue  
archives reports from years past on its 
website.

•	 The data included in the Tax Credit 
Transparency Report are also available 
in a clickable online database via a link 
on the Open Checkbook website. This 
database shows the recipient and value 
of each individual subsidy awarded 
through 13 of the Commonwealth’s 
tax subsidy programs.

There is much room, however, to im-
prove the accessibility of these resources. 
Massachusetts presently posts its formal 
annual reports in different subsections 
of the “Tax Professionals” link on the 
Department of Revenue website (making 
it unlikely that interested citizens who 
are not tax professionals will find them).  
The Commonwealth should also make 
information on all special business tax 

Figure 4. The Tax Credit Database on Massachusetts’ Open Checkbook Website
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subsidies available through a link on Open 
Checkbook. This website is Massachusetts’ 
central source for information on govern-
ment spending and, as such, should be 
expanded to incorporate detailed infor-
mation on all spending through the tax 
code as well as through the traditional 
budget. This would include program-by-
program and subsidy-by-subsidy spending 
breakdowns, as well as evaluative reports 
on the net economic impact of all of the 
Commonwealth’s subsidy programs (mod-
eled on Massachusetts’ annual report on 
film industry tax incentives).

Comprehensive 
The public deserves information that is 
both broad and detailed. Each and every 
tax credit, deduction and exemption should 
be disclosed with checkbook-level specifics 
answering the common-sense questions 
taxpayers ask: Who receives tax subsidies? 
What do they cost? What are they for? 
Which beneficiaries are meeting their 
goals and which are not? Which businesses 
that fail to meet their goals have paid back 
part or all of their subsidies? In addition, 
where the tax break takes the form of a 

discretionary, grant-like credit, the terms 
of the business’ agreement or contract with 
the state should also be public. 46

Massachusetts has a record of publicly 
documenting its tax expenditure budgets. 
By law, the Department of Revenue has 
produced an annual Tax Expenditure 
Budget (TEB) since fiscal year 1986.47 In 
doing so, Massachusetts stands with 43 
other states in publicly reporting tax ex-
penditures annually.48 The quality of the 
Massachusetts report has improved over 
time and today it documents and describes 
each tax expenditure item and its origin 
in statute, and provides item-by-item esti-
mates for annual costs. However, it fails to 
inform the public and decision-makers in 
clear language of the public policy goal of 
each expenditure or provide specifics about 
the individual subsidies awarded. 

The Bay State has made laudable ad-
vances in reporting more comprehensive 
information for a handful of subsidies. In 
2010, Massachusetts passed new legislation 
requiring the Department of Revenue to 
report annually on certain refundable or 
transferable tax credits, identifying their 
beneficiaries, the amount of each credit, 

Massachusetts Opens the State Budget to Public Scrutiny

As part of online transparency requirements included in the fiscal year 2011 budget, 
the Commonwealth’s government transparency website, Massachusetts Transpar-

ency, expanded to include Open Checkbook, an easy-to-use resource providing detailed 
state spending information updated nightly. With “hover-over” features explaining 
terminology and context, as well as complex search functions, Open Checkbook’s 
introduction boosted Massachusetts to fifth place out of 50 states in MASSPIRG 
Education Fund’s 2012 Following the Money report which tracks the availability and 
quality of online government transparency tools.45 Massachusetts now also includes 
detailed information on the recipients and value of more than $86 million worth of 
tax breaks in 13 tax expenditure programs. The public would be further served by 
including similar information about the remaining special business tax breaks in ad-
dition to details about specific requirements for each subsidy and whether businesses 
met those requirements. 
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and the project for which the credit was 
received.49 In the latest installment of the 
Tax Credit Transparency Report, for instance, 
Bay Staters learn that the production 
company behind the feature film “Ted” 
received more than $9 million in subsidies 
in calendar year 2011.50

Despite these gains, a lot of information 
remains absent from the public domain. 
Public subsidy-by-subsidy information like 
that available in the Tax Credit Transparency 
Report does not exist where it should for 
some of Massachusetts’ special business tax 
subsidies. In the aggregate, only 13 of the 
Commonwealth’s 25 active special business 
tax breaks—a little more than half—are 
subject to a closer look in a publicly released 
report or web-based transparency portal 
like Open Checkbook. Subsidies like the 
investment and research credits for non-
life sciences businesses or the Abandoned 
Building Renovation Deduction should 
be subject this level of public disclosure. 
And while other subsidies, namely those 
operating through sales tax exemptions or 
unequal weighting of sales, property and 
payroll in the apportionment formula, 
would be more challenging to examine in 
the same detail, a big-picture look at their 
impact on the economy would be valuable. 
The SSF formula’s enacting legislation 

originally called for an annual report, 
but the Commonwealth’s Department of 
Revenue has not published such a report 
since 2001.51

Some information is consistently un-
available to the public. When recipients 
of subsidies fall short of their goals or pay 
back state money, Massachusetts does a 
poor job publishing the relevant statistics 
and facts. According to Good Jobs First, 
of the five major special business tax sub-
sidies it identified in Massachusetts,52 only 
the Life Sciences Tax Incentive Program 
publishes any information at all regarding 
unmet goals, publicly identifying compa-
nies that have fallen short of their job cre-
ation targets. But, like every other subsidy 
Good Jobs First analyzed, the Life Sciences 
Tax Incentive Program does not report the 
dollar amount of any recapture.53 In addi-
tion, we found no statutory requirement 
that the government or an administering 
agency publish statistics on the incidence 
of unmet goals or clawbacks, or the identi-
ties of companies forced to pay back their 
subsidy, for any of the special business tax 
subsidies considered in this report. 

The lack of such publicly available 
information undermines transparency. 
If the Economic Development Incen-
tive Program, for instance, recaptures 

Figure 5. Share of Special Business Tax Subsidies Subject to Reporting Requirements
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taxpayer dollars from a high percentage 
of the businesses receiving subsidies, the 
public deserves to know because it may 
call into question the value of the entire 
program. Alternatively, if only a handful 
of businesses are succeeding it would ben-
efit the Commonwealth and its taxpayers 
to know what the characteristics of those 
businesses are so the state can support more 
like them in the future. This is informa-
tion that the people and decision-makers 
of Massachusetts need to make informed 
decisions about the future of special busi-
ness tax subsidies.

Timely 
Information should be updated frequently 
so the public and decision-makers can fol-
low the money as it is spent. 

Massachusetts currently does a good job 
of regularly releasing information to the 
public through legally mandated annual 
reports and budgets.

Evaluative
Projections of expected benefits and after-
the-fact assessments provide citizens with 
the tools they need to weigh in on a pro-
posed subsidy and understand the broader 
outcomes of spending on special business 
tax subsidies.

Massachusetts provides this kind of 
transparency only in its report on film 
industry tax subsidies, which thoroughly 
investigates their overall economic impact. 
The most recent report documents that in 
calendar year 2010, film production sub-
sidies generated $0.8 million in revenue 
for state government that partially offset 
the cost of the program; $40.3 million in 
new spending, of which $25.5 million went 
to residents and business in-state; and 19 
net new full-time equivalent employees.54 
From an assessment of the number and 
value of tax credits applied for, to the net 
impact those credits have had on the state 
economy and job creation, this report 
publicizes the key information decision-

makers and citizens need. Aside from 
the annual report on the Life Sciences 
Tax Incentive Program produced by the 
Massachusetts Life Sciences Center,55 the 
Commonwealth has yet to roll out similar 
assessments for other special business tax 
subsidies. 

One-stop 
Publishing details in a uniform way 
through a single online resource ensures 
that pertinent information can be easily 
and reliably found by taxpayers and deci-
sion-makers.

Currently, Massachusetts provides in-
formation in too many places and in too 
many forms. Between three different an-
nual reports and an online tax expenditure 
budget display, Bay Staters must cobble 
together information on special business 
tax subsidies from a variety of sources, 
each incomplete and with differing areas 
of focus, in order to gather a single, com-
prehensive picture of the Commonwealth’s 
special business tax subsidies. 

Searchable
Leading states not only disclose informa-
tion online but do so through user-friendly 
portals allowing the public to conduct in-
tuitive, one-click searches for information 
by keyword or category. 

The Report on the Massachusetts Film 
Industry Tax Incentives falls short on this 
score. This document is released online 
as a PDF file for download by the public 
and decision-makers. It lacks an interactive 
online component through which users 
can easily search for the details they find 
important. 

The good news is that Massachusetts 
has already demonstrated a commitment 
to providing this kind of transparency to 
its citizens in other areas. Through Open 
Checkbook and, to a lesser extent, its online 
tax expenditure budget interface, the Bay 
State has shown how information can be 
provided in a user-friendly, web-based 
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format that is more useful than a take-it-
or-leave-it document that cannot be broken 
down to focus on the things an individual 
cares about most. Unfortunately, Open 

Checkbook only looks at items in the appro-
priated state budget and at a handful of tax 
credits, and the clickable tax expenditure 
budget lacks a search function. 

The Need for Full Disclosure and Robust Cost-Benefit  
Assessments for Tax Subsidies

In 2010, Liberty Mutual received $46.5 million in state and local tax subsidies to 
support construction of a new $300 million headquarters in Boston’s Back Bay 

neighborhood.56 In addition to Tax Increment Financing (TIF) through the City of 
Boston, the Commonwealth provided a tax credit through the Economic Develop-
ment Incentive Program for the expansion project. The only Fortune 100 company 
headquartered in the city, Liberty Mutual promised 600 new jobs over the course 
of 20 years, as well as 500 construction positions to build the new 30-story office 
tower.57 

The agreement raised public concerns for a number of reasons. The new jobs 
promised amount to an average of just 30 per year, or a 1.2 percent annual increase 
in the firm’s present Boston-based workforce, calling into question the value of the 
tax credits offered. In addition, with Liberty Mutual’s annual consolidated revenue 
estimated at almost $29 billion in 2008,58 and recent news coverage highlighting CEO 
Ted Kelly’s $50 million annual compensation,59 Liberty Mutual’s need for taxpayer 
support is dubious. Further, Liberty Mutual received tax credits through a program 
designed to stoke economic revival in down-and-out neighborhoods.60 According to 
the Boston Redevelopment Authority, the TIF that spurred the Commonwealth’s 
matching state-level credit is available only for projects located within an Economic 
Opportunity Area (EOA).61 By law, an EOA is a “blighted,” “decadent” or “substan-
dard” area, descriptions ill-suited for the prosperous Back Bay.62

Taxpayers deserve value for money in special business tax subsidies. With bet-
ter public disclosure before shovels go into the ground, Bay Staters could weigh 
in on a proposed subsidy early in the process. This would allow citizens and their 
representatives to ask tough questions before any money is disbursed, and weed out 
subsidy ideas that provide limited bang for their buck.  This is especially important 
when taxpayers are asked to invest limited tax revenue in profitable, privately owned 
businesses.   
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With special business tax breaks 
growing in cost and number, and 
inadequate accountability and 

transparency standards leaving Bay Staters 
unable to evaluate too many of them, 
spending on tax subsidies in Massachusetts 
needs reform. Fortunately, there has never 
been a better time for Massachusetts to 
take the lead in transparency and account-
ability standards for tax subsidies. In the 
past two years alone:

•	 The Massachusetts Legislature and 
Governor Deval Patrick, as part of 
the fiscal year 2012 budget, approved 
the establishment of a bipartisan Tax 
Expenditure Commission “to study 
carefully for the first time the various 
exemptions, deductions, and credits in 
the Massachusetts tax code.”63 After 
several public meetings and care-
ful analysis of the available data, the 
Commission concluded its study of 
the Commonwealth’s entire tax ex-
penditure budget, calling for, among 
other things, clearer policy goals, 
better public disclosure, and stronger 
accountability measures.64 

•	 Studies by the Pew Center on the 
States highlighted the need for reform 
in Massachusetts. In a nationwide 
survey of how states track and evaluate 
their tax subsidies, Massachusetts was 
ranked in the middle of the pack with 
“mixed results.”65 

•	 The Massachusetts Budget and Policy 
Center underscored the revenue lost to 
special business tax subsidies when it 
released a report that found that their 
cost is rising both in absolute terms 
and as a share of the state economy.66 

•	 Media outlets have focused public 
attention on a series of high-profile 
tax subsidies, including those received 
by insurance giant Liberty Mutual 
and Curt Schilling’s now-bankrupt 
video game company in Rhode Island, 
leading Bay Staters to ask if adequate 
safeguards exist to ensure special busi-
ness tax subsidies operate in the public 
interest.67

•	 Years of budget cuts to traditional 
spending items have generated  

Policy Recommendation:  
Implement Strong Accountability and 
Transparency Standards for Tax Subsidies
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renewed interest from the public 
and lawmakers in reviewing all state 
spending. 

A blueprint for reform has emerged in 
the Tax Expenditure Commission’s report. 
The Commission rightly confirms that 
tax expenditures such as special business 
tax subsidies “are a form of government 
spending and should be subject to the same 
scrutiny by government policymakers as 
direct expenditures.”68 The Commission 
made a number of strong and sensible 
policy recommendations, including  calling 
for tax expenditures to include clear public 
policy objectives; undergo periodic, data-
based, cost-benefit analysis; face regular 
review; and be subject to well-articulated 
accountability standards. 

Those recommendations are a solid 
foundation for reform, but are not suf-
ficient. To improve transparency and 
accountability for special business tax 
subsidies, Massachusetts should also:

•		Convert discretionarily awarded 
transferable and refundable tax 
subsidies into grant programs,

•		Articulate clear public policy goals,

•		Establish “expiration” dates,

•		Impose cost caps,

•		Implement robust “clawback” 
provisions, and

•		Continue to improve public 
disclosure.

Convert Discretionarily 
Awarded Transferable and 
Refundable Tax Subsidies 
into Grant Programs
Massachusetts should convert its dis-
cretionarily awarded, transferable and 
refundable special business tax subsidies 

into grants appropriated through the state 
budget. Many of the Commonwealth’s 
special business tax subsidies resemble di-
rect grants. For example, life sciences tax 
credits and the subsidies awarded through 
the Economic Development Incentive 
Program are disbursed discretionarily by 
an administering agency, and impact the 
Bay State’s bottom line like any item of 
the state budget.

Direct state spending offers many 
advantages over spending through tax 
expenditures. First, direct expenditures 
come with budgets that require annual 
approval. This means that, unlike some of 
the subsidies studied in this report, the cost 
of direct expenditures cannot grow without 
the express consent of decision-makers and 
taxpayers. Additionally, inherent in the 
budget approval process is the occasion 
for formal review of the spending item. 
With the annual appropriation of state 
funds comes a chance for decision-makers 
and the public to weigh in on how well a 
subsidy is meeting its goals and whether it 
merits continued funding. 

Turning special business tax breaks 
into grants would also make government 
spending on subsidies for economic devel-
opment more efficient. Film production 
tax credits, for example, are transferable 
and often sold to brokers and then resold, 
at a profit, to other firms looking to slash 
their tax bills. Between 2006 and 2010, 
film production companies kept only 87 
percent of the tax credits issued by the 
Commonwealth. Brokers and final buy-
ers took the rest, skimming 13 percent 
off the top of the program. As a result, of 
the $264.8 million Massachusetts spent 
on film production credits between 2006 
and 2010, $34.4 million did not end up 
benefiting film production companies, 
diluting the impact of the program as 
an incentive.69 Awarding these same tax 
credits as grants through the state budget 
would eliminate this problem. By cutting 
out the middleman, Bay Staters would be 
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sure that each tax subsidy dollar was sup-
porting its intended objectives. 

Articulate Clear Public  
Policy Goals
As the Tax Expenditure Commission rec-
ommends, the Legislature and governor 
should identify and publish clear policy 
objectives for each special business tax 
break already on the books. Similarly, 
when new subsidies are proposed, legisla-
tion must include a clearly defined policy 
purpose and a credible finding that the tax 
subsidy can and will achieve the desired 
outcome. Additionally, when individual 
corporations or businesses receive a dis-
cretionarily awarded special business tax 
break, the Commonwealth should expect 
them to have company-level targets that 
fit with the overall policy goal, focusing 
on employment levels or in-state sales and 
revenue. For example, if a business receives 
tax credits through the EDIP, decision-
makers and the public should expect the 
company to demonstrate a credible plan 
for achieving its job creation targets. 
Above all, these goals and objectives must 
be measurable. When a subsidy program 
or company promises quality job creation, 
it should explain what a “quality job” is 
and how many of them it plans to add to 
the economy. Ultimately, setting goals is 
effective only if you can measure progress 
toward those goals.

Two leaders in this area are Oregon 
and Minnesota. Oregon’s tax expenditure 
reports include program and function 
categories describing the general purpose 
of each expenditure item (for example, 
“economic and community development”). 
They also include evaluations by personnel 
from 28 state agencies assessing the degree 
to which expenditures related to their 
program responsibility or over which they 

have knowledge “achieve their purpose 
and if they are a fiscally effective means of 
doing so.”70 Minnesota publishes detailed 
accounts of its job creation targets on a 
company-by-company basis, document-
ing how many jobs the tax break recipient 
aimed to create or retain, their wage level, 
and the cost of associated health insurance 
benefits.71 In this way, Minnesota estab-
lishes clear goals, tracks progress, and can 
even evaluate the quality, as well as number, 
of jobs added or kept.

Establish Expiration Dates
Legislation authorizing all special busi-
ness tax breaks should include regular 
expiration dates, forcing periodic review 
of the tax break. Under this provision 
the Legislature will have to regularly and 
actively renew every special business tax 
break, encouraging public debate over the 
tax break’s merits. 

Massachusetts can join two states lead-
ing the way on setting tax expenditure 
expiration dates. In 2009, Oregon passed 
legislation establishing expiration dates for 
many, but not all, of their corporate tax 
subsidies.72 And, in 2008, Nevada instituted 
a state constitutional requirement that 
all tax expenditures expire at a date to be 
determined by the Legislature upon pas-
sage of the law.73 In spring 2012, the then-
Secretary of Administration and Finance 
for Massachusetts, Jay Gonzalez, indicated 
his support for so-called “sunset” dates for 
the special business tax subsidies that are 
awarded on a discretionary and grant-like 
basis, and called for enhanced reviews for 
other business tax expenditures targeting 
specific industries every five years.74 The 
Tax Expenditure Commission adopted 
these recommendations in its report and 
formally called for a mix of sunset dates 
and enhanced periodic reviews to improve 
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oversight of the Commonwealth’s tax ex-
penditures.75

The Commonwealth should ensure that 
each and every special business tax break 
on the books returns to the Legislature 
formal renewal at clearly specified, regular 
intervals of five or ten years. This would 
provide an opportunity for a full debate 
and discussion of the merits of each subsidy 
program. 

Impose Cost Caps
Tax subsidies should not be authorized 
with a blank check from the Legislature 
leaving taxpayers liable for a potentially 
limitless sum of money. Therefore, in an 
effort to mimic the appropriations process, 
special business tax subsidies should, where 
possible, fall under spending limits. Cost 
caps for tax subsidies can be designed in 
a number of ways, from credit-wide caps 
imposed on an annual basis or over the life 
of the program, to company-level limits on 
what individual beneficiaries can receive 
through a particular subsidy.

Some states have adopted cost caps as 
a means to control aggregate spending on 
subsidies, especially in tough economic 
times. For example, the state of Iowa cur-
rently imposes an overall spending limit on 
certain business tax expenditures. Though 
the initial cap stood at $185 million, in 2010 
legislators voted to reduce that cap to $120 
million in response to a worsening fiscal 
environment.76

Massachusetts, too, already makes use 
of cost caps in certain instances and should 
go further. In addition to the credit-wide, 
annual caps already present for some sub-
sidies, the Tax Expenditure Commission 
was right to call for an overall dollar cap on 
forgone revenue for the Commonwealth’s 
grant-like tax credits.77 The Legislature 
should follow through on this and, where 

practicable, impose limits on foregone 
revenue incurred by other subsidies.

Implement Robust  
“Clawback” Provisions
When corporations and businesses enjoy 
certain tax subsidies but fail to hold up their 
end of the bargain, Bay Staters should have 
the ability to promptly recoup foregone 
tax revenue through uniformly enforced 
clawbacks. Clawbacks will not be practi-
cal or appropriate for every special busi-
ness tax subsidy (see note 34), but where 
beneficiaries make specific promises to 
deliver jobs or increase in-state sales or 
spending and receive a subsidy in exchange, 
Bay State taxpayers deserve a money-back 
guarantee in case a business falls short of 
its promises. 

Recapture provisions have proven effec-
tive in other states. In 2009, for instance, 
Oklahoma recaptured $1 million in tax 
breaks awarded to a company that used its 
award as leverage to extract an even sweeter 
deal in Wisconsin before promptly pulling 
up stakes.78 And in the summer of 2012, the 
Iowa Economic Development Authority 
sought the repayment of a forgivable loan 
after a business fell 66 percent short of its 
job creation target in the state.79

Massachusetts already has examples of 
clawback mechanisms but needs to make 
the rules that govern them clearer. To 
avoid repeating the confusion that ensued 
when Evergreen Solar closed its plant in 
2011, the Commonwealth should unam-
biguously specify what conditions will 
automatically trigger subsidy recapture, 
how much the beneficiary will owe and 
under what circumstances, and ensure 
that both companies and legislators are 
clear on these provisions.80 The public 
and decision-makers count on clawbacks 
to safeguard their tax dollars and deserve 
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to know exactly how those provisions will 
work. Companies engaged in long-term 
financial planning would also benefit 
from the greater certainty, knowing for 
sure when they cannot count on keeping 
the funds. In fact, the Life Science Tax 
Incentive Program has such well-defined 
guidelines that its clawback provision 
encourages self-policing: 16 life sciences 
companies have failed to deliver the jobs 
they promised and voluntarily returned 
$12.2 million, avoiding the DOR’s knock 
at the door.81

Clawbacks should be demanding, 
too. This could mean establishing high 
minimum performance thresholds for 
companies in order to keep subsidies, or 
permitting lower thresholds while pro-
rating clawbacks relative to performance. 
For instance, a clawback provision could be 
triggered when a company fails to achieve 
90 percent or more of its job creation 
target. Alternatively, a clawback provision 
could permit a lower triggering threshold 
while imposing clawbacks on a sliding 
scale relative to the percentage of the job 
creation target the company achieved.

Continue to Improve Public 
Disclosure
Accountability and transparency go hand 
in hand. To ensure Bay Staters and their 
representatives in state government have 
the information they need and deserve 
to make informed decisions about the 
merits of special business tax subsidies, 
Massachusetts should continue to improve 
its standards of public disclosure for 
tax expenditures. In recent years, the 
Commonwealth has made important gains 
in overall government transparency: since 
receiving an “F” in 2010 in MASSPIRG 
Education Fund’s Following the Money 
report,82 an annual study and assessment 

of state government transparency websites, 
the Bay State is now near the top of the class. 
In the 2012 installment of the scorecard, 
MASSPIRG Education Fund awarded 
Massachusetts an “A-” in recognition of the 
Massachusetts Transparency website and the 
online budget resource, Open Checkbook.83 
Nonetheless, though the Commonwealth 
has taken steps to shine a brighter light 
on some special business tax subsidies, 
including 13 refundable and transferable 
tax credits in Open Checkbook, there is more 
to do. 

First and foremost, the Commonwealth 
should continue to improve the reach of 
its online transparency tools, ensuring 
that all tax subsidies are as open to public 
scrutiny as the state budget and refund-
able and transferable tax credits through 
Open Checkbook. Public policy objectives, 
company-by-company goals (where appli-
cable), expiration dates, and the nature and 
incidence of clawbacks should be published 
online for each tax subsidy program high-
lighted in this report through a central, 
user-friendly and searchable portal at Mas-
sachusetts Transparency. This would provide 
citizens with the accessible, comprehensive, 
timely, one-stop resource they deserve to 
track their tax dollars and assess the merits 
of special business tax subsidy programs. 
The details of proposed subsidies as well as 
those already agreed upon should be avail-
able, giving the public an opportunity both 
to weigh in before a new project breaks 
ground and to track performance after the 
subsidy has been granted. 

Here, Massachusetts could take cues 
from Illinois which offers one of the coun-
try’s best online transparency tools for tax 
expenditures.84 Illinois’ website, Corporate 
Accountability, lets the user filter through 
an alphabetically ordered list of all state-
awarded subsidies using drop-down menus 
to select the tax expenditure program, 
award year or report year of interest. It 
also offers a link to each recipient’s custom 
report and links the user to Illinois’ Annual 
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Report of Recapture Provisions by Program, a 
document analyzing the incidence of claw-
backs within each subsidy program. The 
Bay State has shown itself to be a leader in 
online transparency for budget expendi-
tures and there should be nothing stopping 
it from improving on Illinois’ example and 
taking the lead here, too. 

This transparency tool should go even 
further and disclose which businesses or 
subsidy programs fail to meet their targets, 
as well as statistics on the incidence and size 
of clawbacks. The nonpartisan watchdog 
group Good Jobs First believes online 
disclosure of this information indicates 

seriousness in enforcement while providing 
important information to taxpayers about 
trends within a tax subsidy program.85 For 
example, if the Economic Development 
Incentive Program recaptures taxpayer 
dollars from a high percentage of the busi-
nesses that take advantage of its tax credits, 
the value of the entire program may come 
under question in the eyes of the public. 
This is information that the people and 
decision-makers of Massachusetts deserve 
and need to make informed decisions 
about the future of special business tax 
subsidies.

Figure 6. Illinois’ Corporate Accountability Website
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Appendix 
Massachusetts’ Special Business Tax Subsidies since Fiscal Year 1996

Description
Abandoned Building Renovation Deduction I 4.0 N None N N

Economic Development Incentive  
Program Credit I 2.9 Y None Y $25m*

Credit for Employing Former Full-Employment  
Program Participants I Expired        

Brownfields Credit I 3.2 Y Jan. 1, 2014 Y N

Historic Buildings Rehab. Credit I 2.5 Y Dec. 31, 2017 Y $50m*

Film Credit, Payroll and Production I 1.5 Y Jan. 1, 2023 N N

Medical Device Credit I 0.4 Y None N N

Dairy Farmer Tax Credit I 0.7 Y None N $4m*

Additional Deduction for Certain Business  
in a Poverty Area C Expired        

Abandoned Building Renovation Deduction C Negligible N None N N

Unequal Weighting of Sales, Payroll and Property 
 in Apportionment Formula (Double-Weighting  
of Sales and Single Sales Factor)  C 247.6 N None N N

Investment Tax Credit C 57.9 N None Y N

Research Credit C 113.5 N None N N

Economic Development Incentive  
Program Credit C 21.7 Y None Y $25m

Credit for Harbor Maintenance Taxes Paid C 1.0 N None N N

Brownfields Credit C 24.6 Y Jan. 1, 2014 Y N

Historic Buildings Rehab. Credit C 47.5 Y Dec. 31, 2017 Y $50m

Jobs Incentive Payment for Biotechnology  
and Medical Device Companies C Expired        

Film Credit (Payroll and Non-Wage Production) C 82.6 Y Jan. 1, 2023 N N

Medical Device-User Fee Credit C 3.6 Y None N N

Life Sciences Tax Incentive Program C 20.0 Y Dec. 31, 2018 Y $25m

Dairy Farmer Tax Credit C 6.3 Y None N $4m

Exemption for Sales to Motion Picture  
Production Companies S 0.5 N Jan. 1, 2023 Y N

Exemption for Aircraft and Aircraft Parts S 11.2 N None N N

Exemption for Materials, Tools, Fuels and  
Machinery Used in Powering Industrial  
Manufacturing Plants S 0.0 N None N N

Exemption for Materials, Tools, Fuels and  
Machinery Used in Newspaper Printing S 60.4 N None N N

Exemption for Plant and Seed** S N/A         

Exemption of Feed** S N/A         

Exemption for Commercial Fishing Vessels** S N/A         

Exemption for Fuels, Supplies and Repairs for  
Vessels Engaged in Interstate or Foreign Commerce S 0.7 N None N N

Exemption for Fuel Used in Operating  
Aircraft and Railroads S 56.0 N None N N

*Subject to a combined cost cap shared with the corresponding subsidy applicable to corporate taxes
**Included in a different Tax Expenditure Budget Item since FY01    
I = Income     C = Corporate     S = Sales
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