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STATE BUSINESS TAX RATE REDUCTIONS LED TO BETWEEN
$496 MILLION AND $729 MILLION LESS FOR PUBLIC SERVICES

The State of New Hampshire relies on corporate taxes for a greater O

percentage of tax revenue than any other state. In fiscal year 2021,
New Hampshire raised about 31 percent of total tax revenue through
corporate income taxes, while the next highest state was New Jersey,
with about 14 percent of tax revenue coming from state taxes on
corporate income."” As a result, changes in taxes on businesses in
New Hampshire have the potential to create significant fiscal impacts
on the State Budget, as well as have effects on the broader economy.

New Hampshire has two primary business taxes, the Business Profits
Tax (BPT) and the Business Enterprise Tax (BET). The BPT and BET are
filed together by business entities that pay them, and the revenue
from each is counted together in the state’s initial accounting.
However, these two taxes are very different, as the BPT taxes
corporate income after certain expenses and adjustments, while the
BET is based largely on compensation paid to employees by
businesses, as well as interest and dividends paid by businesses.? The
rates of these two taxes have been successively lowered several
times since 2015. The tax rates remained the same from 2001 to 2015,
at 8.5 percent for the BPT and 0.75 percent for the BET, respectively.
Starting in 2016, both taxes were incrementally lowered, dropping to
7.5 percent and 0.55 percent, respectively, by 2023.3

In the period between 2015 and 2022, combined receipts from the
BPT and BET rose substantially even as rates were reduced, leading
to discussions of the potential reasons for the rise in tax revenues
that included speculation as to whether economic growth spurred by
tax rate reductions may have offset losses from those rate reductions
and generated additional revenue.

This Issue Brief assesses the extent to which revenue was gained, or
lost, by the reductions in the BPT and BET rates. It includes a review
of relevant national and multi-state research, a review of factors likely
generating the three recent increases in business tax receipts
between 2015 and 2022, an assessment of the interaction between
the business tax rates and the economy in New Hampshire, and an
evaluation of the revenue impacts of the BPT and BET rate reductions
between 2015 and 2022.

KEY POINTS

= Recent State business tax revenue
growth does not appear to have
been spurred by tax rate reductions

= Business Enterprise Tax revenues
have declined relative to the tax base

= Business Profits Tax revenues have
increased, but revenues have also
risen in other states and appear to be
spurred by a growth in corporate
profits and federal tax changes

= No clear correlation exists between
Business Profit Tax rates and
employment, or overall economic
growth relative to regional growth

= National and multi-state research
also finds few or limited impacts of
state corporate taxes on overall
economic growth

= Estimated forgone revenue from
New Hampshire business tax rate
reductions ranges from $496 million
to $729 million from 2015 to 2022

= Key research indicates policies
targeted at supporting individuals
and families with low and moderate
incomes likely have a more
significant positive effect on
economic growth than reducing
taxes on corporate profits
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National and multi-state research suggests little relationship between state corporate tax rates and economic or job
growth, with identified correlations limited to temporary effects, specific economic contexts, or certain types of
businesses. Available research does not indicate business tax rate reductions would generate sufficient economic
activity to fully offset revenue losses. Increases in business tax revenues in New Hampshire during the last eight
years appear to be due to factors beyond the BPT and BET rates, including an uptick in economic growth that was
delayed after the end of the Great Recession, federal tax policy changes spurring business repatriation of corporate
profits from other countries, and a surge in national corporate profits paired with increases in wages during and after
the COVID-19 public health emergency. Corporate tax revenues also rose sharply in other states in fiscal years 2019
and 2021, suggesting the pattern was not limited to New Hampshire and likely not caused entirely by changes in
State policy. While BPT revenues increased during the 2015 to 2022 period, BET revenues have remained relatively
steady, with falling revenues or slowing growth after key rate reductions. BET revenues correlated closely with the
growth in wages paid in New Hampshire prior to rate reductions, but had fallen far behind that key part of the tax
base by 2020, with lower revenues in both 2020 and 2019 than in 2015, before the rate reductions.

While BPT revenues have increased substantially, analyses in this Issue Brief sought to determine if a strong
relationship exists in New Hampshire between BPT rates and economic growth; this research found little evidence
of any relationship, and found no relationship between BPT rates and job growth. Additional analysis would be
required to determine the extent and magnitude of the relationship between both BET and BPT rates and aspects of
the economy and business decision-making, but there is not a statistical relationship strong enough to suggest the
reductions in tax rates spurred significant enough growth to pay for lost revenue. This finding matches the
conclusions of national-level research; other policy interventions, particularly those targeted at directing resources
to people with low and moderate incomes, are likely more effective economic stimuli.

Using available data to make projections for BPT and BET revenues specific to taxable periods in 2021 and 2022, and
employing a wide, research-derived range of possible levels of revenue-generating economic response to tax rate
reductions, this Issue Brief concludes that New Hampshire has forgone a substantial amount of revenue for public
services by reducing the BPT and BET rates. Business tax rate reductions are estimated to have reduced revenues
from these taxes by between $496 million and $729 million from the 2016 to 2022 taxable periods. These figures rely
on both published historical data and revenue projections, and subsequent research could provide opportunities to
refine these estimates. For context, the combined General and Education Trust Funds in the State Budget, which
receive the revenues collected by the business taxes, collected $3.2344 billion in State Fiscal Year (SFY) 2022;
estimated revenue losses, aggregated over the 2016 to 2022 period, are between 15 and 22 percent of that SFY 2022
one-year total. These estimated foregone revenues are approximately the equivalent of the total State funds
contributed to mental health services during SFYs 2013 through 2019.4

CORPORATE TAX POLICY AND THE ECONOMY: REVIEWING THE RESEARCH

Taxes can and do impact economic activity, particularly in extreme or very specific cases. Depending on the
economic effects of the services funded by tax revenue, taxes can slow economic growth by discouraging work or
investments, particularly in response to very high tax rates. Taxes on specific items or situations can also impact
behavior, such as specific purchases of goods taxed at different rates or spending and investment decisions,
including charitable giving in response to available deductions or building a house in one jurisdiction rather than
another.® However, while individuals and companies may respond differently to changes in taxes, research on the
aggregate effects suggests small or marginal changes in taxes have a relatively limited overall impact on the
economy, including at the state level.

EFFECTS OF FEDERAL TAX POLICY CHANGES

Considering tax rate reductions specifically, Co-Director of the Tax Policy Center William Gale testified to a U.S.
House of Representatives Committee in June 2022 that: “An avalanche of evidence indicates that tax cuts in general,
and tax cuts for high-income households in particular, have had very small impacts on economic growth.”® While
the Tax Foundation posited in 2013 that tax reforms in some situations can lead to higher revenues even when
individual rate reductions are included, it also wrote: “Can a tax cut pay for itself? Most economists would probably
agree that the answer is generally ‘rarely, but usually not.”””
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The U.S. Congressional Research Service also examined top federal income and capital gains tax rates between 1945
and 2010 and found little or no relationship between savings, investments, and growth in productivity, but did
identify that the national share of income accruing to labor, rather than capital, decreased with lower maximum tax
rates. More income was also concentrated for the highest-income households in environments with lower maximum
income and capital gains tax rates.®

RETURNS ON INVESTMENT Moody’s  Analytics has also conducted
FROM CERTAIN POLICIES economic modeling to estimate the effects of
Fiscal Stimulus Multipliers, 2021 various fiscal policies on the. economy. In
. — January 2021, Moody’s estimated each
Estimates of Change in Size of the Economy (Gross additional dollar in food assistance through the
- Do:esgg F":r:duct)- '"Sthle Fo:rth ;.luarl'ter of 2;21 Supplemental Nutrition Assistance Program
alEa ange-m - eFte e e (SNAP) in the first quarter of 2021 would have
Tax Changes in the First Quarter of 2021 .
boosted the size of the overall economy by $1.61
Selected Policy Change Analyzed Economic Growth by the en.d.of 2021, as individuals vyould have
Per $1 Invested spent their income support on food in the local
Supplemental Nutrition Assistance $1.61 economy. Supplemental unemployment
Program (SNAP) Benefits ) insurance would have boosted the economy by
$1.49 per dollar invested over the same time
Supplemental Unemployment Insurance $1.49 period, as unemployed individuals with fewer
Aid to State and Local Governments $1.34 resources would have quickly used these
Low Income Home Energy Assistance $1.31 benefits in the economy. The same analysis
Program (LIHEAP) i estimated a dividend and capital gain tax rate
Transportation Infrastructure Spending $1.29 reduction would generate $0.38 for each dollar
_ of foregone revenue, while a corporate tax rate
Earned Income Tax Credit $1.27 ducti Id te $0.32 d abusi
Child Tax Credit $1.25 reduction wou generate $0.32, and a business
net operating loss tax offset would produce
Nonrefundable Lump Sum Tax Rebate $0.93 $0.24 on the dollar in return on investment.®
Personal Income Tax Rate Reduction $0.88 These estimates are similar to Moody’s analyses
Divider‘fd and Capital Gain Tax Rate $0.38 of the economic impacts of similar policies for
ze‘j“c“o" pop D 2009 and 2015, when federal corporate tax rate
orporate Tax Rate_Re_ uction - $0.3 reductions were estimated to generate $0.32
Accelerated Depreciation for Business . . 10
Taxes $0.27 and $0.30, respectively, per dollar invested.
Business Net Operating Losses Tax Offset $0.24 This analysis echoes those performed by
researchers at the nonpartisan U.S.

Mote: Evaluated relative to the parameters of the federal 2021 American . . .
Rescue Plan Act as proposed in January 2021, Congressional Budget Office (CBO). Assessing

Source: Moody's Analytics, The Biden Fiscal Rescue Package: Light on the the multiplier effect of federal American
Horizon , January 15, 2021 Recovery and Reinvestment Act policies six
nhfpi.org years after enactment, the CBO identified the
highest potential multiplier from purchases of goods and services by the federal government (2.5 on the high end of
the range of multiplier estimates, with 0.5 at the low end), which directly stimulated demand in the economy.
Transfer payments to state and local governments for infrastructure had the next highest potential positive impact
(2.2 to 0.4), while transfer payments to individuals, including SNAP benefits and unemployment compensation (2.1
to 0.4), and transfer payments to state and local governments for non-infrastructure purposes followed with the next
highest potential benefits (1.8 to 0.4). A one-year tax cut for higher-income individuals (0.6 to 0.1) and corporate tax
provisions primarily designed to help business cash flow (0.4 to 0) had the smallest economic multipliers evaluated,
suggesting they had the least positive impact on the economy per dollar allocated to them.™

Additional CBO analysis focused on the employment impacts of policy options in 2011 also identified that increasing
aid to unemployed workers and reducing taxes for firms that increase their payroll had the highest potential positive
impacts on employment, while reducing taxes on business income or on repatriated foreign business profits showed
the lowest estimated impact on increased employment.’? The CBO noted that increases in disposable income for
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lower-income households are more likely to boost the economy than increases for higher-income households due
in part to the more limited fiscal capacities of low-income households to spend.™ Described with an example, a $500
addition to the budget of a household with a baseline annual income of $25,000 would more likely be spent fully in
the local economy in an expedited manner than the same addition to the budget of a household with a $350,000
annual income, as the lower-income household may have more deferred needs due to lower capacity for spending
and investment in well-being.

ANALYSES OF STATE TAX POLICY

Different studies frequently find conflicting impacts of state tax policy choices. In a December 2015 literature review
published in National Tax Journal, authors found “[m]ajor recent studies reach almost every conceivable finding: tax
cuts raise, reduce, do not affect, or have no clear effect on growth.” Relative to state corporate taxes, the authors
identify several studies that show no statistically significant negative effects of corporate tax rates on economic
growth, while some research suggests higher property taxes have negative impacts.™

Other state-level tax policy research shows mixed impacts from corporate tax rate changes on economic growth.
Research findings likely depend on the scope of the particular study. A published, peer-reviewed 2014 study from
researchers at Harvard University and Texas A&M University focused on business taxes in all 50 states from 1977 to
2005, which examined overall economic conditions and concluded “state business tax cuts have little to no positive
impact on gross state product, job creation, personal income, poverty rates, and business establishments.”™ A
subsequent analysis from researchers at Stanford University and the Massachusetts Institute of Technology,
published in 2019, focused on larger, multi-state firms and corporate taxes between 1977 and 2011, and found short-
run effects of state corporate taxes on employment and the number of establishments for certain corporations.’

A 2013 academic study published in the journal Business Economics found that corporate tax rate reductions were
effective at generating job growth, but only for one year, after which the effects disappeared; this study posited that
reducing corporate tax rates would be revenue negative in states without individual income taxes, but data were too
limited to draw conclusions.” Another 2018 working paper analysis, which examined 250 state corporate tax rate
changes from 1970 to 2010 and both sought to adjust for larger economic trends and focused only on counties
bordering neighboring states, found corporate tax rate increases reduced job and income growth, but that rate
reductions were only effective for generating job and income growth during recessions. This study, which noted
controlling for all relevant variables is difficult, also did not find substantial evidence of firms moving across borders
to avoid higher corporate tax rates.”® An international study published in August 2022 could not conclude that
corporate tax reductions helped overall economic growth based on a review of 42 other studies across different

countries, although results varied within

PERCENTAGE OF TOTAL TAX DOLLARS PAID BY .19
those studies.

BUSINESSES BY TAX TYPE, NEW HAMPSHIRE STATE AND

LOCAL TAXES, FISCAL YEAR 2021 New Hampshire’s own Commission to Study
License and other Business Taxes, which published its final
Interest and  taxes, 11.4% report in 2014, concluded, “New Hampshire

Dividends Tax,
0.4%

businesses do not consider the current BPT
rate [of 8.5 percent] as a primary factor in
making decisions to expand or locate within
the State. Factors such as energy costs,
skilled and educated work force, state

Unemployment
Insurance Tax, 1.5%

Excise Taxes,\

10.9% Property infrastructure, and real estate costs
Taxes, 49.7% (including property taxes) are more of a

concern to New Hampshire businesses.”?°

BPT and BET, According to the Council on State Taxation,

26.0%

about half (49.7 percent) of all State and local
tax dollars paid by businesses during fiscal
year 2021 in New Hampshire were property
taxes, while just over a quarter (26.0 percent)
Note: Totals do not sum te 100 percent due to rounding. were paid to the BPT and the BET.?

Source: Council on State Taxation, Total State and [ ocal Business Taxes, December 2022 nhfpi.org
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Robust, positive economic effects from state
corporate tax rate reductions would be required to
substantially offset revenue losses from rate
reductions. Available research does not indicate
business tax rate reductions generate sufficient
enough economic activity to fully offset revenue
losses, although a portion may be offset as a result
of state tax policy changes. One researcher
estimated in 2005 that a higher business tax base
would offset about a quarter of the initial revenue
loss associated with a business tax rate reduction.
Two economic models constructed by separate
states in 1996 and 2001 both estimated, primarily
through projections of increased employment
following tax rate reductions, that about 16
percent of lost revenue would be recouped
through increased economic activity. A separate
model generated for the State of Arizona in 2010
by an economic modeling firm estimated each $1
in forgone revenue from a state corporate tax rate
cut would generate between $0.05 and $0.18 in
new revenue from feedback effects.?

NEW HAMPSHIRE BUSINESS PROFITS TAX
PAID AND NUMBER OF FILERS
Tax Year 2020

$2.2M
From 65,368 Filers
- 0.4%
$31.5M
Froem 8,123 Filers
6.0%

$200.3 Million
From 78 Filers
38.4%

$103.9M
™\ From 3,629 Filers
N 19.9%

$183.9M
From 644 Filers
35.2%

Source: New Hampshire Department of Revenue Administration, 2022 Annual Report
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New Hampshire business tax reductions in 2016 and 2018 do not appear to have spurred significant new economic
growth, including economic growth substantial enough to offset the revenue lost due to tax rate reductions. NHFPI
analyses conducted in 2019 examining prior State business tax reductions found no evidence that those policy
changes spurred sufficient economic growth to generate revenue increases, and little evidence these rate changes

impacted economic and job growth overall.?®

Limited state-level economic growth resulting from a corporate tax rate reduction is likely due in part to where the
forgone tax revenue flows to instead of into state government services. The businesses paying the most in state-
level corporate taxes are typically large multi-state and multi-national entities, and may be less likely to reinvest the

NEW HAMPSHIRE BUSINESS PROFITS TAX
FILERS BY TYPE AND LIABILITY

) Tax Year 2020
Proprietors,

$22.3M, 4% —— -

Corporations,

0,
$125.2M, 24% Water's Edge

(Multi-National

Combined Entity),
/ $300.6 Million, 58%

Partnerships, /

$70.4M, 1377”

/

Fiduciaries, $3.4M, 1%

Source: New Hampshire Department of Revenue Administration, 2022 Annual Report
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revenue from a state tax reduction
specifically into the particular state that
enacted the tax reduction.?*

This typical composition of corporate
taxpaying entities reflects New Hampshire
BPT payers. In Tax Year 2020, 78 entities
paying more than $1 million in tax revenues
collectively provided 38.4 percent of the
total revenue collected by the BPT, New
Hampshire’s largest tax revenue source,
that year. About 57.6 percent of all BPT
revenue was paid by “Water’s Edge” filers,
which are combined reporting entities with
at least one component business operating
primarily outside of the United States.?®
Reductions in state corporate taxes, such
as the BPT, may result in higher payments
to shareholders through dividends, and
many of those shareholders may be
outside of the state.?¢



A 2014 National Bureau of Economic Research working paper from researchers at Duke University and the University
of Chicago found that about 40 percent of benefits from a state corporate tax rate reduction would flow to firm
owners, while workers would receive 30-35 percent of the benefits and landowners would receive 25-30 percent.
These authors found lower corporate tax rates lead to increased business establishment growth over a ten-year
period, but also conclude “[ilf a business is especially productive in a given location, small changes in taxes won’t
have large enough impacts on profitability to make changing locations attractive.”?” Other research suggests a
greater share of corporate tax rate reductions benefits owners. The Tax Policy Center estimates that investment
returns pay 80 percent of corporate income taxes, while wages and other compensation for labor accounts for the
remaining 20 percent.?® Additional research suggests that the private sector revenues from corporate tax rate
reductions that are allocated to increased compensation primarily accrue to employees already at the top of the pay
scale within companies.?®

A 2020 analysis from the Tax Policy Center estimated that about 40 percent of U.S. corporate stock shareholders
are foreign investors, suggesting a large portion of enhanced profits shared through dividends may not only leave
the state, but could leave the country, as a result of state corporate tax rate reductions. Other data also indicate a
significant percentage of all corporate shareholders are in the wealthiest percentiles of the nation’s residents,
potentially making a corporate tax rate reduction effectively a tax savings for residents who already have significant
resources.®°

BALANCING STATE BUDGETS AND POLICY TRADEOFFS

In contrast to reduced taxation of corporate profits potentially resulting in dollars leaving the state’s economy,
revenue raised by state corporate income taxes, such as the BPT, would likely be spent on goods and services within
the state.®' For example, additional dollars raised by the BPT could fund salaries of public employees that are
subsequently spent in the local economy, or be used to offset property tax increases, which disproportionately
reduce the after-tax financial resources of Granite Staters with low and moderate incomes.*

Like most other states, New Hampshire has a balanced budget requirement.®® That requirement translates into
budgeted operating expenditures needing to match concurrent State revenues and any surplus from the prior State
budget.3* As a result, a dollar of foregone State revenue results in a dollar less invested in public services locally.

The analyses from Moody’s Analytics and the CBO described earlier suggest that spending on direct support to
individuals with low incomes, or on state and local government infrastructure investments, are likely more
economically stimulative than corporate tax rate reductions. Research regarding longer-term and societal-level
returns on investment suggests that other policies funded by public revenue may also have higher returns. Two
RAND Corporation studies of potential New Hampshire policy initiatives estimate that investments in early childhood
interventions of home visiting, preschool education, and nurse-family partnerships would return between $2 and $6
for every dollar invested; these analyses estimated preschool targeted at children from families with low incomes
would also yield positive returns.® Analysis from researchers at Opportunity Insights, a non-profit based at Harvard
University, found the highest value investments of public dollars relative to overall social well-being were the health
and education of children with low incomes; these researchers also estimated that many forms of these investments
paid for themselves.%¢

This research and economic modeling suggests that, in some instances, raising tax revenue from corporate profits
and investing those revenues in children, infrastructure, and assistance to individuals and families with low incomes
may be substantially more beneficial for state economies than tax reductions. New Hampshire’'s balanced budget
requirements make these tradeoffs active components of the State Budget process.

LIKELY CAUSES OF RECENT REVENUE GROWTH

New Hampshire’s State tax revenues have climbed substantially in recent years, including revenue from the BPT.
These increases in BPT revenues have occurred even while the BPT rate was reduced in Tax Years 2016, 2018, 2019,
2022, and 2023.%7 About 90 percent of businesses have a Tax Year that coincides with the Calendar Year.2® Available
data suggest significant recent revenue growth has largely been limited to the BPT, however, while BET revenue has
been comparatively stagnant.
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BUSINESS TAXES AND RECENT REVENUE GROWTH

Combined receipts from the two business taxes, the BPT and the BET, have been a primary driver of recent revenue
growth. Between State Fiscal Year (SFY) 2015 and 2022, combined business tax receipts rose $662.3 million (117.9
percent), from $516.7 million in SFY 2015 to $1,224.1 million in SFY 2022.%° The combined business tax receipts were
not the only State tax revenue source that grew substantially in this time period; comparable receipts were $126.1
million (44.8 percent) higher for the Meals and Rentals Tax in SFY 2022 than in SFY 2015, and $120.0 million (102.0
percent) higher from the Real Estate Transfer Tax.°

DIFFERENCES IN NEW HAMPSHIRE STATE REVENUE BY SOURCE

z General and Education Trust Funds Revenues,
2 State Fiscal Years 2015 and 2019 Relative to 2022
“_'E $700 $662
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Business Profits  Transfer Tax* Rentals Tax** Dividends Tax Commission Premium Tax Commission and Education Tax***
and Business Trust Funds
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Revenue Source

Notes: "Includes $5M annual transfer to Affordable Housing Fund, starting SFY 2021
**Includes Municipal Revenue Fund transfer, starting SFY 2022. ***Not a General or Education Trust Funds revenue source.
Sources: New Hampshire Annual Comprehensive Financial Reports, SFYs 2015, 2016, 2017, 2019, and 2022; New Hampshire Department of Revenue Administration, 2022 Annual Report
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However, while combined business tax receipts have risen substantially, BET revenues were slightly lower in Tax Year
2020 than in Tax Year 2015, before the tax rate reductions began. State reporting, and revenue projections created
by the House and Senate Ways and Means Committees, typically measure receipts from the BPT and the BET
together. Most of the revenue

from these two taxes comes in NEW HAMPSHIRE BUSINESS PROFITS TAX AND

the form of quarterly estimate o BUSINESS ENTERPRISE TAX RATES .
payments from businesses, mBPT Rate ®BET Rate
which do not necessarily 9% as% . 0.9%

indicate whether these
revenues are the result of a BPT
or BET liability. Only when the
final tax returns are filed, which
is between four and eleven
months after the end of the tax
year, does the New Hampshire
Department of Revenue
Administration know definitively
the portion of the total BPT and
BET revenue generated that -

] o] = 675 0.7%
'6% 0.6%
: 055l
5 os%
0.4%
0.3%
0.2%
: 0.1%
results from each individual tax. = o -
= . - . = oo%
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New Hampshire Annual Tax Year
Comprehensive FinanCial Saurce: New Hampshire Department of Revenue Administration, 2022 Annual Report
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BUSINESS PROFITS TAX AND BUSINESS ENTERPRISE TAX
Revenue by Tax Year, Percentage of Revenue Total from These Two Taxes,

s Using Department of Revenue Administration Annual Reports for Revenue Split
600

—#—-Business Enterprise Tax —+—Business Profits Tax
Labels: Percentage of Total Business Tax Revenue from Each Tax

L 3
b 4
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$ 69% % 7%

$400

$300
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37% 38%
39% 40% 29% 29%

44% 20% 40% 40% 39%

$100

Tax Revenue in Millions (Unadjusted for Inflation)

$0
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Tax Year

Source: New Hampshire Department of Revenue Administration, Annual Reports
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Reports showing the split between BPT and BET revenues by State Fiscal Year are based in part on historically-rooted
assumptions of the portions of quarterly estimate payment revenues that are paid to fulfill BPT and BET liabilities.*'

The schedule of rate reductions for the BET has been more aggressive than BPT rate reductions. The BPT rate was
8.5 percent in 2015, and was lowered to 7.5 percent in 2023, which was an 11.8 percent reduction (and a 1.0
percentage point reduction) in the rate. The BET was lowered from 0.75 percent to 0.55 percent, a 26.7 percent
reduction (and a 0.2 percentage point reduction), over the same period.

This disproportionate overall BUSINESS ENTERPRISE TAX REVENUES AND WAGES
change in the BPT and BET . Percentage Changes Relative to 2008
rates appears to have had 0% Tax Rate: 0.750% 0.720% | 0.675% | 0.600%

two consequences. First,
data from Tax Years 2008 to
2020 show that the BPT has
become a larger percentage
of the two taxes; the draft
2020 data are the most
recent published by the New
Hampshire Department of
Revenue Administration
showing the Tax Year split
between the two taxes. The
second is that since the BET
rate reductions began in Tax
Year 2016, revenues for the
BET have been stagnant. In -20%
Tax Year 2015, the BET

collected $228.1 million. The Calendar Year or Tax Year

. Source: New Hampshire Department of Revenue Administration, Annual Reports; New Hampshire Employment Security, Covered
tax rate declined for Tax Employment and Wages; U.S. Bureau of Labor Statistics, Quarterly Census of Employment and Wages

Year 2016, and revenues nhfpi.org
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declined 1.4 percent to $224.8 million. Revenues grew 5.2 percent in 2017, and then grew by only 1.0 percent in
2018, when a new rate reduction took effect. Revenues fell 9.4 percent in 2019, when the rate dropped from 0.675
percent to 0.60 percent, the largest decrease of the tax rate reductions. Revenues in Tax Years 2019 and 2020 were
$216.5 million and $216.1 million, respectively, below the level collected in 2015, the year before the tax rate
reductions began.#? This decrease in revenue occurred even as the total amount of wages, the primary driver of the
BET base, paid by businesses to employees at establishments in the state rose by 22.2 percent, unadjusted for
inflation, from 2015 to 2020. This discontinuity in trends suggests that BET revenues would have risen in line with
prior growth without the rate reductions.*®

Tax rate reductions appear to have reduced BET receipts substantially relative to their potential since 2015. However,
total business tax revenues have risen during this time; these BET data, regarding both revenues and changes in the
tax base, suggest those overall increases have been driven largely by boosts to BPT revenue since 2015.

BUSINESS PROFITS TAX REVENUES AND RATES

As research outlined above indicates, the BPT rate reductions were unlikely to spur sufficient economic activity to
generate revenue increases. Available evidence does not suggest New Hampshire’s situation is a substantial
deviation from these research findings.

In dollar terms, an incremental BPT rate reduction of 0.1 percentage points, which was the increment of the last three
reductions, does not provide a substantial tax reduction to all but the most profitable of businesses. In Tax Year
2020, a 0.1 percent reduction in the BPT rate would have reduced tax liability for the 78 most profitable tax filers by
$33,350; this amount is about $12,348 less than the equivalent of 40 hours per week and 52 weeks per year of the
median hourly wage paid by employers in New Hampshire in June 2021.44 For the 8,123 businesses that paid between
$1,000 and $10,000 in BPT in Tax Year 2020, representing 42.8 percent of all businesses that paid BPT, the average
tax payment reduction would have been $50.39. These figures suggest that very few businesses would receive
enough of a tax reduction to reinvest resources into the state economy that would be sufficient to hire more
employees or make significant additional investments that would spur substantial economic growth due to a 0.1
percentage point rate reduction.

NEW HAMPSHIRE BUSINESS PROFITS TAX LIABILITY BY TAX FILERS AND
IMPACTS OF POTENTIAL REDUCTION, BASED ON TAX YEAR 2020 DATA

Range of Tax Number of Percentage of T_otal St_ate Average_ Taxable Ave_zrage Rf_a-duction in Tax
Amount Paid Tax Filers BPT Refvenue Paid by Filers I:-"'r?flt Per: Paid Per Filer If Tax Rate
in Each Range Individual Filer Were 0.1% Lower
$0 58,861 0.0% $0 $0
$1-$500 4,605 0.2% $2,265 $2
$500-%1K 1,902 0.3% $9,472 $9
$IK-$10K 8,123 6.0% $50,387 $50
$I0K-$50K 3,103 12.9% $280,789 $281
$50K-$100K 526 7.1% $909,099 $909
$100K-$1M 644 35.1% $3,709,111 $3,709
>$1M 78 38.4% $33,349,577 $33,350
Source: New Hampshire Department of Revenue Administration, 2022 Annual Report
nhfpi.org

Businesses paying both the BET and the BPT can use the amount of BET paid as a dollar-for-dollar credit against the
amount of BPT they owe.*® Lower BET liabilities, a result of a lower BET rate, would generate higher BPT revenues.
However, revenues would be lower in total if this shift were the only factor increasing BPT revenues relative to the
BET. Not all forgone BET revenues would translate into BPT dollars due to some BET-paying businesses not having a
BPT liability. Combined business tax revenues have more than doubled, however, between SFYs 2015 and 2022.

The rise in business tax revenues also did not appear to be primarily driven by more businesses moving into New
Hampshire. The number of businesses filing for BET and BPT rose between 2008 and 2020, the Tax Years for which
data are published, but revenues rose much faster. While changes in combined BPT and BET revenues generally
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correlated with the number of entities flllng BPT CHANGES IN NUMBER OF BUSINESS TAX
or BET returns with the State between 2008 and FILERS AND TAX REVENUES
2014, revenues began growing much faster 170

=4 |nflation-Adjusted Combined Business Tax Revenue

than the number of filers starting in 2015. )
——Number of Tax Filers

Between 2008 and 2020, the number of filers g 160
grew by 16 percent, but inflation-adjusted -
revenues grew by 48 percent.*® Using a 20150
different dataset associated with g e
. ol 140
unemployment insurance, the number of € o
worksites (such as establishments) in the state g 8 50
reported by businesses increased 18 percent o ‘;
between 2015 and 2022, while inflation- B9 100
adjusted revenues increased by 87 percent E%
between SFYs 2015 and 2022.% If tax revenue T > 1o
growth were driven primarily by businesses x
moving to, expanding in, or being created E 100
within the state, the number of filers or
worksites  would likely increase more 90
. . @ O 0 &N 0 b o o o A e 9 0
cor'13|stently re!atlve tc? revenue, rather than q?o ,190 B P M I R SN (]9'1,
falling substantially behind revenue growth. Tax Year
i . . Source: New Hampshire Department of Revenue Administration
While multi-state research and New Hampshire- Annual Reports nhfpi.org

level data indicate BPT rate reductions did not

spur growth in the economy sufficient enough to offset revenue losses and boost BPT revenues overall, several other
factors offer likely explanations for three bursts of tax revenue. The first occurred in about 2016, while the second
began in 2018, and the third pushed revenues up in 2021 and 2022.

The rise in revenue leading up to 2016 appears to have been driven by revenues other than the two primary business
taxes during 2015. The two business taxes started generating significant increases in revenue over the prior year in
2016, when returns for Tax Year 2015 were being filed alongside quarterly estimate payments for Tax Year 2016.
NHFPI analysis published in 2019 examined overall growth in employment and New Hampshire’s Gross State Product,
a measure of the size of the state’s economy, and found growth in these areas was increasing following a very slow
recovery from the Great Recession. Overall economic growth in New Hampshire was very slow in the 2011 to 2013

DIFFERENCES IN NEW HAMPSHIRE GENERAL AND EDUCATION TRUST FUNDS
MONTHLY CASH RECEIPTS

Twelve-Month Rolling Averages of Monthly Cash Receipts to the General and Education Trust Funds Relative to Prior Year from All Sources;
[ ess Business Taxes; and Less Business, Meals and Rentals, and Real Estate Transfer Taxes

$50
===General and Education Trust Funds Revenue

~——Funds Revenue without BPT and BET 340
—Funds Revenue without BPT, BET, M&R, and RETT
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Sources: New Hampshire Department of Administrative Services Monthly Revenue Focus Reports
Note: Medicaid Enhancement Tax excluded from historical data. nhfpi.org
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period before increasing more rapidly in 2014, and employment growth reached a peak in early 2016 following a rise
in 2015. This increase in economic activity, and the timing of other tax receipts, suggest economic growth spurring
a rise in business tax revenues preceded the rate reductions that took effect in Tax Year 2016, rather than being
enabled by more resources available to businesses after they took effect.*®

The second rise in revenue started in early 2018, immediately following the December 2017 passage of the federal
Tax Cuts and Jobs Act (TCJA). This revenue increase was not only led by growth in business taxes, but was almost
entirely a phenomenon created by business tax revenue growth. The TCJA changes relative to corporate taxation
likely had a substantial impact, including changes with respect to the treatment of foreign-source income earned by
multi-national companies. The TCJA provided a tax incentive to bring assets to U.S. affiliate companies, rather than
hold them overseas. The TCJA also created a new deemed repatriation tax on company cash and assets held and
untaxed overseas from previous years. New Hampshire’s BPT did not automatically update to match the TCJA
policies, so revenues that were actually repatriated would have been included in the BPT base, and likely were. Once
New Hampshire conformed to the federal tax code in Tax Year 2020, the broader corporate tax base created by the
TCJA likely helped boost BPT revenues as well.#® Without significant underlying changes in economic activity, and
with limited changes in other tax revenue sources, NHFPI analysis in 2019 concluded that this upswing was likely
spurred by the TCJA. Both the Governor and the Legislature made this conclusion as well, and included one-time
anomalous payments in their State Budget revenue projections in 2019 to reflect the TCJA-related boost in
revenues.®° Subsequently, revenues from the combined business taxes declined in Tax Year 2019 relative to Tax Year
2018. While timing of revenue collections differs across states and between Tax Years and fiscal years, as does the
structure of corporate taxes (including the lack of a BET-equivalent in other states), comparisons across states can
provide insight into the context for New Hampshire’s recent revenue increases. Combined BPT and BET revenues in
New Hampshire between SFYs 2017 and 2019 grew 26 percent. Data from the U.S. Census Bureau show combined
state corporate tax revenues nationwide

rose 34 percent between those two fiscal U.S. CORPORATE PROFITS BY QUARTER
years. Neighboring states also had similar Corporate Profits Adjusted for Inventory Valuation and Capital
revenue growth patterns during this time Consumption, Annualized Values, Seasonally Adjusted
period; corporate tax revenues rose 44 $3.05

percent in Maine, 34 percent in
Massachusetts, and 35 percent in
Vermont, suggesting the increases in
taxable corporate profits were not unique
to New Hampshire.®

$3.00

The third increase appears to be driven
primarily by the overall economic
rebound from the pandemic, spurred by
significant federal action, and a rapid
surge in national corporate profits. The
federal government’s contributions to
the state and national economies
provided effective economic stimulus, $2.25
which  has  substantially  boosted
growth.%? Corporate profits have also
risen sharply since the initial negative

=
N
~
o

$2.50

Trillions of Dollars

T $2.00
shock at the beginning of the COVID-19
pandemic, rising even with the increases
in underlying costs for companies,
including labor and supply chain $1.75
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corporate profits shows total profits were
51.1 percent higher in the fourth quarter Calendar Year and Quarter

Source: Federal Reserve Bank of St. Louis
nhfpl.ora
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of 2022 than they were seven years earlier, and up 21.6 percent in the two years following the third quarter of 2020,
immediately after the pandemic’s initial impacts.5*

As large, multi-national filers are a key part of the
BPT base, the increase in national corporate
profits is likely a major contributor to the rise in
BPT revenues. The apportionment process is

CHANGE IN STATE CORPORATE
TAX REVENUES, 2015-2021

Nationwide and New England Aggregate Figures as
Reported by the U.S. Census Bureau, New Hampshire Data

used to divide overall business entity profits from State Financial Audits
among states for multi-state operations. New 140% New England

Hampshire apportionment policy has historically Without New

been based on the percentages of a company’s 120% Ha’:!l"’of;:i"e'

sales, property, and payroll based within the

state; New Hampshire policy is shifting to being 100% Na:ﬁg:‘:l’ide New
based only on the geography of sales, but overall 84% Han;l;t;:ire,

corporate profits still constitute the basis for 80%
calculations regardless of where in the country
those profits are earned. As a result, increases in
national corporate profits likely impact New

Hampshire BPT revenues, potentially

60%

Percent Change in Revenue

40%
disproportionately relative to economic activity
in New Hampshire depending on where or how 20%

a business entity earned its profits.5® Other
states have also seen corporate tax revenues

0%
rise. Using the most recently available Fiscal Years 2015 to 2021
aggregated data, while combined BPT and BET Note: New Hampshire data based on Annual Comprehensive Financial Reports,
. others based on U.S. Census Bureau data. Data for New Hampshire in the U.S.
revenues rose 41 percent in between SFYs 2020 Census Bureau Collections appeared to include an error.

Sources: U.S. Census Bureau, Annual Survey of State Government Finances; New
Hampshire Annual Comprehensive Financial Reports nhfpi.org

and 2021, aggregate state corporate income tax
revenues nationwide rose 71 percent between
fiscal years 2020 and 2021. Among neighboring states, corporate tax revenues rose 32 percent in Maine, 45 percent
in Massachusetts, and 18 percent in Vermont, all indicating increased revenues were not unique to New Hampshire.®

These factors offer the most feasible explanations for the three recent rises in revenue. In the latter two, policy
changes did have a substantial impact on revenues, but those policy changes were at the federal level. In total,
between fiscal years 2015 and 2021, the most recent year with comprehensive data available from the U.S. Census
Bureau, state corporate income tax revenues grew 84 percent nationally, and 110 percent in the New England states
excluding New Hampshire, while New Hampshire’s combined BPT and BET revenues grew 79 percent.®” State BPT
rate changes were not likely the primary driver of these significant BPT revenue increases.

NEW HAMPSHIRE BUSINESS TAX RATES AND ECONOMIC GROWTH

Data specific to New Hampshire can provide indications as to whether business tax rate changes have correlated
with economic growth. To be successful at discerning the details of the economic reality in New Hampshire and the
interactions with State policy, any model used to reflect reality in quantitative research would have to control for
many variables, including external changes in the economy, and require rigorous evaluation. Several simple models,
however, could provide some insight as to whether or not BPT rates are deterministic, or an overriding factor, for
economic growth in New Hampshire.

NHFPI analysis published in 2019 suggested business tax rate reductions in New Hampshire from 2016 to 2019 did
not generate economic activity sufficient to offset revenue losses. These rate reductions also did not appear to have
produced significant new economic activity distinguishable from underlying economic conditions.5%8

Examining a longer time horizon could provide some indication as to whether there is a relationship in New
Hampshire that is similar to, or different from, the lack of a clear relationship between state corporate tax rates and
economic growth found in the academic literature.
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BUSINESS PROFITS TAX RATES AND ECONOMIC GROWTH

Using a simple comparison of the BPT rate to private sector economic growth from 1970 to 2022, the relevant data
for New Hampshire shows a limited relationship between lower BPT rates and higher overall activity. A lower BPT rate
would correlate with higher economic growth if a lower rate spurred the economy. Annual Gross State Product (GSP)
measures the size of the state’s economy overall, but the data have a methodological discontinuity between 1997
and 1998, so this analysis measures the two periods separately.®

To determine that a statistical relationship is significant in quantitative research, rather than a result of random
chance that would prevent researchers from concluding a correlation exists, statistical confidence levels in that
relationship should be at least 90 percent, and more commonly, 95 percent. In other words, researchers typically
seek to obtain statistical evidence that there is only a one in twenty (5 percent) chance or less that a correlation
between two variables is spurious before concluding there is a statistically significant relationship.®° Separately, the
strength of statistical relationships can be measured by the percentage of variation in a second variable that appears
to be explained by changes in the first variable. In these evaluations, a higher percentage indicates changes in the
first variable successfully predicted more of the changes in the second variable.

Private sector GSP growth from 1970, the year of the BPT’s establishment, to 1997 shows no statistically significant
relationship between private sector growth GSP and the BPT rate; as confidence that a correlation between GSP
growth and the BPT rate exists is below 90 percent (and, in this case, below 72 percent) other variables are likely
more important for GSP growth. Additionally, only 4.4 percent of the changes in GSP appear to be related to changes
in the BPT rate. Between 1998 and 2022, the relationship appears to be stronger and statistically significant at the 90
percent level, although not statistically significant at the 95 percent confidence level. This relationship suggests GSP
growth may be higher while tax rates are lower, although a relatively low 15.4 percent of the variation in private
sector GSP between 1998 and 2022 correlates with changes in the BPT rate.

However, national and regional economic trends have substantial influences on the New Hampshire economy; for
example, removing the data from the private sector GSP decline in 2008, when the BPT rate was 8.5 percent, and
the fast economic rebound in 2021, when the BPT rate was 7.7 percent, yields a non-statistically significant
relationship, suggesting controlling for national economic variables can provide insight into the robustness of the
correlation between BPT rates and GSP growth. Disregarding the methodological differences before and after 1997
and analyzing the entire 1970-2022 dataset also yields no statistically significant relationship; this lack of confidence
in any relationship suggests there is not a clear, overriding connection between BPT rates and state-level economic
growth.

RELATIONSHIP BETWEEN BUSINESS PROFITS TAX RATE AND DIFFERENCE BETWEEN PRIVATE
SECTOR GROSS STATE PRODUCT IN NEW HAMPSHIRE AND NEW ENGLAND OVERALL
"R2" Represents Percent of Change in GSP Growth in New Hampshire Relative to New England Overall Predicted by BPT Rates
"n"” Represents Probability That No Correlation Exists Between BPT Rate and GSP Growth, Higher p is Higher Chance of No Correlation
(p of Less Than 5% Would Indicate Statistical Significance with 95% Confidence That a Relationship Exists Between Two Datasets)
Each point represents a year .

sy | With a certain private sector

GSP growth rate and BPT rate o
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England Total, Unadjusted for Inflation
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-3%

-4%
50% 55% 6.0% 6.5% 7.0% 7.5% 8.0% 85% 9.0% 9.5% 10.0%

Year-Over-Year Growth Rate in Private Sector Gross
State Product (GSP) in New Hampshire Less the New

Business Profits Tax Rate

Notes: When multiple tax rates were applied in the same calendar yvear, a weighted average tax rate was calculated and employed for this analysis.
New England includes Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island, and Vermont.
Sources: NHFPI Analysis of U.S. Bureau of Economic Analysis data and NH Department of Revenue Administration 2022 Annual Report nhfpi.org
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Analysis that controls for overall economic growth in New England allows for a comparison of the effects of the BPT
rate on the New Hampshire economy relative to the New England economy overall. If a lower BPT rate led to higher
economic growth in New Hampshire relative to New England overall, that would suggest the lower BPT rate was 1)
spurring more economic activity in New Hampshire, 2) attracting more businesses to the state, or 3) a combination
of both.®

Controlling for economic growth in New England shows there is no statistically significant relationship between the
BPT rate and overall economic growth in New Hampshire relative to New England. The BPT rates between 1970 and
1997 only appear to explain 0.7 percent of the variation in the difference between New Hampshire’s economic
growth and overall economic growth in New England, and there is not a statistically significant relationship between
BPT rates and economic growth. In the 1998 timespan, only 1.9 percent of the variation in the difference between
economic growth in New Hampshire and New England as a whole can be explained by the BPT rate, and the
relationship is not statistically significant.

Analysis of the difference between annual private sector GSP growth in New Hampshire compared to overall U.S.
Gross Domestic Product growth and relative to BPT rates also does not yield a statistically significant relationship.®?

Inflation-adjusted private sector GSP for New Hampshire has also been calculated by the federal government for the
years 2001 to 2021. During most of this time period, including the global Great Recession of 2007-2009, the BPT rate
was 8.5 percent. Only six years had lower rates, including the first two years impacted by the COVID-19 pandemic,
which limits the utility of this particular analysis. However, the relationship between BPT rates and inflation-adjusted
private sector GSP growth during this time period is not statistically significant, and little of the variation in GSP
growth could be explained by BPT rate levels.

Separately examining relative GSP growth immediately following recent rate declines to determine if there was a
burst of activity that was not sustained did not yield evidence of substantial increases in economic activity.
Throughout the 2003-2022 period, GSP growth in New Hampshire outpaced combined growth in New England by
0.1 percent annually. In the years immediately following the recent BPT and BET rate reductions, including 2016,
2018, 2019, and 2022, New Hampshire’s average GSP growth rate was 0.5 percent less than the comparable rates
for all of New England.

Overall, these analyses suggest there is likely not a strong relationship between lower BPT rates and higher economic
growth. Controlling for economic growth in New England eliminates the statistical significance of the strongest
correlation between BPT rates and New Hampshire’s economic growth in the time periods used in these analyses,
suggesting factors other than the BPT rate have stronger relationships with GSP. Additional research would be
needed to control for other factors before a conclusion on the exact magnitudes of the effects of different BPT rates
on the economy could be concluded with a higher degree of certainty.

BUSINESS PROFITS TAX RATES AND EMPLOYMENT GROWTH

Changes in taxes on businesses in New Hampshire could theoretically alter growth in employment as well, which
provides another potential measure of economic vitality. Surveys of employers conducted by the federal
government provide annualized data on the number of filled jobs based in New Hampshire since 1939.%° Year-over-
year growth figures provided by this dataset, which includes public, private for-profit, and private non-profit
employees, show that there is no discernable and statistically significant relationship between BPT rates and
employment from 1970 to 2022.

The BET is more directly a tax on employment, as compensation paid is taxable under the BET, than the BPT. The
simple regression model suggests the BET may have more of an impact on employment than the BPT. BET rates from
1993, at the inception of that tax, to 2022 appear to correlate in a statistically significant manner with employment
growth, with higher growth occurring when the BET rate was lower. Much of that trend is driven by higher job growth
in the 1990s, when the tax rate was 0.25 percent and employment growth was strong nationwide.®* However,
separate analyses adjusting New Hampshire job growth relative to both job growth nationwide and in Massachusetts
show a statistically significant relationship between relative annual job growth in New Hampshire and the BET rate.
Comparatively rapid population growth in New Hampshire during the 1990s may have spurred faster job growth
relative to Massachusetts and the nation overall during the 1990s and more recent decades in New Hampshire.®®
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Separately  examining
BUSINESS PROFITS TAX RATE AND EMPLOYMENT GROWTH

"R2" Represents Percentage of Employment Variation Predicted by BPT Rates JOb grf)Wth rates
"n" Represents Percentage Probability That No Correlation Exists, Higher p is Less Confidence showed higher levels of
Ig 1O%(";:a" of 5% Would Indicate Statistical Significance With 95% Confidence That Relationship Exists) average jOb growth (1.8
= .
a Each point represents a year percent) in the vyears
£ with a certain employment H H :
% S growth rate and BPT rate ] o Immedlately foIIowmg
z ¢ . recent BPT and BET rate
5 = | . reductions than the
n . L . 2003-2022 average (0.6
o L .
2 g o percent), but controlling
)
S | I - R— W ® 1970 to 2022: . .
R T A e T e Rf=0.4% for job growth nationally
"""" = 63.6% . . .
:_{ . ® LIS i " or in neighboring
‘ci-; 0% ® ? b . Massachusetts showed
- . relative growth lagged
a . .
] . . in the post-tax reduction
§ 4% a years of 2016, 2018,
& ® 2019, and 2022. Job
g % . growth in New
§ - Hampshire during 2003
> 5.0% 5.5% 6.0% 6.5% 7.0% 7.5% 8.0% 8.5% 9.0% 9.5% 10.0% to 2022 averaged 0.2
Business Profits Tax Rate percent Iess annua”y
Note: When multiple tax rates were applied in the same calendar year, a weighted average tax rate was calculated and . .
employed for this analysis. than the national ]Ob

Sources: NHFPI Analysis of New Hampshire Employment Security and Department of Revenue Adminstration data

growth rate, and 0.1
percent less annually
than Massachusetts during this period. During the four years immediately following tax rate reductions, job growth
in New Hampshire was 0.5 percent behind the national average and 0.4 percent behind Massachusetts. These data
suggest there was not a one-time burst of job growth spurred by recent BPT and BET rate reductions in New
Hampshire.

nhfpi.org

These simple analyses do not definitively prove or disprove an association between BPT or BET rates and any
particular form of economic growth. More complex modeling inclusive of additional variables would be required to
robustly reach such conclusions. However, these analyses strongly suggest that BPT rates are not a primary,
overriding driver of changes in the state economy. Other factors are likely to be more influential than tax rate
changes, including trends in the national and regional economies, and these analyses do not provide any clear
indication that the response of the New Hampshire economy to BPT changes has fundamentally different or unique
characteristics than those described by multi-state research on state corporate income taxes.

LOST REVENUE FROM BUSINESS TAX RATE REDUCTIONS

The economic response to a change in corporate income tax rates appears to be limited, both in New Hampshire
and in other states. While there may be some dynamic response, data do not indicate a sufficient response to
generate more revenue than is lost as a result of the tax rate reduction. Stagnant BET revenues following rate cuts,
even while the tax base grew, shows the BET is not generating more revenue in response to tax rate reductions. The
lack of consistent, significant correlations between BPT rates and economic or employment growth in New
Hampshire, as well as national and multi-state research showing mixed effects from state corporate tax rate changes,
suggests the increases in BPT revenue in recent years have explanations other than tax rate reductions.

METHODOLOGY DISCUSSION
While limited data availability complicates precise analysis, estimating a range of potential revenue losses associated
with BPT and BET rate reductions in New Hampshire between 2015 and 2022 is possible. The final separation of BPT

and BET revenues out of the overall collection of business tax revenues requires a series of assumptions, including
estimating the dynamics of the economic response to tax rate reductions. Without the breakdown between the BET
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and the BPT after 2020, a projection for each tax individually is required to understand the revenue shortfall through
2022.

BET revenues between 2008 and 2015, when Tax Year data are available in the New Hampshire Department of
Revenue Administration’s annual reports, correlate well with wages paid to private sector employees based in the
state, which are tracked as part of business participation in the State’s unemployment compensation system.%¢ The
relationship between wages paid, which is a key part but not all of the tax base, in a Calendar Year and the Tax Year
BET revenues is quite strong; variation in total wages paid predicts approximately 95.0 percent of the variation in
BET revenues in this simple model. The relationship between this measure of wages and BET revenues is statistically
significant relationship at rigorous testing levels. The largest error in the model for the 2008 to 2015 time period in
any single year, relative to actuals, was $5.6 million (3.0 percent) relative to total revenues of $185.2 million; the
median error for all years analyzed was $1.68 million (0.9 percent) relative to actual median revenues of $186.0
million. This model can be used to project BET revenues through 2021 without the tax rate reductions that began in
2016; imputed and preliminary values can be used to estimate for 2022. With BET projections calculated, the BPT
can be isolated for 2021 and, with a set of assumptions based on known revenue collections to date, for 2022.

Using the estimates in other economic models and the research findings presented earlier in this Issue Brief, a
reasonable range of possible returns would be from zero, with business tax rate reductions having no impact on the
economy, to 32 percent of the revenue returned in spurred economic growth. The 32 percent figure would be higher
than the estimate offered by a researcher in 2005 of one-quarter of revenue returned, and double the two state tax
models that assumed 16 percent. A O percent to 32 percent feedback effect range would be wider than the 5 to 18
percent used in economic modeling in Arizona. Collecting 32 cents back for each dollar devoted to a tax reduction
would only match the modeling from Moody’s Analytics if all of the increased economic activity stimulated by a tax
reduction were paid back entirely in tax revenue collections, which is an unlikely scenario. This high-end returns
assumption, however, does leave additional recoupment potential in the estimates if other taxes collect more
revenue spurred by economic activity from lower business taxes, which is a theoretical possibility but difficult to
quantify with accuracy in New Hampshire's tax structure.®’

The estimates produced by this methodology do not include changes in the tax base resulting from policy decisions.
For example, changes in filing thresholds, apportionment, and conformity with federal tax law changes are not
incorporated into this modeling of revenue losses. The estimated tax bases used to determine the revenue
differences from changes in rates already incorporate prior adjustments. This modeling assumes all other changes
to the tax base were enacted as scheduled in current law.58

BUILDING BUSINESS TAX REVENUE ESTIMATES

While the breakdown of BPT and BET revenues are reported based on prior assumptions, substantial changes in
national corporate profits and the rapid increase in total business tax revenues suggests those prior assumed
breakdowns may not reflect tax receipts in 2021 and 2022. The strong correlation between BET revenues and total
private sector wages paid in New Hampshire provides confidence that those data are likely a reliable indicator of BET
revenues; wage data are available from 2021 and the first three quarters of 2022, allowing for imputation of the final
quarter.®® The wage-based estimated Calendar Year tax base also closely matches the final revenues reported by the
BET in each Tax Year when the tax rate for that year is applied, with an average error rate of 0.3 percent between
2008 and 2020, or an average dollar amount error of $1.3 million. The average error rate of any magnitude, positive
or negative, is 2.9 percent, and the magnitude of the average annual deviation in either direction from the actual
revenue collected by the BET is $6.1 million. This model and the imputed data allow for the construction of estimates
of Tax Year 2021 and 2022 BET revenues, totaling $252.3 million and $232.8 million, respectively.

These Tax Year estimates can be subtracted from Tax Year estimates for total business tax receipts. Those estimates
are not available, but can be reconstructed using estimates provided by the New Hampshire Department of Revenue
Administration for the percentage of business tax revenue by State Fiscal Year that is attributable to different Tax
Years. While about 90 percent of businesses have a Tax Year that coincides with the Calendar Year, the State Fiscal
Year starts July 1and ends June 30, shifting six months from most business’s Tax Years. For SFYs 2018 and 2020, the
Department of Revenue Administration has provided estimates for the percentages of each State Fiscal Year's
combined business tax revenues based on the Tax Year, and thus the tax rates, to which they can be attributed.”
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Using this methodology, State Fiscal Year business tax revenues can be converted into Tax Years, and from there a
business tax base can be calculated to understand the amount of potential tax collections at alternative tax rates.
Audited business tax revenues for SFYs 2021 and 2022 are known.” For SFYs 2023, 2024, and 2025, the cash basis
June 2023 combined BPT and BET revenues and the estimated total business tax revenues used in the SFYs 2024-
2025 State Budget and created by the New Hampshire Senate Ways and Means Committee’s on May 10, 2023 were
employed as aggregate figures for constructing revenue estimates for Tax Years 2021 and 2022.7> The BET revenues
previously estimated were subtracted from these projected aggregate Tax Year totals of $1.18 billion in Tax Year 2021
and $1.25 billion in Tax Year 2022 to obtain estimated BPT amounts for 2021 and 2022.

REVENUE LOSS ESTIMATES

With published tax bases for Tax Years 2016 through 2020 and estimated tax bases for each individual tax for 2021
and 2022, different rates can be applied to understand the amount of revenue that would have been collected if
different tax rates had been in effect. These estimates are subject to considerable uncertainty; prior Tax Year data
may continue to be updated, and projections used for future tax revenues may not be accurate. Additionally, the
economic changes associated with business tax rate reductions cannot be expressed with a clear relationship, and
may change over time. As a result, a wide range of estimates was used to model the revenue impacts of rate
reductions, ranging from tax rate reductions having no impact on the tax base to boosting it in a manner sufficient
to generate 32 percent of lost tax revenue back in enhanced economic activity.

These estimates suggest total public revenue forgone due to business tax rate reductions from Tax Years 2016
through 2022 total between $496 million and $729 million. The low estimate for lost revenue assumes that 32 percent
of the revenue forgone due to tax rate reductions since 2015 would be recouped due to enhanced economic activity
triggered by the rate reductions, while the higher estimate aligns with the research that shows little discernable
relationship between state corporate tax rate reductions and economic growth by assuming no revenue is recouped
from the loss.

ESTIMATED REVENUE CHANGES ASSOCIATED WITH BUSINESS PROFITS TAX
AND BUSINESS ENTERPRISE TAX RATE CHANGES SINCE TAX YEAR 2015

Low and High Revenue Loss Estimates Based on Research Indicating Varying Economic Responses to
State Corporate Tax Rate Changes, Recouping 0% and 32% of Lost Revenues

Tax Year and Low or High Revenue Change Estimate

2016 2016 2017 2017 2018 2018 2019 2019 2020 2020 2021 2021 2022 2022
2015 Low High Low High Low High Low High Low High Low* High* Low* High*

$0
- W o W

-$14M -$16M

* sam MM oiu
-$50 -$38M

-$56M
-$72M -$80M
-$100
-$106M
'$118M '$122M

-$150

Millions of Dollars in Revenue, Unadjusted for Inflation

-$154M
Hm Business Profits Tax H Business Enterprise Tax
-$179M
-$200 Total Estimated Revenue
Loss 2016-2022

Low Loss: $496 Million

High Loss: $729 Million -$226M
-$250

Note: "Tax Years 2021 and 2022 tax bases derived from available information and projections. Tax Years 2015 through 2020 based on Tax Year data
reported by the New Hampshire Department of Revenue Administration. Revenue changes only include estimated effects of tax rate changes, not including
policy changes impacting the scope of the tax base (such as filing thresheld adjustments or changes to apportionment).

For data sources, methodology, and supporting research, see NHFPI's August 2023 |ssue Brief, State Business Tax Rate Reductions Led to Between

$496 Million and $729 Million Less for Public Services. nhfpi.org
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The first rate reductions in Tax Year 2016 resulted in between $14 million and $21 million in foregone revenue.
Subsequent tax rate reductions added to those totals, rising to between $80 million and $117 million in Tax Year 2020
alone. The total lost revenue across Tax Years 2016 to 2020, which have tax bases that are derived directly from
published State data and not based on estimates or projections of future revenues, was between $218 million and
$321 million. The rise in business tax revenues following the end of the pandemic and associated with both the surge
in national corporate profits and increases in total wages paid in New Hampshire has expanded the BPT and BET tax
bases, likely resulting in much greater revenue losses from the tax rate reductions, particularly as additional rate
reductions were implemented for Tax Year 2022. Revenue loss estimates for Tax Year 2022 alone range from $154
million to $226 million.

These revenue loss estimates suggest that the State could have collected and deployed between $496 million and
$729 million more through the State’s General Fund and Education Trust Fund during this time period. For context,
the New Hampshire Department of Health and Human Services estimated that, over the seven-year period from SFYs
2013 to 2019, State General Fund spending for mental health services totaled $517.5 million, not including matching
federal funds.” An additional $496 million to $729 million in revenue could have eliminated the Statewide Education
Property Tax in its current form for one or two years, which may have provided more effective economic stimulus
for the New Hampshire economy than corporate tax rate reductions.’® Alternatively, the State could have doubled
the State Budget contribution to the University System each year as early as 2019, or doubled the current budget of
the Veterans’ Home starting as early as 2018, with additional funds remaining in future years relative to the growing
impacts of the tax rate reductions over time.”®

DISCUSSION AND CONCLUSIONS

Business tax rate reductions enacted in New Hampshire since 2015 have resulted in significant losses of State
revenue available for public services.

The available evidence, including both sophisticated multi-state modeling and simple quantitative relationships
based on New Hampshire data, cannot conclusively quantify the effects of tax rate reductions on the economy.
However, Business Profits Tax rate reductions do not appear to have an impact on the economy that is definitively
distinguishable from underlying economic activity and national trends. Additional research would be required to
understand the impacts of rate changes in the Business Profits Tax and the Business Enterprise Tax on the New
Hampshire economy conclusively, particularly the relationship between the Business Enterprise Tax and
employment. However, reductions in tax rates do not appear to be a driver of economic growth sufficient to override
other regional and national economic factors affecting the state’s economy.

More conclusively, New Hampshire’s business tax rate reductions do not appear to have resulted in more revenue.
Rate reductions have lowered Business Enterprise Tax revenue in a clear manner when those receipts are fully
disaggregated from Business Profits Tax payments. Business Enterprise Tax revenues have stagnated even while
total wages paid to private sector employees in the state have increased substantially, and recent rate cuts appear
likely to limit revenue growth even while the amount of wages paid statewide rises in response to a substantial
workforce constraint.

Business Profits Tax revenues have increased robustly even as rates have been reduced, but that increase appears
to be largely driven by factors beyond the control of the State policy changes enacted during that time. Increases in
other tax revenues preceded the rise in business tax receipts in the 2015-2016 period, as economic growth during
the long, slow recovery from the Great Recession began to accelerate. The rise in tax revenues in 2018 followed the
federal tax overhaul that substantially changed corporate taxes, triggering a repatriation of revenue, subsequent tax-
base broadening, and other changes that were taxable under the Business Profits Tax. The 2021-2022 increase in
business tax receipts appears to have been driven by a dramatic rise in corporate profits and an increase in wages
paid by New Hampshire employers. Other states also experienced sharp increases in corporate tax revenues in 2019
and 2021, including states that did not have rate reductions. Business Profits Tax rates appear to have limited
correlation with growth in size of the New Hampshire economy, with no correlation after making adjustments for
outliers driving regional and national economic changes or after adjusting for inflation. Similarly, lower Business
Profits Tax rates do not appear to have led to higher job growth in New Hampshire during the 1970-2022 period. If
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Business Profits Tax rate reductions had spurred sufficient economic growth to both offset their costs and increase
revenue substantially beyond prior years at higher tax rates, there would likely be a strong, consistent correlation
between Business Profits Tax rates and either economic or employment growth. This research did not find such a
relationship.

The rates of the Business Profits Tax and the Business Enterprise Tax do not appear to be deterministic regarding the
direction of New Hampshire’s economy, but are key revenue sources for funding public services. Balanced budget
requirements result in policy outcome tradeoffs for each dollar of revenue raised or deployment of dollars spent on
services. Policymakers seeking to use resources for the benefit of Granite Staters and their local economy may seek
to consider reductions in taxes that more directly impact New Hampshire residents with low and moderate incomes,
or increases in services that support Granite State families and individuals in a manner that supports the workforce
and more directly keeps resources in the local economy.
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' See the Pew Research Center, How States Raise Their Tax Dollars, FY2021, updated April 28, 2023. See also The Tax Foundation
Unpacking the State and Local Tax Toolkit: Sources of State and Local Tax Collections (FY 2020), August 25, 2022.

2 For more information on the Business Profits Tax and the Business Enterprise Tax, see NHFPI's May 2017 publication Revenue in
Review: An Overview of New Hampshire's Tax System and Major Revenue Sources. See also NHFPI's presentations from August 10,
2022, How Public Services are Funded in New Hampshire at the State and Local Levels, January 17, 2023, New Hampshire State
Revenues and the Economy, and April 19, 2023, The New Hampshire Economy and State Revenues.

SFor a history of Business Profits Tax and Business Enterprise Tax rate changes, see the New Hampshire Department of Revenue
Administration’s 2022 Annual Report, pages 50-57.
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5 For more discussion, see the Tax Policy Center’s Briefing Book chapters How Do Taxes Affect the Economy in the Long Run? and
Do Tax Cuts Pay for Themselves?, accessed May 2023.

6 Read the entire testimony at the Tax Policy Center’'s website, Tackling the Tax Code: Evaluating Fairness, Efficiency. and Potential to
Spur Inclusive Economic Growth, June 22, 2022, presented to the House Select Committee on Economic Disparity and Fairness in
Growth.

7 See the Tax Foundation’s May 10, 2013 discussion Do Tax Cuts Pay For Themselves?
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(Updated), December 12, 2012.
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Next One, October 15, 2015.

" For the full analysis of potential economic multipliers and modeling, see the U.S. Congressional Budget Office, Estimated Impact of
the American Recovery and Reinvestment Act on Employment and Economic Output in 2014, February 2015.

2 See the November 2011 testimony from the Director of the Congressional Budget Office Policies for Increasing Economic Growth
and Employment in 2012 and 2013 for estimates on employment effects from selected policy options, particularly Figure 1.

13 See the November 2011 testimony from the Director of the Congressional Budget Office Policies for Increasing Economic Growth
and Employment in 2012 and 2013 for estimates on employment effects from selected policy options. See also the Congressional
Budget Office’s September 2020 report The Effects of Pandemic-Related Legislation on Output and the February 2023 The Budget
and Economic Outlook: 2023 to 2033, Box 2-1.

4 See The Relationship Between Taxes and Growth at the State Level: New Evidence as published during December 2015 in the
National Tax Journal.

> For the final abstract, see The Journal of Politics, Volume 27, Number 2, April 2014 Taxes, Incentives, and Economic Growth:
Assessing the Impact of Pro-business Taxes on U.S. State Economies. For a full pre-published draft, see the Social Science Research
Network’s publication of the American Political Science Association’s 2012 National Meeting Taxes, Incentives, and Economic
Growth: Assessing the Impact of Pro-business Taxes on U.S. State Economies.

®For the final abstract, see Journal of Political Economy, Volume 127, Number 3, June 2019 State Taxation and the Reallocation of
Business Activity: Evidence from Establishment-Level Data. For a full pre-published draft, see the Hoover Institution’s Economics
Working Papers State Taxation and the Reallocation of Business Activity: Evidence from Establishment-L evel Data, February 2016.
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publication of Business Economics.

'® See National Bureau of Economic Research Working Paper 20753, To Cut or Not to Cut? On the Impact of Corporate Taxes on
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Pandemic-Related Funding in New Hampshire: Impacts, Opportunities, and Benefits and NHFPI's May 10, 2022 blog Significant
Revenue Surplus Largely Generated by Business Taxes in Federally-Boosted Economy. See also Moody's Analytics February 24, 2022
analysis Global Fiscal Policy in the Pandemic and the Brookings Institution Hutchins Center Fiscal Impact Measure, updated April 28,
2023.

53 See analysis from the Federal Reserve Bank of St. Louis on The FRED Blog, Corporate Profits are Increasing Rapidly Despite
Increases in Production Costs, July 18, 2022 and the Economic Policy Institute’s March 30, 2023 blog Even with Today’s Slowdown
Profit Growth Remains a Big Driver of Inflation in Recent Years.

54 Analysis based on data from the U.S. Bureau of Economic Analysis, Corporate Profits with Inventory Valuation Adjustment (IVA) and
Capital Consumption Adjustment (CCAd]) [CPROFIT], retrieved from FRED, Federal Reserve Bank of St. Louis on May 23, 2023.

% For more information on the apportionment formula, see NHFPI's June 2021 Issue Brief The Senate’s Budget Proposal for State
Fiscal Years 2022 and 2023. See also the New Hampshire Department of Revenue Administration’s June 19, 2017 presentation Market
Based Sourcing and Singles Sales Factor Analysis and the New Hampshire Postponement and Rescheduling of a Rulemaking
Hearing. Notice Number 2022-85. Read more about apportionment and considerations in the Vermont Legislative Counsel and Joint
Fiscal Office’s October 15, 2021 presentation Corporate Income Taxes.

% To access these data, see the U.S. Census Bureau's Annual Survey of State Government Finances data tables, accessed May 2023.
For more information about increases in state corporate tax revenues nationwide, see the Urban Institute’s August 2022 report State
Tax Revenues Still Strong, But for How Long? and May 2023 report Continued Weakness and Variability in State Tax Revenues.

5 To see these data, see the U.S. Census Bureau’'s Annual Survey of State Government Finances data tables, accessed May 2023.
Connecticut was a key driver of the increase in New England corporate tax revenues during this period. However, corporate tax rates
across the New England states appeared to be fairly stable between 2015 and 2021, although tax bases may have changed in this
period.

%8See NHFPI's May 2019 Issue Brief Funding the State Budget: Recent Trends in Business Taxes and Other Revenue Sources. See also
NHFPI's March 30, 2022 blog Proposed Business Profits Tax Reduction Benefits Limited for All But The Most Profitable Businesses.

59 This decision reflects caution urged by the U.S. Bureau of Economic Analysis regarding use of these data. See Cautionary Note
About Annual GDP by State Discontinuity.

50 For examples and more discussion of testing statistical significance, see the October-December 2011 issue of the /ndian Journal of
Urology, Understanding Results: P-values, Confidence Intervals, and Number Need to Treat and the September 2016 issue of the
Journal of Thoracic Disease, P Value Interpretations and Considerations. See also the U.S. Census Bureau, A Basic Explanation of
Confidence Intervals, and NHFPI's October 26, 2017 blog Interpreting the Significance of the October County Census Data Release.
811n 2022, New Hampshire's private sector Gross State Product was 8.1 percent of the New England region’s combined Gross
Domestic Product. New England includes Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island, and Vermont.
62Relative to the differential between U.S. Gross Domestic Product growth overall and private sector Gross State Product Growth in
New Hampshire and BPT rates, during 1970 to 1997, p=17.0% and R?<7.1%, and during 1998 to 2022, p=44.2% and R*=2.6%.

63 See the U.S. Bureau of Labor Statistics BLS Data Viewer and New Hampshire Employment Security’s GraniteStats portal. Data from
1939 to 1989 benchmarked in 2004, and 1990 to 2022 benchmarked in 2022.

64 U.S. Bureau of Labor Statistics, All Employees, Total Nonfarm [PAYEMS], retrieved from ERED, Federal Reserve Bank of St. Louis
May 23, 2023

5 See the University of New Hampshire, Carsey School of Public Policy’'s What is New Hampshire: Demography resource showing
historical population growth by decade.

66 Private sector wages in the Quarterly Census of Employment and Wages data include private non-profit employment that is not
taxed by the BET.

87 A possible exception to this difficulty would be the Insurance Premium Tax, which interacts with the two primary business taxes in
various parts of State law; for example, a lower BET liability could translate into higher Insurance Premium Tax liabilities. See NHFPI's
May 2017 publication Revenue in Review: An Overview of New Hampshire's Tax System and Major Revenue Sources, page 20.
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https://www.revenue.nh.gov/publications/presentations/documents/market-based-sourcing.pdf
https://www.revenue.nh.gov/documents/rev-300-post-and-reschedule-ph-website.pdf
https://www.revenue.nh.gov/documents/rev-300-post-and-reschedule-ph-website.pdf
https://legislature.vermont.gov/Documents/2022/WorkGroups/Senate%20Finance/Bills/S.53/Witness%20Documents/S.53%7EGraham%20Campbell%7ECorporate%20Income%20Tax%20and%20Issues%20Primer%7E10-15-2021.pdf
https://www.census.gov/programs-surveys/state/data/tables.All.List_1585358625.html#list-tab-List_1585358625
https://www.urban.org/sites/default/files/2022-08/STER_2022Q1.pdf
https://www.urban.org/sites/default/files/2022-08/STER_2022Q1.pdf
https://www.urban.org/sites/default/files/2023-05/State%20Tax%20and%20Economic%20Review%202022%20Quarter%204.pdf
https://www.census.gov/programs-surveys/state/data/tables.All.List_1585358625.html#list-tab-List_1585358625
https://nhfpi.org/resource/funding-the-state-budget-recent-trends-in-business-taxes-and-other-revenue-sources/
https://nhfpi.org/blog/proposed-business-profits-tax-reduction-benefits-limited-for-all-but-the-most-profitable-businesses/
https://www.bea.gov/cautionary-note-about-annual-gdp-state-discontinuity
https://www.bea.gov/cautionary-note-about-annual-gdp-state-discontinuity
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC3263226/
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC5059270/
https://www.census.gov/programs-surveys/saipe/guidance/confidence-intervals.html
https://www.census.gov/programs-surveys/saipe/guidance/confidence-intervals.html
https://nhfpi.org/blog/interpreting-the-significance-of-the-october-county-census-data-release/
https://beta.bls.gov/dataViewer/view/timeseries/CES0000000001
https://www2.nhes.nh.gov/GraniteStats/SessionServlet?page=elmiSessionList.jsp&state=000000&stateName=New%20Hampshire&topic=CES&SID=27
https://fred.stlouisfed.org/series/PAYEMS
https://fred.stlouisfed.org/series/PAYEMS
https://carsey.unh.edu/what-is-new-hampshire/sections/demography
https://www2.nhes.nh.gov/GraniteStats/SessionServlet?page=elmiSessionList.jsp&state=000000&stateName=New%20Hampshire&topic=CEW&SID=6
https://nhfpi.org/assets/2020/10/Revenue-in-Review_Overview-of-New-Hampshire-Tax-System-and-Major-Revenue-Sources.pdf#page=24

58 The only impact the tax base changes may have on the modeling is the boost in the BET filing threshold in Tax Year 2022. This
change was expected to reduce BET revenues by $3.1 million during the SFYs 2022-2023 biennium. This change may impact the
assumed split between BET and BPT revenues for Tax Year 2022 generated by modeling in this analysis, which could alter the
calculations of the impacts of rate reductions on tax revenues by a small amount. For more information on the BET threshold
change, see NHFPI's August 2021 Issue Brief The State Budget for Fiscal Years 2022 and 2023.

89 The imputation of 2022 Q4 was conducted using an average of the total wages paid in the prior three quarters. Monthly data from
the Current Employment Survey, which is less precise but more timely than the Quarterly Census of Employment and Wages data,
show a slight increase in employment between 2022 Q3 and 2022 Q4 in New Hampshire. Average wages paid in 2022 Q4 matching
the average of 2022 Q1-Q3 is likely to be near to the actual number, with a higher risk that estimated wages using this method are
lower than actual wages paid. This risk would lead to lower revenue projections for the BET, and reduce the amount of revenue
estimated to be lost in this modeling.

0 See the Fiscal Notes for Senate Bill 135 of the 2019 Legislative Session and House Bill 10 of the 2021 Legislative Session. For both
SFYs 2018 and 2020, the figures were very similar despite the disruptions of the pandemic in SFY 2020. This analysis used an
average of those estimates, which resulted in estimating that 14 percent of State Fiscal Year business tax revenues were from the Tax
Year two years prior, 63.5 percent were from the prior Tax Year, and 22.5 percent were from the same numbered Tax Year as the
State Fiscal Year. See also the Fiscal Note from House Bill 15 of the 2023 L egislative Session. Notably, this estimation strategy
produced somewhat higher total revenues that those published by the Department of Revenue Administration for Tax Years 2018,
2019, and 2020, particularly for Tax Year 2020. The differences may be due to the timing of refunds relative to State Fiscal Years
already reported, or certain impacts associated with the timing of tax payments associated with the pandemic. Attempts at other
estimation strategies using monthly cash receipts data did not appear to produce more reliable results on a theoretical basis or
practically.

/1 See the State of New Hampshire Annual Comprehensive Financial Report for SFY 2022,

72 To test this estimation methodology, revenues were reconstructed for Tax Years 2018, 2019, and 2020. The estimation method
produced figures that, relative to the draft figures reported by the Department of Revenue Administration, were 2.4 percent high in
2018, 4.8 percent high in 2019, and 31.2 percent high in 2020. These differences suggest that pandemic-related impacts may have
complicated the timing of calculations for State Fiscal Year and Tax Year receipts in 2020, and that the Tax Year data published by
the Department of Revenue Administration may have a more complete accounting of refunds, credits carried forward, or other
adjustments than the receipts reported for each State Fiscal Year. The data for Tax Year 2020 were published as draft data as of July
19, 2022. As noted previously, attempts at other estimation strategies using monthly cash receipts data did not appear to produce
more reliable results on a theoretical basis or practically. For the New Hampshire Senate Ways and Means Committee’s estimates,
see the Office of Legislative Budget Assistant's May 10, 2023 document Senate Ways and Means and House Passed General Fund
and Education Trust Fund Estimates. See the cash basis revenues for SFY 2023 from the June SFY 2023 Monthly Revenue Focus
published by the New Hampshire Department of Administrative Services. From SFYs 2015 to 2022, the average error rate between
the final audited numbers and the cash basis figures first reported for combined BPT and BET revenues was -1.1%, and the average of
the absolute value of the error rates was 2.5%.

3 See the New Hampshire 10-Year Mental Health Plan, published January 2019.

74 Learn more about the Statewide Education Property Tax in NHFPI's May 11, 2021 blog post Statewide Education Property Tax

Change Provides | ess Targeted Relief.
5 For agency budget totals, see the Governor's Executive Budget Summary for Fiscal Years ending June 30, 2024-2025, page 20.
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https://www.das.nh.gov/accounting/ACFR.aspx
https://www.revenue.nh.gov/publications/reports/documents/2022annual-reportvF.pdf#page=49
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https://www.dhhs.nh.gov/sites/g/files/ehbemt476/files/documents2/10-year-mh-plan.pdf#page=48
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