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Gov. Patrick often speaks about making decisions that are in the Commonwealth's long-term interests, most recently in his televised budget address. To his credit, parts of the governor's budget proposal follow through on that promise, but others would only make it harder to balance the books in future years. 

Last year, the Commonwealth disclosed an unfunded $13.3 billion liability for retiree health-care liability. In his budget, Patrick wisely creates a trust and uses funds from the federal tobacco settlement to begin to address this staggering liability. 

The Commonwealth regularly sells bonds and uses the proceeds to finance long-lived assets like roads, bridges and buildings. But the salaries of well over 1,000 state workers are also currently paid from bond proceeds. Patrick's budget moves more than 150 employees from the capital budget to the operating budget. Much more needs to be done, but the governor made an important statement by beginning to address the issue, even in a difficult budget year. 

State managers have long been forced to struggle with the legislative practice of using multiple line items to control minute details of agency operations. The governor's budget would end this by combining appropriations for the trial court, state and community colleges into single line items. 

Finally, Patrick has reiterated his strong support for expedited permitting and the so-called single-sales factor, which makes sales the measure by which corporate tax payments are determined. Both will help create the stable environment needed to retain existing businesses and attract new ones. 

But any progress on the business climate was more than outweighed by the "loophole closings" Patrick proposes that would raise $500 million in new revenue over a full year. The governor has repeatedly cited an Ernst & Young report that found that the Commonwealth's business taxes are among the lowest in the nation. Perhaps that's true, but it misses the point that taxes are only one piece of the cost of doing business. 

Massachusetts businesses contribute more than twice the national average to support the richest unemployment insurance benefits in the country. Energy, health care and land costs are also extremely high, according to a 2006 Pioneer Institute/Global Insight study. Chief Executive magazine's survey of CEOs found that Massachusetts is the second-worst state in which to do business. 

Outside the context of overall business costs, some of the changes sound like reasonable attempts to stop the tax code from being exploited in unintended ways, but others are clearly contrary to legislative intent. "Combined reporting" allows Massachusetts-based companies to avoid being taxed on transactions with out-of-state subsidiaries as long as the parent pays fair prices for the subsidiary's goods and services. The provision does precisely what it was intended to do: Foster economic development by limiting taxes on companies headquartered in Massachusetts. 

Other reports have reached conclusions very different from Ernst & Young's. CFO magazine ranks Massachusetts 47th for having a fair and predictable state tax environment and 46th in terms of the negative influence revenue department policies have on location and expansion decisions. Over time, increasing revenue enough to cover state needs without hurting the economy by raising taxes will depend on our ability to grow the economic pie. These tax changes conflict with that basic goal. 

Other recommendations will just make next year's budget harder to balance. The governor reduces by $100 million the required deposit into the Commonwealth's rainy-day fund, while also taking $75 million in interest from the fund. Skimping on contributions to the fund when state revenues are stable has the same effect as making a withdrawal. 

Finally, the administration resorts to the age-old practice of using one-time revenues to cover recurring state expenses. Patrick uses about $400 million in "plugs," like the reduced rainy-day fund contribution, fund transfers and conditional items like "enhanced revenue collection" to make the numbers add up. 

Gov. Patrick deserves our support for proposing important reforms that won't make headlines, but are critical to our long-term competitiveness. However, tax changes that harm the business environment, failing to make appropriate contributions to the rainy-day fund and using one-time revenues to cover ongoing expenses would only put off difficult decisions and make it harder to balance next year's budget. 
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