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MULTISTATE TAX COMMISSION

To: The Commission
From: Glenn Hegar, Treasurer
Date: July 25, 2018

Subject: The 'Y 2019 Budget

I. Commission Budget Process

Each year at a spring meeting, the Executive Committee sets the fee levels for major programs:

¢ Membership assessments for compact members and sovereignty members,
e Audit fees for Joint Audit Program states, and
e Nexus fees for National Nexus Program states.

At its meeting in Minneapolis in April this year the Executive Committee also reviewed and
approved the expenditures budget for FY 2019.

The entire FY 2019 budget as approved at the April Executive Committee meeting is now presented
for ratification by the Commission at its annual business meeting in Boston, Massachusetts.

II. The FY 2019 Budget — presented for ratification by the Commission
Revenues
— Update since the Executive Committee approved the FY 2019 budget document —

Following the approval of the FY 2019 budget document on April 26, 2018 by the Executive
Committee the Delaware Division of Revenue elected not to continue its patticipation in the
National Nexus Program effective July 1, 2018. This $13,129 loss of FY 2019 Nexus Progtam
revenue from Delaware is not considered material. As such the attached budget document has not
been revised and remains the same as approved by the Executive Committee in April.

Fee increases are requested for FY 2019 (as compared to FY 2018 budgeted fee levels):
Membership Assessments: 2.0% (calculated on the total assessments)

The total membership fees are increasing from the approved $1,330,000 for FY 2018 to a requested
$1,356,500 for FY 2019 which is a $26,500 or 2.00% increase. Rhode Island began participating as
a sovereignty state on October 1, 2017 and its FY 2019 sovereignty membership fee is $17,402.
Rhode Island’s fee tepresents a significant portion of the $26,500 increase such that the fee increase
for those states which were members as of July 1, 2017 is only .7%.
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Audit Program Fees: 1.5% (calculated on the base audit fee)

The basic 2-tax audit fee is increasing from the approved $215,750 for FY 2018 to a requested
$219,000 for FY 2019 which is $3,250 or a 1.50% increase.

Nexus Program Fees: 0.5% (calculated on the total Nexus fees)

The total Nexus Programs fees are increasing from the approved $880,535 for FY 2018 to the
tequested $884,938 for FY 2019 which is a $4,403 or .50% increase. Rhode Island began
participating in the Nexus Program on October 1, 2017 and its FY 2019 fee is $16,735. The effect
of Rhode Island’s participation in the Nexus Program for FY 2019 results in a slight reduction in
total Nexus Program fees for those states which were participating as of July 1, 2017.

General Operations Support Sutcharge

This 20% surcharge is added to the Joint Audit Program fee and National Nexus Program fee for
states which are neither a Compact nor Sovereignty member. This amount is assessed on non-
Compact and non-Sovereignty members to suppott the general opetations of the Commission. As
such this amount is transferred from either the Audit Program or the Nexus Program to support the
General Operations of the Commission. For FY 2019 the amount of general opetations support
surcharges are $226,884 from the Audit Program and $66,969 from the Nexus Program. These
surcharges help mitigate the need for additional increases in the total Membership fees.

Iowa and Louisiana Participation in the Audit Progtam

During FY 2018 Iowa and Louisiana each upgraded its patticipation in the audit program by adding
a second tax. The audit fee level for adding this second tax is being phased in accordance with the
Commission practice of 35% of the fully phased-in fee amount for FY 2018 and 75% of the fully
phased-in fee amount for FY 2019. In FY 2020 the audit fee for these states will be set at the fully

phased-in audit fee level in accordance with the contracts with these states.
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Expenditures

In general, the requested expenditure amounts in the attached requested FY 2019 budget reflect a
continuation of cuttent activities.

The most important factors affecting the expenditutes budget are as follows:

1.

The FY 2019 requested expenditures total of $7,468,056 which is 2.4% more than the FY
2018 approved expenditures of $7,292,034. This expenditute tequest is substantially a same
services / same positions continuation request.

On March 1 the Executive Director signed an amendment to the existing Washington, D.C.
office lease. This lease for additional contiguous space will expand the office size from 5,906
squate feet to 6,820 square feet thereby providing needed additional wotk space. The cost
of this lease amendment is included in the FY 2019 budget document on the assumption
that the space will be occupied on July 1. This amendment to the existing lease extends the
lease termination date to December 31, 2026, and provides adequate funding for the build-
out of the newly acquired space. Adding this small, contiguous space is important due to
the lack of temporary workspace for visiting staff and temporary workers (interns), but more
importantly, to provide flexibility with respect to MTC’s office in Chicago, the lease for
which ends in July 2020. Having this added space will provide the option of locating the
Joint Audit Program administrative assistant and possibly the ditector in the D.C. office.

The prior year’s projected budget for FY 2019 included $132,000 for legislative consulting.
With the termination of our arrangement with outside consultants last year, this line item is
altered as follows:

a. The amount requested for legislative consulting services for FY 2019 is $25,000 to be
used as needs arise.

b. An additional $25,000 is budgeted for subsctiption and publication services for the
legislative counsel, including CQ/Bloomberg GOV accounts for the directot of policy
research and the executive director.

c. Approximately $48,000 of the former $132,000 budget line item is also being used in the
expenditure budget as additional salary and benefits to return the legal division paralegal
position to a counsel position.

An estimated 5.0% health insurance premium increase ovet the approved FY 2018 budget
amount.

A proposed 2.0% overall salary adjustment.
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6. A temporary and part-time paid intern position is included in the legal department for FY

2019. This non-benefited position has been budgeted at $12,500.

Staffing Levels as budgeted for FY 2019 temain at the same level as for FY 2018 and are as follows:

FTEs
General Operations (Executive, Legal, Legislative, and Policy & Research) 6.08
Audit Program 28.11
Training & Education .84
Nexus Program 4.50
Administration (Information Technology and General Administration) 6.37
TOTAL 45.90

Staff time is allocated to and charged to Training & Education as staff performs duties associated

with the various schools (Nexus schools, Statistical Sampling schools, ¢z.). Five schools are

budgeted for FY 2019.

III. The FY 2020, FY 2021, and FY 2022 Budget Projections

Revenue Increases

The petcentage fee increases projected for fiscal years beyond the FY 2019 budget year are:

Description FY 2020 FY 2021 FY 2022
Membership Assessments 2.00% 2.50% 2.50%
Audit Program Fees 1.60% 1.80% 2.40%
Nexus Program Fees 1.025% 1.025% 1.025%

Expenditure Increases

The percentage increases used for each annual expenditure increase shown beyond the FY 2019

budget year are:

Description FY 2020 FY 2021 FY 2022
Salaries and Retirement 2.00% 2.00% 2.00%
Employee Insurance 5.00% 5.00% 5.00%
Other Operating Expenses 3.00% 3.00% 3.00%

Note that a substantial portion of “Employee Insurance” is group health insurance for which large
annual rate increases may occur each year.
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Attachment

SUMMARY OF MEMBERSHIP & PROGRAM FEES

General Membership Assessment (Compact & Sovereignty Members)

The general membership assessment (GMA) finances the uniformity, research, legal and
administrative suppott for programs, legislative efforts and both federal and state levels, litigation
and amicus curiae support for states, and other activities of the Commission as well as suppotting
the annual conference.

The total membership assessment is set to cover the above activities and departments. Then the
total membership assessment is distributed to the states according to a formula in the Multistate Tax
Compact wheteby 10 percent of the fees are divided on an equal basis, and 90 petcent on the basis
of relative shares of certain state and local revenues (as specified in Att. VI, Sec. 4(b) of the
Compact). The state and local revenues are determined using information from the U.S. Bureau of
the Census.

Joint Audit Program Fees

Opverall audit fees are set on a reimbursement basis to cover the costs of operating the program as
requited by Article VIII of the Multistate Tax Compact. The audit fees support the audit services
provided to states through the Joint Audit Program. Overall audit fees are set on a reimbursement
basis to cover the costs of operating the program. They are distributed among the states by a
schedule approved by the Executive Committee. The distribution of the fees among participating
states is based on a long-range schedule of fee changes adopted in May 1991.

States participating in both income and sales tax audits pay a base fee amount that is equal for each
state and is based on a cost reimbursement method. States patticipating in only income or sales tax
audits pay an amount equal to 60 percent of the base fee amount for participating in both types of
audits. States that are not compact or sovereignty members also pay an additional 20 percent
general operations support surcharge. Those participating states which are among the 10 smallest
states by population (and the District of Columbia) have their audit fees reduced by 10 percent.

National Nexus Program Fees

Total nexus fees are set to cover the costs of operating the program (the Commission interprets
Atticle VIII of the Compact limiting reimbursement to costs as applying to any of its compliance
progtams). Nexus fees support the compliance activities of the National Nexus Program. Total
nexus fees are set to cover the costs of operating the program. The nexus fees ate apportioned
among participating states according to a formula whereby 60 petcent of the costs are divided on an
equal basis, and 40 percent on the basis of relative shates of state tax revenues of participating states
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(obtained from the Bureau of the Census). States patticipating in only the income ot sales tax
aspects of the progtam pay 60 percent of the equal share, but otherwise pay the 40 percent
component just as those participating in both.

Nexus fees ate also capped such that no state pays more than five percent of the total program fees.
States that ate not compact or sovereignty members also pay an additional 20 percent general
operations support surcharge.

Training Fees

Training fees are set on a full cost recovery basis in accordance with the policy set by the Executive
Committee.
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