
I

SPECIAL REPORT
OF THE

STATE TAX COMMISSION
RELATIVE TO

THE ADVISABILITY OF
A MORE SIMPLIFIED AND EQUITABLE

CORPORATION INCOME TAX
Under Chapter 103 of the Resolves of 1960

No. 512SENATE

®ljt ffiommomufalllj of flJaaaarljuaflta

January 24, 1961



January 24, 1961

To the Honorable Senate and House of Representatives:

State House
Boston 33, Massachusetts

In compliance with the directive contained in Chapter 103 of
the Resolves of 1960, the State Tax Commission submits herewith
the report embodying the results of its investigation and study of,
and its recommendations relating to, the advisability of a more
simplified and equitable corporation income tax.

Inasmuch as its recommendations embody a series of alternative
proposals, implementation of each of which would involve a sub-
stantial revision of existing provisions of the General Laws, the
Commission has not included in the report drafts of legislation
necessary to carry its recommendations into effect.

Instead, the Commission is suggesting its readiness to prepare
such drafts upon further direction of the General Court or its Joint
Committee on Taxation after the latter has had an opportunity to
give preliminary consideration to the report.

Respectfully submitted,

STATE TAX COMMISSION

ROBERT T. CARELESS, Chairman

STEPHEN S. HIGGINS
EDWARD C. WILSON

®ljr Cmnmmuuraltlj nf JHasHadiuartla

LETTER OF TRANSMITTAL



TABLE OF CONTENTS.

PAGE

Letter of Transmittal 2
Introduction 5
The Study and Analysis 6
The Present Structure 7
General Proposals ............8
Criteria for Selection 8
Statistical Data 10
Application of Criteria 12
Plan No. 1 13
Plan No. 2 17
Plan No. 3 19
Plan No. 4 21
Alternative, Minimum Measures 24
Recommendations 24
Conclusion 26
List of Members of Advisory Committee 27

Table A Statistical Sample as Percentage of Total Number of Corpo-
rations by Tax Liability Classification, Domestic and Foreign 28

Table B Corporation Excise Collections for Fiscal Years 1951-1960,
Showing Percentage of Total Collections Based on Income
and Non-Income Measures 28

Table C Total Net Income Taxable for Corporations in Sample in Each
Tax Liability Classification, 1955-1959, Showing Five Year
Rolling Average 29

Table D Corporate Excess and Tangible Property Bases for Corpo-
rations in Sample in Each Tax Liability Classification, 1959,
Showing Amounts Taxed and Untaxed for Each

... 30
Table E Net Book Asset Value Allocated to Massachusetts for Corpo-

rations in Sample in Each Tax Liability Classification, 1959 31
Table F Comparison of Percentages of Total Tax Revenue Borne by

Corporations in Each Classification of Sample Under Present
Tax and Proposed Plans 32-33

Table G Amounts and Percentages of Increase or Decrease in Tax
Liability of all Corporations in Each Classification in Sample
Under Each Plan 34-35

Table H Corporations in Sample Paying Over $lO,OOO Classified by
Percentage of Increase or Decrease of Tax Liability Under
Each Plan 36

Table I Percentages of Increase or Decrease in Tax Liability Under
Each of the Plans for Individual Corporations in Sample
Paying Over $lOO,OOO 37-38

Appendix.





aUjr (Emmtunuiu'altlf of fHansarliua^tta

THE ADVISABILITY OF
A MORE SIMPLIFIED AND EQUITABLE

CORPORATION INCOME TAX.

Chapter 103 of the Resolves of 1960 has given to the State Tax
Commission a directive relating to the corporate tax structure that
is at one time both limited in scope and yet so broad as to bring
the Commission into a tax area ordinarily not open to it.

The directive is a limited one in that by its terms the range of
the Commission’s inquiry has been confined to revised corporate
tax arrangements which will produce the same amount of revenue
derived from the present tax. In consequence, the policy question
of whether or not Massachusetts should lighten its tax load on
business corporations in order to bring it more nearly in line with
those of competing industrial states has not been considered, ex-
cept indirectly as it relates to the form and appearance that a re-
vised tax should take. Nor did the Commission consider the bur-
den of corporate taxation in relation to that imposed on businesses
operating in non-corporate form.

Instead, the Commission has confined its study and recommenda-
tions to possibilities for a revised tax, no less burdensome in the
aggregate than the present one, but simpler and more equitable.
Even so limited to considerations of simplicity and equitability,
the Commission necessarily is drawn into the field of tax revenue
policy, for revision of a tax no matter how limited will have sub-
stantial tax consequences for many if not all corporations doing
business here.

I Since its creation in 1953, the Commission in keeping with its
mi-partisan character, has refrained from making recommenda-
tions in this area. Instead, it has limited its legislative recom-
mendations to matters relating to tax administration and to ad-
vising the Legislature and its appropriate committees on the rev-
enue impact of policy proposals emanating from other sources.

INTRODUCTION
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Its initial venture into the policy field could not have been di-
rected at a more critical point. While the size of our corporate
tax burden has been the primary target for criticism from busi-
ness sources, the undue complexity of the present excise (which
we all concede) and the inequities imbedded in it are also sore
points which present great opportunities for improvement, not
only as to ease of administration and taxpayer compliance but to
the attractiveness of the Commonwealth to business as well.

In its efforts to make the most of the opportunity afforded by
this study, the Commission has concentrated on a development ofs
all the facts and factors relating to the corporation excise and to
setting out the strengths and drawbacks of the various plans under
consideration.

It is intended that the material so developed, rather than the
conclusions the Commission itself has drawn from it, be regarded
as its main contribution to assistance of the General Court in
meeting its primary responsibility in the field of tax revenue
policy.

To assist the Commission in its study of the weaknesses of the
present structure and in its development of proposals to improve
it, a six-man Advisory Committee on corporation taxes was
formed. This Committee was so composed as to be representative
of legal, accounting and academic viewpoints. While its function
was purely advisory and though the recommendations of the Com-
mission do not necessarily reflect the views of individual members
of the Committee, the contribution that they made to the final re-
sult was considerable and guaranteed that the analysis of our prob-
lems and the possible means to solve them received the close exam-
ination of some of the best qualified people in the field of corpora-
tion taxation.

In addition to its several meetings with the Advisory Commit-
tee, the Commission had the benefit of comment, and suggestions*
on its tentative proposals obtained at meetings of the Massachu-
setts Society of Certified Public Accountants, Inc., the State Tax-
Committee of the Boston Bar Association, the Tax Committee of
the Associated Industries of Massachusetts, the Annual State Tax

THE STUDY AND ANALYSIS
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Forum of Northeastern University and of several qualified indi-
viduals including the three former Commissioners of Taxation.

It would be neither profitable nor practical to enumerate the
multiple items of complexity and equitability that were touched on
at these sessions. It is enough to say that the report of the Com-
mission reflects the careful consideration of ideas from all sources
and the fullest examination of the subject of Massachusetts cor-
porate taxation possible in the time available.

As a preliminary to a study of how best to improve the present
corporate tax structure, it is necessary to set forth the basic de-
tails of what that structure is.

In summary, the Massachusetts corporate excise is made up of
the following elements:

1. A tax of $5.00 per thousand, plus 23% surtax of the higher
of:
a. Corporate excess, i.e., the value of capital stock employed

in Massachusetts less deductions for property taxed here
locally, property located elsewhere and certain govern-
ment securities.

b. Tangible property in Massachusetts not subject to local
taxation.

2. A tax on net income attributed to Massachusetts sources at
514% plus 23% surtax.

While these two factors added together make up the “basic
tax,” there is also provision for alternative, minimum measures
putting a floor below which the corporation’s tax liability will not
fall. These alternatives are as follows:

I. a) 1/20 of 1% of the gross receipts attributable to Massa-
chusetts plus 23% surtax.

b) Massachusetts net income at 3% plus 23% surtax.
11. a) 1/20 of 1% of the value of its capital stock employed in

Massachusetts plus 23% surtax.
b) Massachusetts net income at 3% plus 23% surtax.

111. $25 plus 23% surtax.

THE PRESENT STRUCTURE
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In short, the tax actually to be paid by an individual corpora-
tion will be the highest of the four alternatives:

A. “Basic Tax.”
B. Gross Receipts Measure.
C. Capital Value Measure.
D. $30.75.

The Commission early adopted as the basis for discussion two
general proposals with two alternatives under each as possible
substitutes for the “basic tax.” These suggestions in general form
were presented to all the groups with which it conferred. No new
plans emerged from the discussion other than the many variations
and combinations it was possible to make using the proposals as a
starting point, except a gross receipts tax suggestion which was
considered to have little merit.

The first proposal was to eliminate the property base from the
basic tax and to base the entire tax on net income either by (1)
increasing the present rate on current net income of plus
23% surtax (effective rate, 6.765%), or (2) retaining the present
rate on current net income and adding to it a tax on average tax-
able net income for the preceding five years.

The second proposal was to retain both the net income and prop-
erty bases but to set the latter not on the higher of two factors as
at present, but on one single factor. The choice for such single
factor was offered as (1) tangible property not subject to local
taxation, or (2) a capital value measure based on net book asset
value or on the corporate excess formula presently used.

For purposes of simplicity, the proposals will hereafter be
treated as four separate plans and so discussed.

To each of the proposals referred to above, and to the multiple
variations of them, the Commission in each instance applied the
following tests before arriving at its final recommendations.

First Simplicity. Considerations of simplicity went to the
question of whether or not the new proposed tax permitted greater

GENERAL PROPOSALS

CRITERIA FOR SELECTION
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ease of taxpayer compliance and greater facility of tax adminis-
tration.

As to taxpayer compliance, concern was had for the practicality
and burdensomeness of gathering the data the taxpayer would be
required to submit, and to the clarity and certainty of instructions
that could be given as to how the return was to be prepared and
the tax computed.

Ease of administration was looked at as to the time involved in
the assessment of the return and the feasibility of enforcing the
provisions of law applicable to it.

The crux of simplicity on both these considerations was the like-
lihood of minimizing the areas of disagreement between the tax-
payer and the Department arising from the results obtained by
each from their separate application of the law to the individual
tax situation. The extent to which there is an area for possible
disagreement under the present law is the focal point for most of
the criticism directed at it and is the main impulse to the current
study.

Second Equitability. Tax equity traditionally has been
measured by three tests, two of which are to some extent in con-
flict with each other. It can, on one hand, be related to the matter
of ability to pay and on the other to exacting a tax payment that
bears some reasonable relationship to the cost of governmental
services provided the taxpayer and the direct or indirect benefit
he derives from them. No attempt has been made to reconcile
these two partially conflicting tests. Instead, we have merely tried
to point out the extent to which both factors are involved in the
various proposals.

Common to both viewpoints and in conflict with neither is the
consideration as to how uniformly the burden of taxation is cast
within and between and among the various classes of taxpayers
being dealt with.

Third Revenue Stability. One of the stipulations of the re-
| solve providing for the study was that the replacement tax produce

revenue equal to that derived from the present tax. In addition to
the matter of total revenue produced, concern also had to be given
to the matter of revenue stability.

The question of revenue stability was looked at from the stand-
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point of predictability as a requirement for good revenue planning
and from that of its tendency to fluctuate from year to year to
the detriment of orderly governmental budgeting. As to the lat-
ter, both long-range and short-range considerations had to be
taken into account.

Fourth Impact on Taxpayers. Adopting a replacement for
an existing tax is a different proposition than establishing a com-
pletely new additional tax. The adjustment and accommodation
that taxpayers have already made to a tax plan developed over a
period of years is something that cannot simply be ignored in
making the replacement. The initial harmful result of application
to individual taxpayers of a proposed tax arrangement can well
dilute the benefits of even a theoretically ideal tax plan. While
recognizing the fact that any tax revision will involve a shift in
individual tax burdens, the factor of tax impact had to be given
some weight in our deliberations.

Fifth Psychological Effect. The Commonwealth is engaged
in stiff competition with other states for the attraction of new in-
dustries and retention of old. In that competition, not only the
reality but the appearance of its corporate tax position is of some
importance. Concern must be had then in adopting a replacement
as to what it will signify to interests outside Massachusetts as well
as to our own citizens, in terms of increasing or decreasing the
Commonwealth’s attractiveness as a site for business.

Meaningful use of the above criteria necessitated an extensive
study by the Department’s Bureau of Administration and Research
in conjunction with its Bureau of Corporations, of various kinds of
data derived from tax returns for the past several years and pro-
jection of this material adapted to the various tax proposals.

Since, for the period under study, there were approximately
37,752 domestic corporations and 2,944 foreign corporations doing
business in Massachusetts subjecting them to the corporate excise,•
the study necessarily was done on a sampling basis.

The 1,946 domestic and 464 foreign corporations selected for the
sample have on past experience, when used for other purposes,
proven to be an accurate reflection of the whole list. They repre-

STATISTICAL DATA
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sent only 5.92% of the total number of corporations but produce
over 20% of all the corporate tax revenue presently derived.

The results of the statistical survey are shown in the appendix
to this report. In turn they embody the following;

A. A description of the sample.
B. Revenue yield for the past ten years from income and non-

income bases.
C. Net income taxable to the sample corporations (by classes

according to tax liability) for the past five years and the
average thereof.

D. The corporate excess and tangible property bases of the
sample corporations (by classes).

E. The allocated net book asset value for the sample corpora-
tions (by classes).

F. The effect of adoption of each of the four tax proposals on
each class of the sample in tei’ms of percentage of tax rev-
enue contributed, present and proposed.

G. The effect of adoption of each of the four tax proposals on
each class of the sample in terms of total tax liability, pres-
ent and proposed.

Included in Tables “F” and “G” are rates of taxation determined
to be required for each of the four tax proposals on the basis of the
sample projected, scaled to meet the requirement that the replace-
ment tax equals the present law in revenue production.

In this connection, the strongest possible note of warning should
be made. While satisfied that the sample employed is a valid one,
adequately reflecting how our revenue presently is derived and
furnishing the best base we reasonably can get for determining
the rates needed for the new proposals, it cannot be anything more
than a picture of our present situation. Any projection of it has
to be looked at with full knowledge of the fact that a business sit-
uation that in fact is constantly fluctuating, is for this purpose
treated as though it would exactly repeat itself. Any downward
or upward swing in the State’s economy, any substantial change in
the activities of our business corporations, will produce a result
substantially different from that which has been projected here.

No one, therefore, can guarantee that any new corporate tax
structure, no matter how carefully drawn as to rates, will produce
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in subsequent years or even in its first year, the same result as the
tax arrangement which it is replacing. The best that can be done
is to employ a sound, accurate base for projection. Short of de-
veloping figures for every last corporation doing business here,
the base used here is as accurate as can reasonably be expected.

The lack of time and personnel which made it impractical to de-
velop data for all corporations also was an obstacle to development
of data as to the tax liability impact by classes of corporations
other than the classification by size of tax paid. Considerations of
tax impact therefore are limited by that fact. The effect of the
various proposals on manufacturing corporations as compared to
non-manufacturing and on corporations with heavy tangible prop-
erty value as compared to those with high intangible value, cannot
be determined. Moreover, even with the classifications that have
been developed, wide variances of impact can be expected.

To give some indication of the effect on individual corporations
of the adoption of each of the four plans, additional Tables “H”
and “I” were developed, showing the impact on all of the corpora-
tions in the sample having a tax liability of $lO,OOO per year or
more.

While it is not intended to offer this material as an accurate re-
flection of impact throughout the whole range, it does afford some
idea of the individual variations from the group averages which
can be expected.

On the basis of the data developed by the statistical survey, the
four possible plans for simplification and equalization would have
to be structured with bases and rates as follows to obtain the
necessary revenue yield:

Plan No. 1 Current net income @ 8% plus 23% surtax,
equivalent to an effective rate of 9.84%.

Plan No. 2 (a) Current net income @ 5y2 % plus 23% sur-|j
tax, equivalent to an effective rate of 6.765%, 1

plus (b) five year average of taxable net income
@ 2.75% plus 23% surtax, equivalent to an effec-
tive rate of 3.38%.

APPLICATION OF CRITERIA
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Plan No. 3 (a) Current net income as in Plan No. 2, plus
(b) tangible property not subject to local taxa-
tion @ $7.44 per thousand, plus 23% surtax,
equivalent to an effective rate of $9.15 per
thousand.

Plan No. 4 (a) Current net income as in Plans No. 2 and 3,
plus (b) corporate excess @ $5.50 per thousand
plus 23% surtax, equivalent to an effective rate
of $6.77 per thousand.

In making its evaluation of these four proposals, the Commis-
sion applied to each of them the criteria for selection set forth
above, detailed analysis of which is hereinafter set forth. It is to
be noted in this connection that while some of the conclusions are
based on fact or at least statistical indication of facts, most of
what is presented here is a matter of judgment and opinion and
should be weighed as such.

Tax on current net income as presently determined at 8% plus
23% surtax.

A. Simplicity
Since the other three proposals each include a net income base

as well as another measure for taxation, the plan to confine the
excise solely to a tax on net income at 8% is by far the simplest
for taxpayer compliance and tax administration.

While in and of itself a complex measure, particularly because
of the problem of allocation for multi-state operations, it does rep-
resent just about the practical minimum in complexity of taxing
arrangements that can be applied to the necessarily complicated
corporate business situation.
B. Equitability

From the standpoint of ability to pay, the income measure like-
wise has first rank. On this factor, it is especially attractive to
new firms contemplating establishment here and to existing firms
with a great potential for growth but operating at or near the
break-even point in their initial stages of growth. Since this is the

PLAN NO. 1
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situation of many of the corporations which seem to represent the
hope for the future of the Commonwealth’s economic development,
this consideration is an important one.

On the approach to equitability as a matter of payment for serv-
ices rendered or benefit conferred, hereafter referred to as the
benefit viewpoint, the net income plan does not fare as well. Under
it a corporation operating at no profit or at a loss would be free
from taxation under the basic measure of the tax, notwithstanding
the fact that it is availing itself of governmental services at a cost
to the Commonwealth and may be deriving therefrom a long-range
benefit.

This argument against a single net income measure is diluted
somewhat, however, by the fact that it is proposed to retain some
of the minimum alternatives of taxation in the new structure.
Even in a loss or break-even year, a corporation would be required
to make some tax contribution, though admittedly out of propor-
tion to the benefit it had received from the exercise of the privi-
lege granted to it.

Moreover, the general proposition that an income tax is not a
good measure of equitability from the benefit standpoint, is not as
convincing as it once was. In an earlier day, when the services of
government were provided mainly in the area of furnishing utili-
ties and protecting property, a property tax was a better measure
of the benefits conferred. Now, however, government operates in
diverse fields, the sum of its efforts contributing substantially to
the benefit of the whole business operation. On that account, in-
come derived by the corporation from operating in the climate
which government has helped to create, can be held to be a better
measure of benefits conferred than it once was.

As to uniformity of application to all corporations and to other
corporations competitive with one another, the plan is almost un-
exceptionable. The single exception lies in the fact that the pref-
erence given to manufacturing corporations in the present exemp-
tion from local taxation of machinery owned by such corporations
would become a complete exemption. At present, the preference
is balanced somewhat by the taxation of such machinery at the
lower state excise rate in cases where tangible property rather
than corporate excess is the measure of the tax. Whether this
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exception represents a favorable or unfavorable fact is purely a
matter of opinion.

C. Revenue Stability
It is generally accepted as a fact that an income tax yield will

fluctuate more widely over a period of years and will show less
consistent a pattern of yield than will the revenue from a property
tax.

The accuracy of this conclusion, applied to our present excise, is
pretty well borne out by the revenue figures for the past ten years
set forth in Table B. Use of an income base for nearly 100% of
the corporate tax yield rather than the 65% it now produces will
substantially aggravate the results shown there.

While lack of revenue stability under this proposal is a fact and
a basis for objection to it, the defect is a curable one if the fact
itself is accepted and allowances made for it. Over the long range,
the effect of the instability does tend to diminish and if revenue
planning is made on a long-range basis, rather than on a very short
range as it customarily has been, this objection to a single net in-
come measure can be met.

As Tables F and G clearly show, the shift in taxpayer liability
resulting from the adoption of this proposal is, as between and
among the groups shown, substantially greater than that produced
by the other measures. As will be noted, the two highest cate-
gories show a very substantial increase in the proportion of the
burden borne and in the percentage of increased liability on an
aggregated basis balanced, of course, by corresponding reductions
for the other groups.

While there is no reason to expect that the impact will vary be-
tween and among different kinds of corporations (manufacturing,
commercial, service, etc.), unquestionably there will be widely
varying results for individual corporations within each group.

The extent to which this disturbance would take place has been
indicated in Tables H and I, and unquestionably will be more ex-
plicitly developed by the testimony of the adversely affected cor-
porations which is certain to be advanced and which, of course,
should be listened to carefully.

D. Impact
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In this connection, however, it should be pointed out that the ul-
timate tax effect of this and the other three plans would not be as
great as the state tax figures would indicate, since the payment of
state taxes reduces the amount of income taxable by the Federal
Government at rates up to 52%.
E. Psychological Effect

This element gives greatest occasion to pause on recommending
or adopting a single net income measure. If cast in the present
form of our corporate excise, it would give Massachusetts the ap-
pearance of having the highest corporate excise of any state in the
country. Presently, the apparent leaders are Minnesota and Idaho
at 9.3% and 9.5% respectively.

What is apparently true of these two states now, and would be
true of Massachusetts if this proposal were adopted, is in fact a
matter of apparent rather than real leadership in the size of the
corporate excise. As to these two states, the appearance is decep-
tive by reason of the fact that each allows a deduction for Federal
corporate taxes paid, whereas other states with lower rates of
taxation do not allow such a deduction.

As to Massachusetts, the misleading appearance of our corporate
excise is created in another way. The present corporate excise of
the Commonwealth includes within it an element of taxation which
in other states is imposed at the local level by way of property
taxes. The exemption that we grant to our corporations from
taxation of practically all of their personal property is compen-
sated for in part, but only in part, by inclusion of such property in
the tangible property base at our corporate excise. The result is
that when a comparison is made of the Massachusetts corporate
excise with that of other states, an element that is actually a favor-
able factor for Massachusetts corporations (i.e., taxation of per-
sonal property at an effective rate of $6.15 per thousand, rather
than at local rates averaging $7O per thousand) puffs up the size
of our state excise. What therefore is being compared is a Massa-
chusetts combined state and local tax with the state tax only of
many other states.

This distortion of our comparative position need not result from
adoption of the single income tax base, nor of any of the other
three proposals, nor even from retention of the present excise. Be-
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cause a portion of the proceeds of our corporate excise is returned
to the cities and towns of the Commonwealth in partial re-payment
for the advantage given corporations under the local property tax
law, a clearly defined distinction should be made between the state
corporate excise and the excise for the benefit of the local com-
munities in partial replacement of the local property tax on cor-
porations.

If this were done, not only would a harmful psychological effect
of the income measure be avoided, but a positive gain would be
made over our present position. On the basis of the present local
share of the corporation tax yield, a state excise of 5% plus sur-
tax and a local excise of 3% plus surtax, would be in order.

Tax on (a) current net income as presently determined at sVi> %

plus 23% surtax, and (b) the average net income taxable for the
five preceding years (without allowance for loss years) at 2.75%
plus 23% surtax.

A. Simplicity
The high rating given the net income measure on this factor is

very nearly matched by the average net income plan. While a
small additional burden would be imposed on both the taxpayer
and the Department, it is so small as to be of no serious concern.

B. Equitability
Again, the arguments for and against the net income measure

are nearly equally applicable to the average net income plan, ex-
cept in cases at either end of the activity scale. Such cases, how-
ever, pose a real problem and may involve a fatal objection to this
plan.

Under it, a corporation which has had a high level of corporate
activity in Massachusetts and a taxable net income correspond-
ingly high, but which in the current tax year has diminished its
activity to a very low level by removing most of its plant, payroll
and sales, would be subject to an excise measured on the basis of
its now discontinued operations. The reverse situation would find
a low tax level on high current activity.

PLAN NO. 2
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Such a result may not only be an inequitable one, but may raise
a constitutional bar as well. The tax in question is an excise on
the privilege of doing business in Massachusetts at a specified
time. While judicial decisions uniformly have held that the
measure of the tax need not produce a result precisely matching
the value of the subject of the excise, the two must bear a reason-
able relationship, one to the other.

In the examples cited as an illustration, there is serious doubt
that the measure is even a reasonable one. It certainly measures
with acceptability the value of the privilege as it was exercised in
the preceding five-year period.

Since the current net income factor, unquestionably an accept-
able measure still would represent over 60% of the burden being
imposed, the retrospective feature as to less than 40% might not
be considered to add up to unreasonable inaccuracy in measure-
ment of value of the privilege being taxed.

Before this plan is adopted, however, judicial guidance as to con-
stitutionality should be sought.

C. Revenue Stability
It was solely because of the revenue instability feature of the

net income measure that the average net income idea was offered.
Its effect would be to level out the year-to-year fluctuations by sub-
stituting a relatively long-range base, on which income is fairly
stable, for the extremely short-range one in which it is not. As
Table C indicates, this result actually would have been reached had
the averaging plan been in effect for the past several years.

Further, not only would the element of instability be substan-
tially modified, but there would be a greater predictability of rev-
enue as well. At the beginning of each fiscal year, it would be pos-
sible to calculate almost exactly what the revenue yield from this
base would be from data already in the hands of the Department
in the returns for the five preceding years. In this situation, it
would even be possible for the Department to bill this portion of
the excise mid-way in the corporation's fiscal year rather than to
have it reported in the annual return and paid, as is now the case
for the whole excise.

D. Impact
The tax liability result from this plan would be very similar to
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that of the net income proposal, as evidenced by the figures in
Tables F and G. Again, the spread over the five-year period re-
sulted in a small lessening of the impact on the various groups.

E. Psychological Effect
Splitting the income base between current income and the five-

year average will avoid the bad-appearance result of the single in-
come plan, but a simple addition of the rates for the two bases will
still indicate that the Massachusetts excise is the highest in the
country. A fair and accurate picture can be presented here also,
only by clearly identifying the average income measure as an ex-
cise for local distribution or by pro-rating the current net income
and the average net income rates between the state and local
excises.

Tax on (a) current net income as presently determined at 5%%
plus 23% surtax, and (b) tangible property in Massachusetts not
subject to local taxation, as presently determined at $7.44 per
thousand plus 23% surtax.
A. Simplicity

The tangible property base presents more complications than
either of the two income measures, but is considerably less com-
plicated than the corporate excess or any other capital value
measure.

It has within it all the weaknesses of any tax involving a deter-
mination of value. In distinction to corporate excess, it takes in
only property which is physically identifiable and for which valua-
tion records would be kept by the taxpayer in any event, and as to
which the likelihood of disputes over valuation is lessened. More-
over, it does not involve the problem of allocation to and outside
Massachusetts which a capital value measure does.

There is one possible problem that might arise if this plan were
adopted and it became certain, therefore, that all such property
would be a basis for taxation. This is the matter of avoidance by
the shift of the situs of the property on the last day of the taxable

PLAN NO. 3
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year. This prospect, however, is not a great one and could in any
event be met by a small change in the taxing provision.

B. Equitability
On the ability to pay basis, the tangible property plan has the

least to recommend it. It takes into account only a portion of the
wealth of a corporation and consequently is even less accurate a
measure of ability to pay than is the corporate excess measure.

The same is true on the benefit conferred approach. It is cer-
tainly less complete a measure than corporate excess and on the
modern view, possibly less desirable than the income measure.

To the latter, however, one qualification should be added. The
tangible property plan is no better and no worse as to fairness
than our whole property tax system. Since the base includes in
it only such property as would, but for an exemption, be subject
to the local property tax, it is a not unfair arrangement on that
account. Put another way, it is merely a dilution of the exemp-
tion granted to corporations under the present law.

As to uniformity of application to the various classes of cor-
porations, it is uneven, but again only because an uneven exemp-
tion at the local level has already been given, which this new plan
merely cancels in part.

C. Revenue Stability
Like all property taxes, this one’s outstanding virtue lies in the

stability of its revenue flow and its predictability. On this count,
it outranks the other plans. As pointed out above, there is the
possibility it will create a greater incentive for tax avoidance,
which if fully exploited could result in declining revenues from
this source. But the prospect is small and the capacity to block it
adequate.

D. Impact
The figures in Tables F and G disclose that liability impact on

the groups shown there will be relatively insubstantial, the great-
est increase being only 2%, and that as in all four plans on the two
highest groups.

The impact, however, on individual corporations will be very
substantial, a fact which requires no table of figures to substan-
tiate it.
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Each corporation subject to tax on its tangible property base
under the present excise, will have its liability for that portion of
the tax increased by just under 50%, inasmuch as the rate would
be increased from $5.00 per thousand to $7.44 per thousand of
valuation.

On the assumption that the net income base of these corpora-
tions is in line with the ratio of net income liability to property
base liability for all corporations, the increase in their total tax
liability would amount to approximately 17%. Individual corpora-
tions would vary up and down from this point, so that in many
cases to a certainty the total tax liability would be increased by a
very substantial amount.

E. Psychological Effect
In the context of what has already been reported here about the

unfairly unfavorable appearance of the Massachusetts excise com-
pared to other states and the reasons for it, it is evident that the
tangible property plan presents the best opportunity for present-
ing our corporate tax burden in its true light.

Adoption of the tangible property base could be made in the
form of an excise on manufacturing and business corporations
claiming the exemption from local property taxes under the pro-
visions of Clause 16 of Section 5 of Chapter 59, with the entire
proceeds of this separate excise earmarked for local communities
in partial reimbursement for the loss caused them by the exemp-
tion. The amount of revenue derived from such an excise would
be somewhat less than the amounts now being distributed from the
present excise. The deficiency could be made up either by increas-
ing the tangible property rate and consequently lowering the net
income rate proportionately, or by providing for a local share of
the state excise as well.

Tax on (a) current net income as presently determined at 5% %

plus 23% surtax, and (b) corporate excess as presently determined
at $5.50 per thousand, plus 23% surtax.
A. Simplicity

The one conclusion least likely to be disputed in consideration

PLAN NO. 4
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of a new corporate excise plan is that the corporate excess meas-
ure, or any other capital value measure, is by all odds the most
complex and the one most likely to produce disputes between tax-
payers and the Department.

Determination of the value of the capital stock of any corpora-
tion, even of one whose stock is actively traded on the market,
can be made only by the use of highly complex formulae, such as
are presently used by the Department or by a simple formula, such
as net book asset value, which in many cases will produce an in-
equitable result.

Even when the formulae are complicated and extensive, the re-
sults achieved can be no better than a rough approximation of
what is sought to be achieved, and the dispute potential of their
use is extremely high.

For the past three years, the Department has been using a for-
mula, with sub-formulae for unusual cases, based on net book
value, capitalized earnings and market value, if available. As much
as the formula has been criticized, no acceptable alternative to it
has been advanced. Substitution of a single factor for the present
three would produce some simplicity, but there is nothing re-
sembling agreement as to which of the three to use, nor any
serious contention for any one of them that it would produce a
more desirable result.

It was the original intention of the Commission to offer a single
factor capital value base as the fourth alternative plan, and data
relating to net book asset value was developed as shown in Table
E. However, even though this would have been a simpler basis
for taxation than the corporate excess measure, its weakness in
other respects caused it to be dropped as a major proposal.

In any event, it is the strongly held opinion of the Commission
that in every way a capital value measure fails to meet the dual
test of simplicity and equitability.

B. Equitability
On both tests of equitability, a capital value measure is theo-

retically a fairly good one. It represents a far better test of ability
to pay than does the tangible property measure and on long-range
considerations is not far behind the income measures in this
respect.
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As to the test of benefits conferred, it is probably the best of the
four measures, reflecting as it does all elements of the corpora-
tion’s economic existence to which governmental service is being
rendered, excepting those for which local property taxes are al-
ready being paid.

Likewise, it is good measure in the matter of the evenness with
which it is applied to all corporations.

All of the foregoing, however, is true only on a theoretical view
which assumes ability to calculate accurately the capital value
being used as the measure of the tax. The practical inability to
reach such a result has been described in the discussion under
“Simplicity.” Its consequence may be to turn into a practically
inequitable measure what in theory is an equitable one.

As with the tangible property base, the corporate excess measure
does tend to produce a stable revenue flow with a good degree of
predictability, probably less on both counts than the tangible
property measure, but better than the two income bases.

The retention of the corporate excess measure as the single
property base, would least affect the present tax situation, being as
it is the least departure from the present arrangement.

Corporations now paying on this base would have a tax liability
increase as to this factor of 10%. On the average, therefore, their
total increase in liability would run to less than 4%, with the like-
lihood of substantial percentage increases not being very great.

The result of retaining the corporate excess measure would as
to psychological effect be rather indifferent.

As with the other plans, arrangements could and should be made
to isolate the portion of the excise used as a replacement for local
property taxation, a move that could be made with no more diffi-
culty than with the income tax measure, though not so clearly as
with the tangible property plan.

C. Revenue Stability

D. Impact

E. Psychological Effect
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All of the described plans are predicted on the assumption that
alternative, minimum measures of taxation will be retained. Cur-
rent revenue yield from such alternatives is approximately
$7,000,000 and failure to include them would necessitate an in-
crease in the proposed rates for the new plans to make up the dif-
ferential.

On the basis of all the foregoing, the State Tax Commission
makes its recommendations as follows:

FIRST —PLAN NO. 1 OR PLAN NO. 3, AS DESCRIBED
IN THE REPORT, OR SOME SLIGHT VARIA-
TION OF EITHER, BE ADOPTED IN PLACE OF
THE EXISTING “BASIC TAX.”

Of the four plans, it is the opinion of the Commission that Plan
No. 4 (current net income plus corporate excess) should be re-
jected because of its complexity and its practical inequitability, a
conclusion shared by most of the parties with whom it consulted.

It is of the belief that Plan No. 2 (current net income plus
average net income) should be rejected also, solely because of its
possible unconstitutionality. While the possibility of a finding of
unconstitutionality may well be a small one, the revenue loss from
such a determination made at a date subsequent to adoption
would be so enormous as not to warrant the risk, however small.

As to Plan No. 1 (current net income) and Plan No. 3 (current
net income plus tangible property), the Commission’s view is that
on the test of simplicity and equitability alone, Plan No. 1 should
be the choice, but that on considerations of psychological effect,
revenue stability and, most important, tax liability impact, Plan
No. 3 may well be preferable.

Since the legislative choice may rest to a great extent on the
General Court’s view of the impact factor, two additional consid-
erations should be pointed out. The first is that the net income
plans would be modified by a Federal deduction on account of state
taxes, whereas the tangible property plan’s impact would not. The

ALTERNATIVE, MINIMUM MEASURES

RECOMMENDATIONS
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second factor is that the impact of the net income plan is justi-
fiable on the ground that this plan is a move in a desirable direc-
tion, while no such justification exists for the tangible property
plan.

In any event, the impact factor as well as the factors of revenue
stability and psychological effect, involve such broad considera-
tions of public policy that the Commission desires to express no
positive choice between the two plans. Instead, it merely ex-
presses its view that either plan is acceptable to it and that both

ft are preferable to the present “basic tax.”
SECOND THE ALTERNATIVE, MINIMUM MEASURE

The objections to the corporate excess or any other capital value
measure, apply with equal force to the alternative, minimum
measure based on 1/20 of 1% of the value of capital stock, and its
retention would merely serve to undo in part the simplification
achieved by elimination of the corporate excess measure.

In retaining the gross receipts measure, its terms should be
broadened so as to include the business corporations which are not
now subject to its provisions, excepting only the “securities” cor-
porations provided for under Section 388 of Chapter 63.

The $25 minimum measure in the opinion of the Commission
not only should be retained, but should be increased to at least $35
and possibly $5O from its current effective level of $30.75.

THIRD ADOPTION OF A REPLACEMENT FOR THE
PRESENT EXCISE BE USED AS THE OCCA-
SION FOR ELIMINATING THE TEMPORARY
RATES AND BOTH THE PERMANENT AND
TEMPORARY SURTAXES BY USE OF ADE-
QUATE, NEW PERMANENT RATES.

FOURTH —THE FORM OF THE CORPORATE EXCISE BE
SO ARRANGED AS TO MAKE CLEAR ITS LOCAL
PROPERTY TAX REPLACEMENT FEATURE AND
ALSO TO SIMPLIFY DETERMINATION OF THE
STATE AND LOCAL SHARES OF THE PRO-
CEEDS

BASED ON CAPITAL VALUE BE DROPPED,
AND THE OTHER TWO ALTERNATIVE, MIN-
IMUM MEASURES BE RETAINED.
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This recommendation could, as to both points, be easily imple-
mented under Plan No. 1 by providing for an excise for state pur-
poses at a rate of 5Yz% on net income and a second excise at 4%%
entirely for local purposes.

As to Plan No. 3, there is a choice between (1) a single excise,
with the proceeds divided on a percentage basis, 55% to the state
and 45% to the local communities and (2) a state excise on the net
income base and a local excise on the tangible property base.

Although the second alternative has complications in it because
of the alternative minimum measures, in the Commission’s view it
is the preferable approach, particularly because of the historical
basis for the sharing by local governments in the proceeds of the
corporate excise.

FIFTH UPON DETERMINATION BY THE GENERAL
COURT THAT EITHER OR BOTH OF THE PLANS
SELECTED IN RECOMMENDATION NO. 1 WAR-
RANTS SERIOUS CONSIDERATION FOR ADOP-
TION, THE STATE TAX COMMISSION BE
DIRECTED TO CONTINUE ITS STUDY.

Final adoption of a new corporate excise structure would be
warranted only after development in greater depth of data relat-
ing to the necessary tax rates and individual taxpayer impact. It
is for such additional research and the drafting of legislation that
the Commission recommends a second stage to the study.

In closing its report, the State Tax Commission wishes to ex-
press its appreciation to the members of the Advisory Committee,
whose contribution of time, effort and informed judgment was of
incalculable worth. It acknowledges also the continuing help and
guidance it received from former Commissioners William A.
Schan, John Dane, Jr., and Joseph P. Healey and from other in-
dividuals and groups as well. While the Commission is hopeful
that desirable legislative changes will result from the study, it is
satisfied for its own part that a better, general understanding of

CONCLUSION
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the problem of Massachusetts corporate taxation has already
been achieved, a result that alone justifies its own efforts in mak-
ing the study.

Richard E. Grainger

Joseph F. Park

Harry K. Mansfield

Lyman H. Zeigler

Professor Oliver Oldman
Herman Steutzer

ADVISORY COMMITTEE
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TABLE A.

Statistical Sample as Percentage of Total Number of Corporations
by Tax Liability Classification, Domestic and Foreign

Tax Liability Total No. of
Classification Corps, in Class

Per
Cent

No. of Corps,
in Sample

Domestic
Over $lOO,OOO 43 24 55.81

36$50,000 $lOO,OOO ... 79 45.57
$25,000 $ 50,000 ... 150 75 50.00

161$lO,OOO $ 25,000
... 447 36.02

$ 5,000 $ 10,000 ... 762 21,00160
$ 1,000 $ 5,000 .

.
. 5,587 10.36579

Under $l,OOO 30,684 2.97911

Totals 37,752 1,946 5.15
Foreign

Over $lOO,OOO 40 22.509
$50,000 $lOO,OOO ... 47 16 34.04
$25,000 $ 50,000

...
71 25.3518

$lO,OOO $ 25,000
...

164 55 33.54
S 5,000 $ 10,000

...
163 79 48.47

$ 1,000 $ 5,000
... 680 24,26165

Under $l,OOO 1,779 6.86122

Totals 2,944 464 15.76

Domestic and Foreign
Over $lOO,OOO 83 33 39.76
$50,000 $lOO,OOO ... 126 52 41.27

42.08$25,000 $ 50,000
... 221 93

$lO,OOO $ 25,000 ... 611 216 35,35
$ 5,000 $ 10,000 ... 925 239 25.84
$ 1,000 $ 5,000 .

.

. 6,267 744 11.87
3.18Under $l,OOO 32,463 1,033

Totals 40,696 2,410 5.92

TABLE B.
Corporation Excise Collections for Fiscal Years 1951-1960, Showing

Percentage of Total Collections Based on Income and
Non-Income Measures

Portion Measured Portion Based
Total by Income on Non-Income Bast

Year Collections Amount Percent Amount Percent
1960 .

.

. $88,148,542 $53,292,271 60.46 $34,856,271 39.54
Year

1959 . . . 79,507,468 48,506,472 61.01 31,000,996 38.99
1958 . . . 82,562,797 54,143,140 65.58 28,419 657 34/2
1957 . . . 89,050,151 58,961,381 66.21 30,088,770 33.79
1956 . . . 76,575,963 46,364,419 60.55 30,211543 39.45
1955 . . . 66,804,574 39,940,648 59.79 26,863 926 40.21
1954 . . . 74,097,883 48,630,866 65.63 25 467 017 34.37
1953 . . . 73,140,385 47,367,064 64.76 25,773,321 35,24
1952 . . . 85,226,387 59,702,207 70.05 25,524,180 29.95
1951 . . 94,270,591 53,528,000 56.78 40,742,591 43.22
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TABLE E.

Net Book Asset Value Allocated to Massachusetts for Corporations

in Sample in Each Tax Liability Classification, 1959

Allocated NetTax Liability
Classification Book Asset Value

Domestic
Over $lOO,OOO $ 204,136,455
$50,000 $lOO,OOO 131,807,409
$25,000 $ 50,000 156,659,287
$lO,OOO $ 25,000 167,965,632
$ 5,000 $ 10,000 86,154,245
$ 1,000 $ 5,000 98,015,488
Under $l,OOO 32,567,349

Total $ 877,305,865
Foreign

Over $lOO,OOO $ 137,676,123
$50,000 $lOO,OOO 49,533,452
$25,000 $ 50,000 32,907,074
$lO,OOO $ 25,000 54,300,500
$ 5,000 $ 10,000 37,333,894
$ 1,000 $ 5,000 28,502,351
Under $l,OOO 4,324,327

Total $ 344,577,721
Foreign and Domestic

Over $lOO,OOO $ 341,812,578
$50,000 $lOO,OOO 181,340,861
$25,000 $ 50,000 189,566,361
$lO,OOO $ 25,000 222,266,132
$ 5,000 $ 10,000 123,488,139
$ 1,000 $ 5,000 126,517,839
Under $l,OOO 36,891,676

Total . . $1,221,883,586
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TABLE H.

Corporations in Sample Paying Over $lO,OOO Classified by Percentage of
Increase or Decrease of Tax Liability Under Each Plan

Per Cent of Total Tax Total Tax Total Tax
Increase or Total Tax 5Vs% on 1959 Total Tax S! V. %on 1959 5Vs% on 1959
Decrease on Net Income and 5 Year Rolling Income and Income

in Tax Income 2.75% Rolling Average Tang. Prop. and Corp.
Liability Only Average Only Only Excess Only

Increase
Over 100% 2 9
90%—100% _____

80%— 90% 1
70% —• 80% 6
60%—■ 70% 2
50%—■ 60% _ 1 4 _

40%— 50% 3 3 16 6
30%— 40% 12 6 17 5
20%— 30% 41 28 36 29 1
10%— 20% 85 81 52 61 7
% 10% 76 95 49 103 316

Totals 217 216 192 204 324

Decrease
% 10% 63 68 57 99 35

10% 20% 36 44 36 42 12
20%— 30% 29 31 30 26 11
30%—■ 40% 16 7 31 8 2
40%— 50% 7 4 18 8 6
50%— 60% 7 9 8 1 3
60%— 70% 3 4 4 4
70%— 80% 2 5 4 1 1
80%— 90% 2 1 7
90%—100% 12 5 7 1
Over $lOO% _____

Totals 177 178 202 190 70
Grand Totals 394 394 394 394 394
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