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Message from the Executive Director

To the Honorable Governors and State Legislators of Member States to the
Multistate Tax Commission

I am pleased to present the 2016 Annual Report of the
Multistate Tax Commission, covering the activities of the
Commission and its various committees and staff during the
time period July 1, 2015, to June 30, 2016. This annual report
presents a convenient compilation of reports presented to the
Commission at its 2016 annual meeting in July, as well as the
Financial Statements and Report of Independent Certified
Public Accountants for the Years Ended June 30, 2016 and
2015.

The Multistate Tax Commission (MTC) is an intergovernmental
state tax agency whose mission is to achieve fairness by
promoting compliance and consistent tax policy and practice
and to preserve the sovereignty of state and local governments
over their tax systems. Our vision is that before the end of this decade, the MTC will be
recognized as the “gold standard” for tax policy development, the primary authority for the public
and public officials on issues of state and local tax uniformity and fairness, and the leading
resource for ensuring equitable tax compliance.

During the period covered by this report, there were a number of changes in the staff of the
Commission. In addition to my appointment as executive director, we had these new hires — a
deputy executive director, a nexus program director, and an events and training manager. Two
strategic planning projects were in progress and the arm’s-length adjustment service committee
held its initial meeting. These efforts, in addition to the work of the audit and nexus programs,
our uniformity projects, the litigation support provided to states, and the monitoring of federal
developments that have state tax impacts, reflect the commitment we have to achieve our vision.

I ask for your continued input and support as the Commission continues its work in these areas, as
well as when we undertake new programs and projects. The Annual Report of the Multistate Tax
Commission — by nature, a backward look at the Commission’s activities — will provide you with
information that will be helpful to you in providing us that input and support. | look forward to
hearing from you.

Respectfully,

Gregory S. Matson
Executive Director
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Overview of Actions Taken by the Multistate Tax
Commiission

The Commission held the Annual Business Meeting, as required by Article VI of the
Multistate Tax Compact, on July 29, 2015, in Spokane, Washington.

The Commission took the following actions during July 1, 2015, to June 30, 2016:

e Approved the Commission Budget for 2015-2016.

e Accepted committee reports and ratified the actions of the Executive Committee
for the previous program year.

e Adopted an amendment to Bylaws regarding the process by which the
Commission adopts Uniformity Recommendations.

e Adopted amendments to Compact Article IV (UDITPA) adding section 18(c),
section 18(d), and section 18(e).

e Adopted conforming amendments to Compact
Article IV (UDITPA).

e Adopted amendments to the Formula for the
Apportionment and Allocation of Net Income of
Financial Institutions.

e Adopted a Resolution Recommending to States
the ABA Model Transactional Tax Overpayment
Statute.

e Adopted a Resolution Regarding Tax Fairness in
the Proposed Federal Extension of the
Moratorium on Taxation of Internet Access.

e Elected Demesia Padilla, Secretary, New Mexico
Taxation and Revenue Department, as Chair.

e Elected Rich Jackson, Chairman, Idaho State Tax Commission, as Vice Chair.

e Elected Ryan Rauschenberger, Tax Commissioner, North Dakota, as Treasurer.

e Elected Susan Combs, Texas Comptroller of Public Accounts; Mike Kadas,
Director, Montana Department of Revenue; John L. Valentine, Chair, Utah State
Tax Commission; and Stephen M. Cordi, Deputy Chief Financial Officer, District
of Columbia Office of Tax and Revenue, as at-large members of the Executive
Committee.

e Named Gregory S. Matson to succeed Joe Huddleston as Executive Director of
the Commission.

The Commission did not accept and donation or grant, or borrow any service during the
period covered by this report.
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Executive Committee Report

The Executive Committee met four times during the period July 1, 2015, to June 30,
2016:

July 30, 2015, in Spokane, Washington;

December 11, 2015, in Charleston, South Carolina;
January 29, 2016, via teleconference; and

e May 12, 2016, in Washington, D.C.

The meetings were regular meetings through which the committee provided oversight
and direction to the activities of the Commission.

The following members of the Commission were elected to serve as Commission officers
and members of the Executive Committee for fiscal year 2016:

Chair: Demesia Padilla, Secretary of Taxation and Revenue, New Mexico
Vice Chair: Rich Jackson, Commissioner, Idaho Tax Commission

Treasurer: Ryan Rauschenberger, Tax Commissioner, North Dakota
At-Large: Stephen M. Cordi, Deputy Chief Financial Officer, D.C. Office of
Tax and Revenue; Glenn Hegar, Texas Comptroller of Public Accounts, Mike
Kadas, Director, Montana Department of Revenue; and John L. Valentine,
Commission Chair, Utah State Tax Commission

The Executive Committee took the following actions during fiscal year 2016:

e Reviewed the efforts and completed work of the Strategic Planning Steering
Committee for fiscal year 2015.

e Met with representatives of Streamlined Sales Tax Certified Service Providers
(CSPs) on the benefits of using CSPs in non-Streamlined Sales Tax states

e Considered the Hearing Officer’s report regarding the proposed Sales and Use
Tax Nexus (Engaging in Business) Model Statute and approved recommended
consideration by the Commission, triggering the bylaw 7 survey process for
this proposal.

e Took no action on the retained Model Sales and Use Tax Notice and
Reporting proposal pending the final resolution of litigation in Colorado.

e Supported the establishment and work of the Taxpayer Outreach Project team.

e Oversaw activation of the Arm’s-Length Adjustment Service Committee.

e Received the Uniformity Committee’s recommendations with respect to
proposed amendments to the Commission’s General Allocation and
Apportionment Regulations and directed that a public hearing be held on the
proposed amendments. The Executive Committee considered the Hearing
Officer’s report on the proposed amendments, received public comments on
the proposed amendments, and referred the proposed amendments back to the
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Uniformity Committee to consider and report back to the Executive
Committee on the Hearing Officer’s report and public comments

e Ratified a decision of the Uniformity Committee to discontinue the Model
Whistleblower Statute Project

e Held liaison discussions with representatives from the Tax Executives
Institute on reporting of federal audit adjustments and audit procedures.

e Approved the audited financial statements as reported in an independent
auditor report for fiscal year July 1, 2014 — June 30, 2015.

e Approved a proposed fiscal year 2016 — 2017 budget for the Commission.

The Executive Committee undertook additional actions during fiscal year 2016 that are
recorded in the minutes of its meetings.

] ———
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Audit Committee Report

Frank Hales, Chair, MTC Audit Committee
Lee Baerlocher, Vice Chair, MTC Audit Committee
Keith Getschel, Director, MTC Joint Audit Program

The following report reflects the activities of the MTC Audit Committee and the Audit
Program for 2016 fiscal year ended June 30, 2016.

Audit Committee

The audit committee has met three times in fiscal year 2016. The first meeting was in
Spokane, Washington on July 27, 2015. There were 52 members, and staff present
during the public session and 42 members, and staff present during the closed session of
the meeting. There were no members of the public present at the public session and there
were 38 individuals representing 21 audit program states present during the closed
session of the meeting.

The second meeting was held in Charleston, South Carolina on December 9, 2015. There
were 52 members, guests and staff present during the public session and 52 members, and
staff present during the closed session of the meeting. There were two members of the
public present at the public session and there were 41 individuals representing 20 audit
program states present during the closed session of the meeting.

The third meeting was held in Salt Lake City, Utah on March 3, 2016. There were 44
members, guests and staff present during the public session and 44 members, and staff
present during the closed session of the meeting. There were no members of the public
present at the public session and there were 36 individuals representing 20 audit program
states present during the closed session of the meeting.

During the meeting in Spokane the audit committee reviewed the status of all the audits
in progress. A discussion was held on 6 income tax and 8 sales tax audits that had
significant issues. This discussion included a taxpayer refusing to sign waivers and to
cooperate with MTC audit requests.

During the meeting in Charleston the audit committee discussed an audit referral from the
Nexus Committee and agreed to put the case into the audit inventory. At the meeting,
Greg Matson, Executive Director, discussed some recent challenges to the MTC’s ability
to conduct audits on behalf of the member states. He requested the states review a
memorandum of understanding with the Commission and sign the MOU memorializing
the information exchange procedures. As usual, the committee reviewed active cases and
held the states’ round table discussion. The committee also selected 14 sales tax cases to
be added to the MTC’s audit inventory.
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During the meeting in Salt Lake City the committee reviewed and approved a new audit
evaluation form. Again, the committee reviewed active cases and held the states’ round
table discussion.

Audit Program
Productivity

The Audit Program completed four income tax audits and parts of seven other income tax
audits for the fiscal year 2016.  The Audit Program also completed eleven sales tax
audits and parts of six other sales tax audits for fiscal year 2016. Currently, there are
seventeen (17) income and thirty-two (32) sales tax audits in progress.

The MTC Audit Program has proposed assessments of $175,106,740 for the completed
income tax audits and $5,610,324 for the completed sales tax audits for the fiscal year
end of June 2016.

Staffing

Since our last meeting in March, we have had one resignation. Pamela Downs resigned
effective June 24, 2016. The position was posted and applications accepted through June
30, 2016. We are in the process of conducting interviews for this position. The position
reports to the New York office.

Audit Committee

The audit committee has met three times in fiscal year 2016. The first meeting was at the
MTC annual meeting on July 27, 2015 in Spokane, Washington. The second meeting,
fall meeting, took place in Charleston, South Carolina on December 9, 2015. The third
meeting, winter meeting, took place in Salt Lake City, Utah on March 3, 2016. The next
audit committee meeting will be during the MTC’s fall meetings in Houston, Texas,
December 13 through December 15, 2016.

Training

Two statistical sampling classes were held this past spring. The first was in St. Paul,
Minnesota, April 11th through the 14th , 2016. The second class was in Hoover,
Alabama, May 2nd through the 6th , 2016. Bob Schauer and Harold Jennings were the
instructors for these classes.

A corporate income tax class was held in Providence, Rhode Island, May 23rd through
the 26th, 2016. Jeff Silver and Larry Shinder were the instructors for Part Two of this
class.

] ———
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TRENDS IN PRODUCTIVITY
MTC JOINT AUDIT PROGRAM

AUDIT HOUR ANALYSIS

6/99- 6/16

6/99 6/00 6/01 6/02 6/03 6/04 6/05 6/06 6/07 6/08 6/09 6/10 6/11 6/12 6/13 6/14 6/15 6/16
Income Tax
Total Audits 7 10 8 7 8 7 7 9 7 7 3 6 6 4 5 6 5 4
Total States
Audited 186 251 131 166 165 266 196 175 141 209 79 152 309 131 150 103 79 64
Total
Hours 10060 | 13133 8684 9396 10556 | 12012 | 12617 | 12514 9361 17570 6440 10445 | 25649 | 11937 | 12836 | 14413 | 11136 | 12893
Average
Hours 55 52 66 57 64 45 64 72 66 84 81 69 83 91 86 139 141 201
Per State
Sales Tax
Total Audits 16 11 14 13 11 10 11 6 15 9 10 12 5 5 12 6 4 11
Total States
Audited 184 102 158 159 145 154 160 77 187 97 120 147 65 59 163 63 48 108
Total
Hours 7438 9062 11900 8850 8792 10943 6133 4946 13296 7818 7265 10772 7200 5000 13195 6570 5121 18155
Average
Hours 40 89 75 56 61 71 38 64 71 80 61 73 110 85 81 104 106 168
Per State
Total Both
Taxes 23 21 22 20 19 17 18 15 22 16 13 18 11 9 17 12 9 15
Total Audits
Total States
Audited 370 353 289 325 310 420 336 252 328 306 199 299 374 190 313 166 127 172
Total
Hours 17498 | 22195 | 20584 | 18246 | 19348 | 22955 | 18750 | 17460 | 22657 | 25388 | 13705 | 21217 | 32849 | 16937 | 26031 | 20983 | 16257 | 31048
Average
Hours 48 63 71 56 62 55 56 70 69 83 69 71 88 89 83 126 128 180
Per State
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Litigation Committee Report

Clark Snelson, Litigation Committee Chair
Mark Wainwright, Litigation Committee Vice-Chair

The Litigation Committee met during the Commission’s July 2015 annual meeting in Spokane,
WA and heard two presentations by Lila Disque and Bruce Fort, Counsel to the Commission:
Issues and Developments in the Taxation of Digital Goods and Services; and Equitable
Apportionment: What’s Next on the Horizon. The meeting was adjourned following these
presentations so that members could attend an educational and informational session for state tax
attorneys, where attendees heard presentations on issues and litigation of multistate interest.

The Litigation Committee met in Salt Lake City, Utah on March 3 and 4. The committee listened
to two presentations: “Beyond Quill and Congress, the Future of Consumption Tax Enforcement
on Tangible and Digital Products,” by Lila Disque, Counsel to the Commission, and “An
Academic Perspective on State Level Income Tax Shifting: Problems and Solutions,” by John A.
Swain, Chester H. Smith Professor of Law, James E. Rodgers College of Law, University of
Arizona, Tucson, Arizona. After the committee meeting, the attorneys in attendance in Salt Lake
City also participated in an educational and informational session involving presentations on tax
policy and enforcement issues facing states.

Paull Mines Award

The Litigation Committee selected Joe W. Garrett, Jr., Deputy Commissioner for the Alabama
Department of Revenue for the Commission’s 2015 Paull Mines Award, citing his long
commitment to the Uniformity Committee and the ALAS project and his willingness to travel
and speak publicly at seminars and conferences on the perspectives of state tax administrators.

Joe W. Garrett, Jr. accepts the Paull Mines Award
from MTC'’s General Counsel Helen Hecht.

Annual Report FY 2015-2016



Nexus Committee Report
Lennie Collins, Nexus Committee Chair
The FY 2016 (July 1, 2015 through June 30, 2016) Multistate VVoluntary Disclosure Program

collections for National Nexus Program (NNP) member states and non-member states, executed
contracts and average contract value are:

* NNP states’ collections: $22,232,368 ($13,850,712 for FY 2015)
» All states’ collections: $22,264,213 ($15,392,887 for FY 2015)
* NNP states’ executed contracts: 443 (551 for FY 2015)

* All states’ executed contracts: 459 (628 for FY 2015)

* NNP states’ average contract value: $50,186 (FY 2015: $25,137)

* All states’ average contract value: $48,506 (FY 2015: $24,511)

Interest on back taxes (billed and collected directly by the state) and the future value of newly
enrolled taxpayers, are not included. The difference between NNP states’ collections and all
states’ collections has narrowed from the previous year because the NNP stopped accepting
applications on behalf of non-member states on July 1, 2014. The small amount collected on
behalf of non-member states to date in FY 2016 comes from disclosures begun before July 1,
2014.

This report reviews Nexus Committee activities during fiscal year 2016 (July 1, 2015 through
June 30, 2016).

The Nexus Committee met on July 27, 2015 in Spokane, Washington, December 9, 2015 in
Charleston, South Carolina, and March 3, 2016 in Salt Lake City, Utah.

The Committee discussed the following issues at the July 27, 2015 meeting:

The Strategic Planning Project Team for the project to increase Program state membership issued
its final report at this meeting, which was approved, completing this project.

The report contained several recommendations:

1. The NNP would benefit from additional marketing, including: extending the MTC
outreach program to non-member states regarding benefits of the Program; the NNP
Director should follow up directly with non-member states that have recently sent staff to
nexus schools; and opportunities should be explored to partner with the Federation of Tax
Administrators (FTA) and regional state tax associations to promote the NNP;

2. Offer a phased-in fee structure for states joining the NNP, similar to the approach used in
the Multistate Joint Audit Program;
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3. Expand the nexus training program;

4. NNP Director should continue to provide updates on nexus law developments at
Committee meetings;

5. Consider a project to develop better tools for information sharing among the states on
taxpayer discovery, audit results and developing leads.

The Committee discussed the following issues at the December 9, 2015 meeting:

The Strategic Planning Project Team for the project to improve the Multistate VVoluntary
Disclosure Program presented its report, which was approved. The report made the following
recommendations:

1. Three new projects should be considered: (1) review document submission processes and
identify ways to further automate and avoid the Postal Service; (2) review MTC
Multistate Voluntary Disclosure materials on the web site for clarity and ease of use; and
(3) eliminate state-specific voluntary disclosure requirements in the agreement from the
otherwise uniform process.

2. NNP staff should solicit information from the states on changes in laws, rules, policies,
procedures, and amnesties.

3. NNP staff should host annual training for state personnel who work with voluntary
disclosure to review MTC procedures and policies.

4. NNP staff should reach out to state, local and regional practitioner groups to seek greater
awareness of the Multistate VVoluntary Disclosure Program.

5. Nexus Committee should have regular and on-going discussions concerning the

performance of the Multistate Voluntary Disclosure Program.

The Committee formed a workgroup (Christi Daniken, Randy Tilley, and John Ryser) to develop
a priority ranking of new project recommendations for discussion and consideration at the March
2016 meeting.

The Committee reconsidered and voted not to change its policy implemented in July 2014 that

NNP staff should not accept disclosure applications when the total estimated tax liability for all
lookback years is estimated to be under $500.

L eee———————————
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The Committee discussed the following issues at the March 3, 2016 meeting:

The priorities workgroup recommended the following priorities for possible projects:

1. First priority—review MTC Multistate Voluntary Disclosure materials on website for
clarity and ease of use.

2. Second priority—review Multistate VVoluntary Disclosure application and agreement
format; or review MVDP document submission processes and identify ways to further
automate these steps in the process.

3. Third priority—develop tools for nexus compliance information sharing among the
states.

The Committee accepted the report and voted to proceed with the project to review MTC
Multistate Voluntary Disclosure materials on the website for clarity and ease of use. Volunteers
to commence this project were solicited, and the following persons are members of the
Workgroup: Karolyn Bishop (Washington), Leader, Rebecca Johnston (Washington), Michael
Christensen (Utah), and Deborah Lee (Alabama).

Christi Vandevender of Alabama was voted as the new Vice Chairperson for the Committee.

Nexus Committee Workgroup Meetings and Report

The Nexus Committee Workgroup held three teleconference meetings on June 15, 23, and July
6, 2016 to review the National Nexus Program website information and materials, making
suggestions for revisions to enhance the visibility of the Multistate VVoluntary Disclosure
Program on the website, eliminate duplicative information, and improve the presentation and
readability of provided information. The Workgroup completed its assignment and made its
report to the Nexus Committee on July 25, 2016, recommending several changes to the Nexus
Program website, most of which have been implemented. National Nexus Program staff,
including Richard Cram, Director, Diane Simon-Queen, Voluntary Disclosure Program
Manager, and Michelle Lewis, Paralegal, as well as MTC Website Manager Sabrina
Worthington, have also participated in the workgroup teleconferences.

L eee———————————
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Report of the Training Program
Sherry Tiggett, Events & Training Manager

The Commission training program reached 305 participants during the year. This includes 214
participants at eight in-person training courses and 91 at the 2015 Annual Conference in
Spokane, Washington. Details on training events from the past year and scheduled for the
coming year follow.

Courses Offered in 2015-2016

The following MTC courses were offered during the year:

Statistical Sampling for Sales and Use Tax Audits

e September 21-24, 2015, in Des Plaines (Chicago area), Illinois, for 13 participants from
Arkansas, lowa, Kansas, New Jersey, South Dakota, Utah, and Wyoming.

e April 11-14, 2016, in St. Paul, Minneapolis, for 13 participants from Minnesota and
Washington.

e May 2-5, 2016, in Hoover, Alabama, for 18 participants from Alabama, Maryland, and
Virginia.

Computer Assisted Audit Techniques Using Excel

e October 6-7, 2015, in Trenton, New Jersey, for 16 participants from Colorado, Michigan,
and New Jersey.

Nexus School

e November 17-18, 2015, in Helena, Montana, for 38 participants from Idaho, Montana,
Oregon, and South Carolina.

e March 30-31, 2016, in Madison, Wisconsin, for 41 participants from the District of
Columbia, Idaho, Illinois, Minnesota, Washington, and Wisconsin.

Corporate Income Tax

e (Part 1 only) December 14-15, 2015, in Kansas City, Missouri, for 49 participants from
Alabama, Arkansas, Connecticut, Georgia, lowa, Kansas, Kentucky, Maryland,
Michigan, Missouri, New Hampshire, South Carolina, and South Dakota.
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e May 23-26, 2016, in Providence, Rhode Island, for 26 participants from Maine,
Minnesota, Illinois, and Rhode Island.

All participants for these courses were state and local government personnel.

The training program also supported the 48™ Annual Conference in Spokane, Washington, which
was attended by 91 participants.

Courses Schedule for 2016-2017
The following courses are currently scheduled:

e Statistical Sampling for Sales and Use Tax Audits, Wheat Ridge, Colorado, September
19-22, 2016.

e Computer Assisted Audit Techniques Using Excel, Hoover, Alabama, October 18-19,
2016.

We encourage states to contact us as early as possibly regarding hosting a class. Updates to our
schedule and registration information can be found at www.mtc.gov or by contacting the MTC
Events and Training Manager at (202) 650-0296.

NASBA Certification and Continuation Education Credit

The Commission continues its registration with the National Association of State Boards of
Accountancy (NASBA) as a CPE sponsor. This registration is for “group-live” programs.
Accounting boards in 47 states and the District of Columbia recognize NASBA certification for
granting of CPE credit for in-person courses. The Commission also certifies attendance for CLE
credit at Commission sponsored training events.

Training Fees and Host State Credit

The current fee schedule has been in place since October 2012 and no change in fees is expected
for the coming year. The Commission provides a host state credit of up to $3000 for each course.
The credit is for course-related support and applies to tuition for host state participants.

L eee———————————

Annual Report FY 2015-2016


http://www.mtc.gov/

Uniformity Committee Report

Wood Miller, Uniformity Committee Chair
Chris Coffman, Uniformity Vice-Chair

The Uniformity Committee has met three times in person — in July 2015 in Spokane, WA; in
December 2015 in Charleston, SC; and in March 2016 in Salt Lake City. Work groups
established by the committee have met regularly by telephone. Those include the Compact Art.
IV, Section 1 and Section 17 Work Groups, and the Compact Art. IV, Section 18 work group.
The Committee also met by phone each week during from June 2016.

Projects by Status

On the Agenda for the Commission:
e Model Sales and Use Tax Nexus (Engaging in Business) Statute

Before the Executive Committee:
e Model Sales and Use Tax Notice and Reporting Statute (tabled)
e Amendments to the MTC Model Allocation and Apportionment Regulations (Combining
the work of the Section 1 and Section 17 Work Groups) — Report of the Committee on
Issues Referred in May 2016

Current Uniformity Committee Projects:
e Art. IV, Section 18 Work Group
e Partnership Informational Project

Summaries of Projects

Model Sales and Use Tax Nexus (Engaging in Business) Statute - This is a separate item on the
Commission’s agenda.

Model Sales and Use Tax Notice and Reporting Statute (tabled) - The model would require
remote sellers to notify in-state purchasers of a potential tax liability at the time of sale and make
annual reports to each in-state purchaser and to the state. De minimis exceptions and penalties
are provided. The Uniformity Committee approved a draft in March, 2011. Later that month, the
Executive Committee approved the draft for public hearing. The hearing was held, and the
hearing officer’s report and recommendations were presented to the Executive Committee, which
recommended approval of a Bylaw 7 survey. The proposal came back before the Executive
Committee in December 2011, after not passing the Bylaw 7 survey, and clarifications were
requested. The Uniformity Committee made those clarifications and the Executive Committee
took the matter up again in May, 2012. During that meeting, the Executive Committee voted to
retain the proposal pending a decision in Direct Marketing Ass’n v. Brohl. The Tenth Circuit has
now ruled that the Colorado statute is constitutional and that Quill does not apply to the
information reporting requirements. Direct Marketing Ass'n v. Brohl, 814 F.3d 1129 (2016). The
Direct Marketing Association has been granted an extension to file a petition for certiorari with
the U.S. Supreme Court - expiring August 29, 2016.
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Amendments to the MTC Model Allocation and Apportionment Regulations (Combining the
work of the Sec. 1 and Sec. 17 Work Groups) - Work on regulations to implement changes to
Compact, Art. 1V, Sections 1 and 17 was begun November 6, 2014. The work groups completed
their work which takes the form of draft amendments to the MTC Model Allocation and
Apportionment Regulations, and submitted a draft to the Uniformity Committee, which approved
that draft with one minor change on December 10, 2015. The Uniformity Committee submitted
the draft to the Executive Committee on December 11, 2015 for its consideration. The Executive
Committee approved the draft for public hearing on January 29, 2016. On March 9, 2016, the
Brian Hamer, acting as the Commission’s Hearing Officer, conducted a public hearing taking
both written and oral comments and also extended the period for comments after the hearing.
The report and recommendations of the Hearing Officer were made to the Executive Committee
for consideration at its May meeting. The Executive Committee referred issues regarding the
proposed amendments back to the Uniformity Committee and asked for a report back on July 28,
2016.

Art. 1V, Section 18 Work Group — The Uniformity Committee formed a work group to consider
issues created by the Commission’s adoption of amendments to Compact, Art. IV (both
amendments to Section 18 itself and other sections) and to recommend rules or amendments to
model rules to address those issues. Meetings of that work group were suspended while the
Uniformity Committee considered issues referred by the Executive Committee related to
proposed amendments to the model General Allocation and Apportionment Regulations. (See
above.)

Partnership Informational Project — The Uniformity Committee has formed a work group to
begin consideration of issues that affect the application of state taxes to partnerships and to
consider the implications of new federal audit and adjustment rules. There have been
informational sessions held which included the Uniformity and Audit Committees and there will
likely be additional informational sessions before the work group determines the issues that may
need to be taken up. States that have volunteered to participate in the work group include:
Alabama, Georgia, Montana, New Hampshire, North Carolina, Oregon, Pennsylvania, Texas
(and perhaps others).
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Report of the Executive Director

Gregory S. Matson, Executive Director
Marshall C. Stranburg, Deputy Executive Director

This report is a summary of the Commission’s organizational and staff activities for the period
July 1, 2015, through June 30, 2016 (unless otherwise noted).

l. Programs & Activities

A. Joint Audit Program

The Audit Program completed four income tax audit and parts of seven income tax audits for the
fiscal year 2016. The Audit Program also completed eleven sales tax audits and parts of six
other sales tax audits for this same period. There are 17 income and 32 sales tax audits in
progress.

The MTC Audit Program has proposed assessments of $175,106,740 for the completed income
tax audits and $5,610,324 for the completed sales tax audits for the fiscal year end of June 30,

2016.
The following chart summarizes hourly data for completed audits for fiscal year end June 30,
2016:
::nr(;?]r:ﬁif; Sales & Use Total

Total Audits 4 11 15

Total States Audited 64 108 172

Total Hours 12,893 18,155 31,048

Average Hours per State 201 168 180

In September 2015, we added a new sales tax auditor, Bartt Stucki. Bartt came to us
from the Utah Department of Revenue. At the end of December 2015, Marie Plesko retired. In
January 2016, we filled the vacant position left with Marie’s retirement. Shawn Rao was then
added to the income tax audit staff. Before coming to the Commission Shawn’s most recent
employment was with the Illinois Department of Revenue. Pamela Downs resigned effective
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June 24, 2016. Applications to fill Pamela’s position were accepted through June 30, 2016 and
we hope to fill the position soon.

The audit program staff provided the training for “Statistical Sampling for Sales and Use Tax
Audits” classes September 21 through 24, 2015, in Des Plaines, Illinois, in St. Paul, Minnesota,
April 11 through 14, 2016, and in Hoover, Alabama, May 2 through 6, 2016. The audit program
provided the training for a “Computer Assisted Audit Techniques using Excel” class in Trenton,
New Jersey, October 6 and 7, 2015. A second class for “Computer Assisted Audit Techniques
using Excel” was scheduled for May 2016, but was cancelled due to lack of sufficient applicants
to hold the class. The audit program also provided instructors for a corporate income tax training
class held in Kansas City, Missouri, December 14 and 15, 2015, and another corporate income
tax training class held May 23 through 26, 2016, in Providence, Rhode Island.

The MTC audit program supervisors and director met for a full day with Helen Hecht, Bruce
Forte, and me on October 19, 2015, in Des Plaines, Illinois, to discuss audit issues and problems
that have surfaced on some pending audits.

New Hampshire has joined the audit program effective December 1, 2015.

B. National Nexus Program

Multistate Voluntary Disclosure

Fiscal year 2016 has been a very productive one for National Nexus Program tax collections
received through voluntary disclosures. From July 1, 2015, to June 30, 2016, the Commission
recovered $22,232,368 on behalf of NNP member states from 443 completed voluntary
disclosure contracts (compared to $13,850,712 recovered for FY 2015). In addition, the
Commission recovered $31,845 on behalf of non-member states. Since July 1, 2014, NNP staff
no longer accepts voluntary disclosure applications for non-member states. The small amount
collected on behalf of non-member states to date in FY 2016 comes from disclosures begun
before July 1, 2014. The above amounts do not include interest on collected amounts (which the
states bill directly), or the future value of newly enrolled taxpayers.

Strategic Planning

NNP staff supported the work of the Nexus Committee in completing two strategic planning
projects: (1) to increase National Nexus Program state membership (completed at the July 27,
2015 meeting in Spokane); and (2) to improve the multistate voluntary disclosure process
(completed at the December 9, 2015 meeting in Charleston). Staff will also be supporting the
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Nexus Committee’s work in commencing a new project (approved at the March 3, 2016 meeting
in Salt Lake City) to review multistate voluntary disclosure program materials on the website for
clarity and ease of use, which was a recommendation included in the final report on the project to
improve the multistate voluntary disclosure process. The Workgroup met by teleconference on
June 15, June 23, and July 6, 2016, completed its work and will have reported to the Nexus
Committee at the July 25, 2016 meeting, making several recommendations to enhance the
website, most of which have been implemented.

Membership

There are currently thirty-eight member states (including the District of Columbia) of the
National Nexus Program. Delaware has joined the National Nexus Program, effective July 1,
2016, and we extend to them an enthusiastic welcome. Commission staff continues to reach out
to non-members.

Outreach

Staff presented at the Institute for Professionals in Taxation’s Annual Meeting in San Diego,
California on July 1, 2015 (voluntary disclosure and update of nexus); Georgetown Law Center’s
annual Advanced State and Local Tax Institute in the District of Columbia on August 6, 2015
(voluntary disclosure and amnesty); and the ABA/IPT tax conference in New Orleans on March
2, 2016 (panel discussion on multistate voluntary disclosure).

A number of states have responded to staff requests to put a link to the NNP on their voluntary
disclosure web pages. These links are an important way to get the word out to tax representatives
who would not otherwise know of the program.

Nexus Schools

NNP staff co-taught a Nexus School in Helena, Montana on November 17 and 18, 2015, and
another in Madison, Wisconsin on March 30 and 31, 2016. Please let a member of the
Commission staff know if your state would like to host a school.
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Amnesties

The NNP posts on its web page a list of upcoming and current state tax amnesties. Please inform
NNP staff if you would like the Commission to post your state’s amnesty. Staff has been doing
this since 2009. Most or all amnesties since 2009 are listed in the archive section of the
amnesties page.

Staffing

The NNP staff presently has three full-time employees and one part-time employee. Richard
Cram became the new Director on February 29, 2016, succeeding Thomas Shimkin, the long-
time Director, who is now the Commission’s legislative counsel. The other NNP staff members
include Diane Simon-Queen, recently promoted to Voluntary Disclosure Program Manager,
Michelle Lewis, Paralegal, and, Eva Wu, part-time administrative assistant, who started in
January 2016. One position remains vacant.

Nexus Information

Staff continues to answer questions from the public and state personnel about nexus law. In
addition, staff has focused on a new section of the National Nexus Director’s Report to the
Nexus Committee that summarizes activity in nexus to date in the fiscal year. It is organized by
topic rather than jurisdiction or date.

C. Legal Division
The regular duties of the legal division include:

e Providing staff support to two standing committees, uniformity and litigation and
related working groups;

e Consulting with state attorneys on litigation matters, filing amicus briefs in state
and federal courts, and reviewing draft statutes, regulations, and other legal
documents;

e Conducting regular state tax attorney informational and educational
teleconferences, participating as speakers at conferences and symposiums, and
helping teach the Commission’s corporate income tax and nexus training courses;
and

e Providing legal support to other parts of the organization, including
administrative, audit and nexus functions and assisting with technical response to
federal legislation.
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Uniformity Work
Currently, the legal division is staffing the following uniformity projects:

e Partnership Information Project

e Art. IV, Section 18 Work Group

e Amendments to General Allocation and Apportionment Regulations (resulting
from Section 1 and Section 17 Work Groups)

e Model Sales and Use Tax Notice and Reporting Statute

Litigation Committee Work

The Litigation Committee has held two in-person meetings this year — in Spokane, Washington
in July 2015 and in Salt Lake City, Utah in March 2016. (See separate report of the Litigation
Committee.) At the same meetings, the legal division also coordinated a state attorney training
session.

Legal Assistance to States

The legal division consulted with individual states regarding significant on-going litigation
strategy and briefs, draft legislation, and draft regulations, including:

Review of proposed regulations — Pennsylvania

Litigation support — Indiana

Litigation support — District of Columbia

Amicus brief on the merits in the California Franchise Tax Board v. Hyatt case

before the U.S. Supreme Court, Docket No. 14-1175.

e Amicus brief on the merits in the Minnesota Compact case, Kimberly-Clark v.
Commissioner, before the Minnesota Supreme Court, Docket No. A15-1322.

e Amicus briefs on the merits in the Ohio Commercial Activity Tax cases
(Crutchfield Corp. v. Testa, Newegg.com v. Testa and Mason Companies V.
Testa).

e Amicus brief in First Marblehead Corporation v. Commissioner of Revenue,
before the Massachusetts Supreme Judicial Court, NO. SJC-11609 (on remand
from the U.S. Supreme Court).

e Amicus brief in Avnet, Inc. v. Dep’t of Rev., before the Washington Supreme
Court, NO. 92080-0.

e Assistance with states considering market-based sourcing and adoption of
proposed model regulations on that subject.

¢ Review of proposed sales tax legislation - Alaska
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Commission Support

The legal division provides support for the Commission’s general administration by addressing
open meetings issues, records requests, researching and making recommendations for record
retention policies, resolving lease disputes, and filing corporate registrations and reports. The
division responded to requests by the National Governors Association and the National
Conference of State Legislatures on technical information related to federal legislation. The
division provided legal assistance to the Commission’s audit division on a number of challenging
audit related issues. The legal division also participated in the Commission training by helping
teach the following classes:

Nexus School -November 17-18, 2015, in Helena, Montana;

Corporate Income Tax School — December 14-15, 2015, Kansas City, Missouri;
Nexus School — March 30-31, 2016, Madison, Wisconsin; and

Corporate Income Tax School — May 23-26, 2016, in Providence, Rhode Island.

D. Policy Research

The policy research director supports Commission efforts in addressing federal legislation with
implications for state and local taxation, monitors state adoption of MTC model statutes,
regulations, and guidelines. He is a member of the National Tax Association Advisory Board.
During this timeframe, he has been a member of the strategic planning Central Staff Project
Team, who are working with consultant Elizabeth Harchenko and pursuing a project on
improving internal communications.

The policy research director had been working with Joe Garrett of the Alabama Dept. of
Revenue, Don Richardson of the Kentucky Dept. of Revenue, and ALAS project facilitator Dan
Bucks, in addition to me and Bruce Fort, in organizing visits with revenue agencies to recruit and
develop additional state interest in implementing the ALAS program. He also participated in
ALAS Committee teleconferences held this past spring.

The policy research director organized the Tax Economists breakfast forum at the Hall of the
States on July 15, 2015, Impact of Federal Reform of International Taxation and organized a
session on state business income tax reform for National Tax Association Spring Symposium
held on May 12, 2016. He also served as a last minute substitution for a speaker at the
Commission’s annual conference seminar, speaking on the topic of The State of State Finances
with Scott Pattison, the executive director of NASBO.
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The policy research director is writing a paper on state business taxation with Professor Joann
Weiner-Martens and John Alvarino of George Washington University for the National Tax
Association Annual Meeting in Baltimore this upcoming November on Comparison of Corporate
Income Taxation in the European Union and the U.S. States. He is also writing an article on
Trends in State and Local Government Finance for the Journal Multistate Taxation and
Incentives

The policy research director participated in the following periodic local or online economic
forums and seminars:

e Tax Economist breakfast forum at Heritage Foundation, July 1, Effect of Eliminating
State and Local Tax Deduction from Federal Adjusted Gross Income.

e Participated in National Association of Business Economists August 17 online seminar
on Chinese currency devaluation.

e Participated in Tax Policy Center Roundtable on State Budget Choices and State Fiscal
Futures on September 17.

e Tax Economists Forum breakfast forum at Reed Smith LLC on October 5, What Lies
Ahead for Federal Legislation Affecting States.

e American Enterprise Institute Forum on OECD Base Erosion and Profit Shifting (BEPS)
on December 18.

e Tax Economist Forum Breakfast at Ernst & Young, Shifting Burden of Taxation from
Business Income to Individual Income.

e Tax Economist Forum Breakfast, January 13 at Tax Foundation, Inc., critique of their
new tax model.

e Tax Economist Forum Breakfast, January 20 at Center for American Progress, Reducing
Excess Burden of Taxation.

e Tax Economist Forum Breakfast, February 9 at Hoover Institution, Sensible Tax Reform.

e Tax Policy Center, What’s New and What’s Next in Tax Policy?

e Tax Economist Forum Breakfast, March 9 at PwC, Patent and Innovation Boxes as
Incentives for Research.

e Committee for a Responsible Federal Budget, March 10, Scoring Federal Budgetary
Changes.

e Convergence Center for Policy Resolutions, March 29, Including State/Local
Government Concerns in Formulating Federal Budgets.

e Tax Policy Center, March 31, What Would Federal Tax Policy Look Like

e Participated in Regional Economic Modeling Institute (REMI) webinar on Regional
Impact of International Trade on April 5

e Tax Economist Forum Breakfast, April 6 at Ernst & Young, Revenue Impact on States of
Conforming to IRS Code, Mark Robyn, PEW Research

e Met with German delegation of tax officials from Lower Saxony on April 26; Tom
Shimkin and Marshall Stranburg also participated
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e Attended Brookings Institution discussion, May 3, Foreign Tax Changes and the Impact
on U.S. Businesses

e Participated in NTA Board meeting on May 12 and attended sessions on May 13

e Attended American Enterprise Institute (AEI) discussion on exploring options for
reforming U.S. corporate income tax held on June 7

e Tax Economist Forum Breakfast, June 15 at Tax Foundation, Inc., critique of their new
tax model by Alex Durante

e Participated in AEI/Tax Policy Center on their “new” corporate income tax model (partial
integration) and exploring other reform options on June 17

e Hosted Tax Economist Forum Breakfast, June 29, Impact of Taxation on Income
Inequality, Estelle Dauchy

Policy research intern Vishnu Jagdar of Hofstra University completed his internship in August
2015. Trevor Ahouse and Amelia Wang are research interns for summer 2016.

E. Training

The Events and Training staff has coordinated and supported the following activities since July
1, 2015:

e Statistical Sampling for Sales and Use Tax Audits
September 21-24, 2015, in Des Plaines (Chicago area), Illinois for 13 participants from

Arkansas, lowa, Kansas, New Jersey, South Dakota, Utah, and Wyoming;

e Computer Assisted Audit Techniques Using Excel
October 6-7, 2015, in Trenton, New Jersey for 16 participants from Colorado, Michigan,
and New Jersey;

e Nexus School
November 17 — 18, 2015, in Helena, Montana for 38 participants from ldaho, Montana,
Oregon, and South Carolina;

e Corporate Income Tax training (Part 1)
December 14 — 15, 2015, in Kansas City, Missouri for 49 participants from Alabama,

Arkansas, Connecticut, Georgia, lowa, Kansas, Kentucky, Maryland, Michigan,
Missouri, New Hampshire, South Carolina, and South Dakota;

e Nexus School
March 30 — 31, 2016, in Madison, Wisconsin for 41 participants from the District of

Columbia, Idaho, Illinois, Minnesota, Washington, and Wisconsin; and
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e Corporate Income Tax training
May 23 — 26, 2016, in Providence, Rhode Island for 26 people: 1 from Maine, Minnesota,

Illinois, Rhode Island.

Upcoming training includes:

e Statistical Sampling for Sales and Use Tax Audits, Wheat Ridge, Colorado,
September 19 - 22, 2016; and

e Computer Assisted Audit Techniques Using Excel, Hoover, Alabama, October 18 and
19, 2016.

The events coordinator, Sherry Tiggett, is now handling registration and venue support for all
MTC meetings and training courses.

The training director was the principal coordinator of the July 29, 2015 Annual Meeting
Conference in Spokane, Washington, as well as planning and tracking registration for the 2016
Annual Conference and Committee Meetings and handling all administrative duties associated
with planning the event.

The events coordinator attended the National Association of State Boards of Accountancy
Registry Summit in Washington, DC on September 9-11, 2015, and the Society of Government
Meeting Professionals Education Day on October 8, 2015.

Our director of training, Ken Beier, retired in February 2016 and a large part of his duties will be
carried out by Sherry Tiggett in her new role as events and training manager. The events and
training manager is the principal coordinator for the trainings, committee meetings, and the
annual conference and committee meetings. A temporary part-time employee, Wanda Dorsey
Jenkins, has been providing support in planning training.

The events and training manager attended the March 2016 Nexus School in Madison, WI; and
the Society of Government Meeting Professionals CGMP (Certified Government Meeting
Professionals) Congress, February 22 — 24, 2016, in Arlington, VA.
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I1. Administration

Joe Huddleston resigned as executive director effective August 1, 2015, and | became the new
executive director at that time, vacating the deputy executive director position.

Sherry Tiggett was hired August 3, 2015, as an events coordinator, filling the vacant training
manager position.

Bartt Stucki was hired September 14, 2015, as a sales tax auditor, filling a position vacated in
March 2015. Bartt came to us from the Utah Department of Revenue.

Marie Plesko, senior income tax auditor, retired December 31, 2015. Marie had been employed
with the Commission since 2000.

Eva Wu started in January 2016 as a part-time administrative assistant with the National Nexus
Program.

Ken Beier retired as director of training effective February 15, 2016. Ken began his employment
with the commission in 1999 as manager of the Deregulation Project. A large part of his duties
will be carried out by Sherry Tiggett. She was made events and training manager on February
16, 2016. Upon her request, a temporary part-time employee, Wanda Dorsey Jenkins, has been
providing support in planning training and events.

Shawn Rao started as an income tax auditor on February 22, 2016, filling the position previously
held by Marie Plesko. Shawn joined us from the state of Illinois where he had worked for both
the Department of Revenue and the Department of Aging.

Richard Cram, formerly with the Kansas Department of Revenue and a long time participant in
Commission activities, became the new director of the National Nexus Program on February 29,
2016. This allowed Tom Shimkin, the long-time director of the National Nexus Program, to shift
into his new role as legislative counsel where he will be utilizing his governmental relations
skills in dealing with legislative affairs

Marshall Stranburg joined us as deputy executive director on April 1, 2016. Marshall previously
had been the Executive Director with the Florida Department of Revenue and served as the chair
of the Commission’s Litigation Committee for a number of years.

Diane Simon-Queen was promoted to Voluntary Disclosure Program Manager, National Nexus
Program on May 1, 2016.

Pamela Downs, income tax auditor, resigned effective June 24, 2016.
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In December 2015 we entered into an agreement with PGI to provide teleconference capabilities
for seven key staff members that host conference calls. This is a fixed price agreement at $526
per month regardless of the number of participants or length of the call, as long as the total
minutes per month do not exceed 10,000 for each host. This monthly cost of $526 is equivalent
to $6,312 on an annual basis. In the fiscal year ending June 30, 2015, we spent $11,090 with
PGI for teleconferences services on a cost structure that was dependent on the length of the call
and the number of participants. Thus, we expect to save approximately $5,000 per year under
this new arrangement.

I11. Outside Presentations & Events

The following are the programs, conferences, and other events of outside organizations at which
members of the staff represented the Commission during the reporting period:

JULY

e |IPT Annual Conference; A Voyage Review on the MTC (Shimkin, panelist); San
Diego, California

e SEATA 65" Annual Conference; Atlanta, Georgia (Huddleston)

e NYU Summer Institute in Taxation: State & Local Tax II; A View From the State Tax
Administrators (Huddleston, panelist); New York, New York

AUGUST

e Georgetown 38" Annual Advanced State and Local Tax Institute; On Terra Firma:
State Approaches to Base Erosion and Profit Shifting (Matson, panelist); What'’s
Mine is Yours: Understanding the Principles of Transfer Pricing (Matson, panelist);
Raise the White Flag: Using Voluntary Disclosure Agreements and Tax Amnesty
(Shimkin, panelist); Back to the future: Applying Existing Tax Laws to a New
Economy (Hecht, panelist); Square Peg in a Round Hole: Analyzing Case Outcomes
(Hecht, panelist); Washington, D.C.

e 2015 MSATA Conference; Rapid City, South Dakota (Matson)

e Regional Economic Models, Inc. Monthly Policy Luncheon, The Economic and
Fiscal Impacts of Tax Inversions on States; Washington, D.C. (Dubin)

SEPTEMBER

e NYU Law School’s State and Local Tax Career Night; New York, New York (Hecht,
panelist)
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e COST Fall State Tax Workshop; Long Branch, New Jersey (Matson, Shimkin,
Disque)

e 2015 WSATA Conference; Updates from FTA and MTC (Matson, panelist); Denver,
Colorado

e 2015 NESTOA Conference; Corporate - Transfer Pricing and Intercompany
Transactions (Dubin, panelist); What Have We Done for You Lately: MTC/FTA
(Matson, panelist); Sales & Use Tax Nexus, Developments, Outlook, and Enforcement
Initiatives (Hecht, moderator); Legal Roundtable - Key State Tax Cases, Legislation,
and Trends for 2016 (Hecht, panelist); Mystic, Connecticut (Getschel)

e ABA Tax Section 2015 Joint Fall CLE Meeting; State Resident Tax Credits After the
Supreme Court’s Wynne Decision (Fort, panelist); Chicago, Illinois

OCTOBER

e Crowell & Moring’s Managing Tax Audits & Appeals Seminar; A Primer on
Multistate Tax Audits (Matson, panelist); Washington, D.C.

e COST’s 46th Annual Meeting; Radical Views on the Nation’s Most Significant Tax
Policy Issues: Debate Forum (Matson, panelist); Chicago, Illinois

e D.C. Bar Tax Section Luncheon on Inbound Transactions; Washington, D.C.
(Shimkin)

e 22nd Annual Paul J. Hartman State and Local Tax Forum; The State of So-Called Tax
Havens - The Federal, International and State Response (Hecht, panelist); Nashville,
Tennessee

NOVEMBER

e American University Law Review Annual Symposium, Taxing Remote Sales in a
Digital Age; Panel 2: Problems and Proposed Solutions (Hecht, panelist);
Washington, D.C. (Disque, Dubin, Matson, Shimkin)

e NCSL Executive Committee Task Force on State and Local Taxation meeting;
Multistate Tax Commission (Matson, speaker); Miami, Florida

DECEMBER

e Bloomberg BNA State and Local Tax Advisory Board dinner, New York, New York
(Hecht, Matson)

JANUARY

e New York University State Tax Lunch Group meeting (Matson, speaker); New York,
New York
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e NCSL Executive Committee Task Force on State and Local Taxation meeting;
Salt Lake City, Utah (M