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(Unnumbered Joint Order of 1966)

Ordered, That, the Legislative Research Council is hereby authorized and
directed to make studies and investigations relative to three proposed legisla-
tive amendments to the Constitution of the Commonwealth which were agreed
to for a first time by the General Court in 1966 as follows: (1) a proposal,
based on current Senate document numbered 58, relative to gubernatorial
ability; (2) a proposal, based on current House document numbered 301,
tive to voting by paupers; and (3) a proposal, based on current House docu-
ment numbered 1909 fas amended!, relative to granting to the General Court
the power to impose and levy a graduated tax on incomes, which may be
determined as a percentage of the taxpayer’s federal income tax liability.
The Legislative Research Council shall file its statistical and factual reports
hereunder with the Clerk of the Senate on or before the second Wednesday
of February in the year nineteen hundred and sixty-seven.

Adopted:
By the Senate, August 31, 1966
By the House of Representatives,k

in concurrence, August 31, 1966

(Senate, No. 1004 of 1967)

Ordered, That the time be extended to the last Wednesday of March of the
current year, within which the Legislative Research Council shall file the re-
sults of: (a) its study relative to state laws and practices with respect to the
protection of migratory workers and their accompanying families, under an
unnumbered order adopted by the Senate on August 3, 1966 and by the House
of Representatives in concurrence on August 8, 1966; (b) its study relative to
the implementation of the Federal Higlrway Beautification Act of 1965, the
abandonment of automotive vehicles on public ways and private property, and
the regulation and control of automotive salvage yards and dumps, under an
order adopted by the House of Representatives on August 9, 1966 and by the
Senate in concurrence on August 10, 1966 (See House, No. 3950 of 1966); and
(c) its study relative to a proposed legislative amendment to the State Consti-
tution relative to empowering the General Court to impose and levy a gradu-
ated income tax which may be determined as a percentage of the taxpayer’s
federal income tax liability (See House, No. 1909 of 1966, as amended)

, under
an unnumbered order adopted by the Senate on August 31, 1966 and by
House of Representatives in concurrence on that same day.

Adopted:

in concurrence, January 23, 1967

the Senate, January 19, 1967
the House of Representatives,
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To the Honorable Senate and House of Representatives:

Gentlemen: The Legislative Research Council submits herewith
a report prepared by the Legislative Research Bureau on the basis
of an unnumbered joint order of August 31, 1966 and the joint
order, Senate, No. 1004 of 1967, relative to amending the state con-
stitution to permit a graduated state income tax in Massachusetts.

Since the Legislative Research Bureau is limited by statute to
“statistical research and fact finding,” this report contains no
recommendations for legislative action. It does not necessarily re-
flect the opinions of the undersigned members of the Council.

Respectfully submitted,
MEMBERS OF THE LEGISLATIVE

RESEARCH COUNCIL

Sen. Joseph D. Ward of Worcester
Chairman

Rep. Joseph B. Walsh of Boston
Vice Chairman

Sen. Andrea F. Nuciforo of Berkshire
Sen. John F. Parker of Bristol
Sen. Allan F. Jones of Cape and Plymouth
Rep. Stephen T. Chmura of Holyoke
Rep. David J. O’Connor, of Boston
Rep. Raymond F. Rourke of Lowell
Rep. Sidney Q. Curtiss of Sheffield
Rep. Harrison Chadwick of Winchester
Rep. Belden G. Bly, Jr. of Saugus
Rep. Arthur L. Desrocher of Nantucket
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LETTER OF TRANSMITTAL TO THE
SENATE AND HOUSE OF REPRESENTATIVES
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To the Members of the Legislative Research Council:

Gentlemen: The omnibus unnumbered joint order of August 31,
1966, and the joint order, Senate, No. 1004 of 1967, both of which
are reprinted on the inside of the front cover of this report, directed
the Legislative Research Council to study certain matters, including
the proposed “graduated income tax” amendment to the State Con-
stitution which was agreed to for a first time by the 1966 General
Court sitting as a legislative constitutional convention.

That amendment would permit the General Court to levy a state
income tax (a) on the present “flat rate” or “proportional” basis,
or (b) on the basis of rates which are graduated according to the
total amount of taxable income received. The proposed constitu-
tional amendment would allow the latter graduated tax to be stated
as a flat percentage of the taxpayer’s federal income tax liability,
or otherwise made to conform to the federal income tax (House,
No. 1909, revised; reprinted as House, No. 291 of 1967).

The Legislative Research Bureau submits such a report herewith.
Its scope and content have been determined by the statutory pro-
visions which limit Bureau output to factual reports without recom-
mendations.

The preparation of this report was the primary responsibility of
James Hugh Powers of the Bureau staff.

Respectfully submitted

Slip (Emmnmtuumltlj of Haaaarljuartts

LETTER OF TRANSMITTAL TO THE
LEGISLATIVE RESEARCH COUNCIL

DANIEL M. O’SULLIVAN,
Director, Legislative Research Bureau
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A GRADUATED STATE INCOME TAX FOR MASSACHUSETTS
(Proposed Constitutional Amendment)

Origin of Study
$
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SUMMARY OF REPORT

This factual Legislative Council report, without recommendations,
is required by a study order of the 1966 General Court which was
proposed by Senate President Maurice A. Donahue. That order
directed the Council to report upon three proposed amendments to
the Massachusetts Constitution, including one which would authorize
the General Court to impose a graduated state personal income tax

as an alternative to the present proportional slate personal income
tax which is levied at different proportional “flat” rates upon speci-
fied statutory classes of income. During the past 38 years, at least
67 graduated income tax proposals have been introduced into the
General Court; but only one of these eventually was submitted to
the voters of the state, who rejected the same by a 5-1 margin in
1962 (277,611 yeas vs. 1,395,996 nays).

The constitutional proposal which is the subject of this study was
introduced in 1966 on petition of Representatives Jack H. Backman
of Brookline, John R. Buckley of Abington, Richard J. Dwinell of
Millbury, Lester J. Gates of Scituate and Michael J. Harrington of
Salem (House, No. 1909). Approved by the Joint Committee on
Constitutional Law, it was considered by the Senate and House of
Representatives sitting jointly as a legislative constitutional conven-
tion in July and August of 1966. After accepting revisions spon-
sored hy Senate President Donahue, the convention then “agreed

the constitutional amendment for the first time by a 188-46 by-
partisan roll call vote. If “agreed to” in unchanged form by the
1967-1968 General Court, that proposal now reprinted as House,
No. 291 of 1967 will be submitted to the voters for ratification
in the November 1968 state biennial election.

4
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Present Massachusetts Income Tax

Constitutional Basis

At the present time, the authority of the General Court to levy a
state personal income tax is governed by Article XLIV of the Amend-
ments to the Massachusetts Constitution, which allows proportional
but not graduated tax rates. That amendment, ratified by the elector-
ate in November 1915, provides that

Full power and authority arc hereby given and granted to the general
court to impose and levy a tax on income in the manner hereinafter pro-Ht
vided. Such tax may be at different rates upon income derived from dif-
ferent classes of property, but shall be levied at a uniform rate throughout
the commonwealth upon incomes derived from the same class of property.
The general court may tax income not derived from property at a lower
rale than income derived from property, and may grant reasonable exemp-
tions and abatements. Any class of property the income from which is
taxed under the provisions of this article may be exempted from the
imposition and levying of proportional and reasonable assessments, rates
and taxes as at present authorized by the constitution. This article shall
not be construed to limit the power of the general court to impose and
levy reasonable duties and excises.

Article XLIV was intended primarily to authorize a new basis for
taxing intangible property which, until that time, had been subject
to local personal property taxation which was poorly administered.
The scope of this 1915 amendment was broadened by a Supreme
Judicial Court opinion of 1921 which declared compensation for
personal services to be “’properly” on the grounds that the right to
work is “property”.

Statutory features and Resulting Revenue
Acting under authority of Constitutional Amendment Article

XLIV, the General Court has established a state personal income tax

system composed of five separate proportional taxes on as many
types of income (Acts of 1916, c. 269; 1935, c. 438; 1966, c.
Each of these five “component” taxes has different rates, exemp-
tions and deductions; hut all are administered on a combined basis
via a single taxpayer return. The five taxes, their current rates, and
their fiscal year 1966 estimated revenues, are as follows:
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Tax on Tax Estimated 1966
Income Received From Rate Revenue (Millions)

(1) Professions, employment, trade 3.075% $169.34
or business (G.L. c. 62, ss. 5- A)

(2) Interest and dividends 7.38% 52.24
(G.L. c. 62, s. 1)

(3) Gains, sale of certain intangibles 7.38% 31.99
(G.L. c. 62, s. 5)

(4) Annuities (G.L. c. 62, s. 5) 1.845% 0.22

(5) Gains, certain eminent domain takings 50.0% (None)
$ (G. L. c. 62, s. 7A)

Total $253.89

The tax rates now applicable to income from (a) professions,
employment, trade or business, and (b) gains from the sale of cer-
tain intangibles, are double the rates effective for those two income
classes in 1916, whereas the other income classes experienced
smaller rate increases. The present rates of tax for all classes but
income from certain eminent domain takings include the “temp-
orary” surtaxes and additional taxes of 1935-1953, which were

incorporated into the permanent rate structure in 1966 (c. 698).

By a 1955 statute, the Massachusetts income of non-residents
from professions, employments, trade or business was made subject
to the Massachusetts personal income tax (c. 780). And in 1959,
income tax withholding was instituted for the collection of the tax
on such Massachusetts income of both residents and non-residents
(c. 17).

State personal income tax receipts, minus collection costs and an

amount equal to the tax on certain public utility dividends, are paid
into the Local Assistance Fund which finances (a) state grants in
aid to cities and towns, and (b) state revenue-sharing with those
localities. The personal income tax accounts for between 28.5%
and 33.4% of annual state tax collections.

I
Origin and Spread of Income Taxation

Taxation of a taxpayers’ gross or net income existed in ancient
Athens and in Mediaeval Europe. A form of income tax, known as
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a “faculty tax”, was authorized by Plymouth Colony in 1643 and
spread to many other colonies of British America by 1780. The first
successful national income tax in modem times was enacted shortly
thereafter in Great Britain to finance the wars against Napoleon
(1799). In the United States, state income taxation was introduced
by South Carolina in 1838, but did not gain momentum until the
“reform era” just before World War I.

A national income tax was levied by Congress between 1861 and
1872 to meet Civil War costs. When Congress attempted to renew
such taxation in 1894, the Supreme Court invalidated the income--
tax statute, thereby spurring the adoption of the XVI Amendment
to the Federal Constitution. That amendment of 1913 vests in Con-
gress a “power to lay and collect taxes on incomes, from whatever
source derived, without apportionment among the several states, and
without regard to any census or enumeration.” Such taxes have been
imposed by the federal government continuously since 1913, at
graduated rates. Today, the maximum rate of the federal income
tax is 70% (a reduction from the 91% maximum effective in
1963). I

In the United States, local income taxes were introduced in the
District of Columbia and in Philadelphia, in 1939, and are now
authorized in at least eight states (Ala., Ky., Md., Mich., Mo., N. Y.,
Ohio and Pa.), Such taxes are being collected by approximately
1,900 local government units.

State Income Taxes Elsewhere

Income Tax States

At the present time, 36 states and the Commonwealth of Puerto
Rico impose a state personal income tax. Of the remaining 14
jurisdictions, 12 have either specific or implicit constitutional au-
thority to levy a personal income tax or are at least not forbidden
to do so. Only two states are barred constitutionally from using such

_

taxes (Fla. and Wash.).

Twenty-four states have specific constitutional authority to impose
a personal income tax (Ala., Ariz., Calif., Colo., Ind., Kans., Ky.,
La., Mass., Mich., Mo., Mont., Nebr., N. Y., N. C., Ohio, Okla., S. C.,
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S. D., Tex., Utah, Va., W. Va. and Wise.). In another 19 jurisdic-
tions, the state or territorial constitution does not mention income
taxes specifically, but contains general grants of taxing power con-
strued to permit such taxes (Ark., Del., Ga., Ida., HI., Md., Minn.,
Miss., Nev., N. H., N. J., N. M., N. D., Ore., Pa., P. R., R. 1., Tenn.,
and Wyo.). Finally, there remain six states whose constitutions are
wholly devoid of the above types of provisions, but which are never-

theless deemed to confer authority for a state personal income tax

(Alas., Conn., Ha., lowa, Me. and Vt.). Authority to enact a gradu-
ated income tax exists in all 49 of these jurisdictions except seven,
where only proportional income taxation is allowed (Md., Mass.,
Mich., Nev., N. H., Pa. and Tenn.); of the five latter “proportional”
states, two may tax only investment income (N. H. and Tenn.).

Salient Practices of 36 States

Among the 36 states collecting a state personal income tax, 31
utilize graduated rates while five others impose only a flat rate pro-
portional tax. This last group includes, besides Massachusetts, the
states of Indiana, Maryland, New Hampshire and Tennessee. Of par-
ticular interest are these salient aspects of state practice:

Income Tax Rates, In the 31 graduated income tax states, mini-
mum rates of tax range from a low of % of 1% (Iowa) to a high
of 3% (Colo., N. C. and Ore.), with a l l/2% minimum rate most
common. Maximum tax rates vary from 3% (Miss.) to 12%
(Minn.), with maximums of 5% to 8% being favored. In the five
proportional tax states, salary and wage income is taxed at rates of
between 2*/z and 3.075%, while higher rates of 4% to 7.38%
apply on investment income. Massachusetts places the heaviest bur-
den (7.38%) on investment income among the proportional tax
states.

Exemptions and Deductions. Except for its treatment of invest-
ment income, Massachusetts is the third most liberal state among
the 36 income tax states in respect to taxpayer exemptions and
deductions. Only Louisiana and Mississippi are more liberal. Massa-
chusetts is one of the 19 income tax states which permit taxpayers
to deduct their federal income tax liability in determining state-
taxable net income.
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Federal Conformity. Of the 36 income tax states, 16 have a per-
sonal income tax law which is “conformed” to the federal income
lax law, by adopting federal definitions or otherwise (Alas., Colo.,
Ha., Ida., Ind., lowa, Ky., Minn., Mont., IV. J., N. M., N. Y., N. D.,
Vt., W. Va. and Wise.). Massachusetts is not in this group of states
whose taxpayers need learn only one “tax language” in meeting
their state and federal obligations.

Revenue Productivity. The personal income tax accounts for
20% or more of all state revenues in half (18) of the 36 income
tax states. Heaviest reliance on that revenue source is reported by
Oregon (49% of state tax receipts).
Alaskan Practices

The simplest state personal income tax, from the viewpoints of
both taxpayers and state tax officials, is that levied by Alaska. Insti-
tuted in 1949, that federally-conformed tax is now stated as 16%
of the taxpayer’s federal income tax liability under the United States
Internal Revenue Code provisions effective in 1963. In effect, this
is the equivalent of a state graduated income tax with a rate range
of from about 2(4% to 11%, on the basis of the 1963 federal tax
provisions. The state income tax produces about 36.4% of Alaskan
state revenues.

The principal difficulty attached to this form of state income tax
is its high sensitivity to Congressional amendments of the United
Slates Internal Revenue Code. When federal income taxes were re-

duced by the Internal Revenue Act of 1964, Alaska faced an auto-
matic reduction of its state income tax revenues, and abandoned its
“federal percentage” levy temporarily for another type of federally-
conformed state levy. In 1965, the 16% “federal percentage” tax
was restored. However, it is based on the 1963 Internal Revenue
Code provisions rather than subsequent amendments thereof.

Massachusetts Proposal

Provisions

The proposed Massachusetts constitutional amendment, printed
in House, No. 291 of 1967, would provide the General Court with
four alternative choices of an income tax, namely:
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1. A proportional income lax levied at different rates on different classes
of income, as at present; or

2. A federally-conformed tax levied by application of a uniform rate to
the taxpayer’s federal income tax liability, as is done in Alaska; or

3. A state graduated income tax otherwise conformed to the United States
Internal Revenue Code and regulations, as is done in 15 other slates; or

4. A slate graduated income tax drawn without conformity to the federal
income tax, as is the practice in 17 graduated income tax states.

- House, No 291 would require exemptions and deductions to be
established regardless of the kind of personal income being taxed,
provided that a graduated income tax law were enacted by the
General Court.

Arguments Pro and Con

The issue of a graduated income tax has been debated in Massa-
chusetts for a great many years. The ranks of proponents in past
years have included the old Progressive “Bull Moose” Party, the
Democratic Parly, the Socialist Party, the American Federation of
Labor, the CIO, the Massachusetts League of Women Voters, and
the Americans for Democratic Action. Among the opponents of
graduated income taxation have been the Republican Party and
the banking, insurance, public utility, industrial and real estate in-
terests. However, in recent years, some craft unions have opposed
a graduated state income tax, whereas Republican members of the
Genera! Court divided “pro” and “con” the pending constitutional
proposal, House, No. 291.

Proponents and opponents debate the merits of a graduated in-
come tax under the following eight headings:

Need for Enlarged State Tax Powers. Advocates of House, No.
291 believe that in the near future substantial additional revenues
will be needed by the state for educational, welfare, police and other

They argue that the graduated personal income tax is the
only “untapped” revenue source remaining to the state, now that
the retail sales tax has been authorized for local aid purposes.
Opponents fear a state spending spree if a graduated tax is auth-
orized.

�
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Federal-State Competition in Income Taxation. Opponents con-
tend that the Commonwealth ought not to enter the income tax
field more deeply since that field has been largely “preempted” by
the Federal Government. Some opponents feel that further expan-
sion of slate income taxation may be unnecessary if Congress ap-
proves pending proposals to share federal income tax receipts with
the states. Proponents, in rebuttal, decry the “preemption” argu-
ment as deceptive, since all taxes must he paid out of income; hence,
they see the “preemption” claim as an effort to place the main
burden of new state-local costs on consumption and property taxes.

Fairness of Proportional vs. Graduated Tax. Partisans of a gradu-
ated income tax consider it most equitable because it is based on
the taxpayer’s “ability to pay” as measured by his salary and invest-
ment earnings. They criticize the Massachusetts proportional income
tax as unfair, because of its inequality of exemptions and other
“discriminatory” features. While agreeing with complaints about
the present Massachusetts levy, opponents argue that a properly
drawn proportional tax is non-regressive and can be made slightly
progressive via the treatment of exemptions, exclusions and deduc-
tions. They stress the proportional principle, that each person should
contribute only his proportional share of society’s costs.

Tax Rate Ceilings. Critics of House, No. 291 point out the absence
of restrictions relative to maximum tax rates within the bill’s pro-
visions. They cite the “built-in protection” of taxpayers against
“runaway taxation” in four states whose constitutions prescribe
such limits (Ala., 5%; La. and Utah, 6%; N. C., 10%). Proponents
argue that rapidly changing modern political, social and economic
conditions make it unrealistic to impose constitutional limits on state
tax rates, exemptions and deductions; they look to the Bill of Rights
for protection against abusive uses of any state power.

Present Income Classifications Practices, Proponents of a gradu-
ated stale income tax assert that as long as the state is limited to
proportional income taxes only, there is little hope that the Legis-
lature will correct the present inequities of those taxes in respect
to the treatment of investment income. Reliable estimates indicate
such adjustments would result in a $45 million revenue loss. To
compensate for this situation, increases in the flat-rate lax burden
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on salaries and wages would be necessary. Opponents of House, No.
291 argue that reform of the proportional tax can be achieved
without injustice to anyone. They also note that House, No. 291
would end discriminatory source classification of income only if a

graduated income tax were enacted.
Impact on State Economy. Those who oppose a graduated state

income tax argue that (a) it would fall more heavily on persons
with incomes of under 810,000 yearly than is now the case with
the proportional tax, (b) that there would be a massive shift of

4 the lax load to the middle income group (with annual incomes of
*

810,000 to 850,000), and (c) that such a tax would curb the eco-
nomic growth of the Commonwealth. Proponents reiterate their
claim that taxes must be paid out of income, and that the real issue
is income taxation vs. consumption and property taxes to pay growr-

ing governmental costs. Finally, proponents aver that unlike prop-
erty and sales taxes, personal income taxes do not constitute a cost
of “doing business”, and hence do not affect business locations in
the Commonwealth.

Simplifying State Income Tax Administration. Advocates of House,
No. 291 emphasize that a graduated state income tax, especially one
of the Alaskan variety, would be much simpler to administer than
the present “complicated” proportional tax which requires both the
taxpayer and state income tax auditors to do separate mathematical
operations to calculate the tax due on each kind of income. A
federally conformed state income tax, including an Alaskan-type tax
calculated as a flat percentage of the taxpayer’s federal income lax
liability, would permit greater state-federal cooperation in income
tax auditing and enforcement, and open the way to more effective
uses of automation. Simpler forms, and the use of federal defini-
tions, would ease taxpayer compliance.

Independence of State Tax System. Tailoring of the slate income
tax to the federal income tax is criticized both by opponents of a

graduated income tax, and by some proponents, on the grounds that
it would render state income tax revenues too sensitive to federal
tax policies, at the expense of slate fiscal independence. Opponents
note especially the adverse impact of federal income tax reductions
of 1964 upon Alaska’s revenue situation, and West Virginia’s aban-
donment of an Alaska-type tax in 1963.

*
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Rate Under Alaska-Type State Income Tax in Massachusetts
Federal authorities report that federal personal income tax collec-

tions from Massachusetts taxpayers based on their calendar year
1966 income are expected to approximate $l.B billion. Massachu-
setts slate personal income tax collections in the 1966 state fiscal
year were $253.8 millions, or 14.1% of the sum collected in fed-
eral income taxes in this state. Presumably, that 14.1% would rep-
resent the smallest percentage which the Commonwealth could levy
on the Alaskan basis, without suffering a loss of income tax revenue.
Alaska does not allow its taxpayers to deduct federal taxes paid in
determining their state-taxable income.
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By a directive of the Massachusetts General Court, reprinted on

page two of this report, the Legislative Research Council is re-
quired to report upon a proposed legislative amendment to the
Constitution of the Commonwealth authorizing a graduated state
income tax as an alternative to the existing “proportional” or
“flat rate” state income levy permitted by a constitutional amend-
ment of 1915 (Amend. Art. XLIV). That latter 1915 constitutional
provision specifies that the proportional tax “may be at different
rates upon income derived from different classes of property, but
shall be levied at a uniform rate throughout the commonwealth
upon incomes derived from the same class of property”. The Leg-
islature is permitted to tax non-property income “at a lower rate
than income derived from property” and to grant “reasonable
exemptions and abatements.”

The proposed constitutional amendment which is the subject of
this study is one of 67 measures introduced in the Legislature dur-
ing the past 38 years which have sought establishment of a grad-
uated state income tax. This proposal was introduced in 1966 on
petition of Representatives Jack H. Backman of Brookline, John
R. Buckley of Abington, Richard J. Dwinell of Millbury, Lester J.
Gates of Scituate and Michael J. Harrington of Salem for a legis-
lative constitutional amendment which would allow the General
Court to impose “an income tax based on a percentage of the fed-
eral income tax” as an alternative to the present proportional state
income tax (House, No. 1909). Reported favorably by the Joint
Committee on Constitutional Law on April 13, 1966, that bill was
next considered by the Senate and House of Representatives sitting
jointly as a legislative constitutional convention. On July 20, 1966,

0% (ttmnmmnuraltlj nf Haßaartyuartla
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that convention approved revisions of House, No. 1909 proposed by
Senate President Maurice A. Donahue of Hampden, which would
permit not only an income tax stated as a percentage of the tax-
payer’s federal income tax liability, but other forms of graduated
income taxation. Subsequently, on August 30, 1966, this revised
version of House, No. 1909 was “agreed to” for a first time by a
bipartisan roll call vote of the convention (188-46), and referred
to the next General Court.

On request of one of its original sponsors, Representative Buck-
ley of Abington, the proposal agreed to by the 1966 legislative
constitutional convention has been taken from the files, reprinted
as House, No. 291 of 1967 and referred to the Joint Committee on
Constitutional Law for a hearing which was held on January 31,
1967. Less than a month later, on February 28, 1967, that commit-
tee reported urging passage of House, No. 291 and this measure
was placed on file pending further legislative action. If the con-
stitutional amendment is “agreed to” for a second time by a leg-
islative constitutional convention in 1967 or 1968, exactly as passed
the first time, it must then be submitted to the voters of Mas-
sachusetts for ratification at the 1968 biennial state election.

The “omnibus” legislative study directive, requiring the Legis-
lative Research Council to submit factual reports upon the above
and other constitutional proposals, was filed in the Senate by Sen-
ate President Maurice A. Donahue of Hampden on August 31, 1966.
On recommendation of the two Rules Committees, that unnumber-
ed joint order was adopted by the Senate and by the House of
Representatives, in concurrence, on that same day. Thereafter, the
reporting deadline of this study, originally February 8, 1967, was
extended to March 29, 1967 by the joint order, Senate, No. 1004
of 1967, proposed by Senator Joseph D. Ward of Worcester, Chair-
man of the Legislative Research Council.

Scope of Study
This Research Council report discusses, in the three following

chapters, (1) the present Massachusetts proportional income tax,
(2) income taxation in other states, and (3) the Massachusetts
graduated income tax proposal. In the main, that discussion is
confined largely to state constitutional provisions authorizing in-
come taxation, and does not attempt a comparative analysis of
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statutes enacted by states in implementation of such constitutional
authority. However, a review is made of the major features of
the present Massachusetts proportional income tax law, and of
the Alaska law which subjects personal income in that state to a
tax stated as a percentage of the taxpayer’s federal income tax
liability. Arguments for and against the proposal to authorize a
graduated income tax in this Commonwealth are summarized in
the concluding Chapter IV.

To develop the background of this study, a Research Bureau
staff member conferred with (a) legislators who had sponsored the
original constitutional proposal of 1966 (House, No. 1909), (b)
officials of the State Department of Corporations and Taxation,
(c) representatives of the Massachusetts Taxpayers’ Foundation
which opposed such graduated levies in the past, and (e) other
persons who expressed an interest “pro” or “con” the pending
constitutional proposal.

In addition, further Massachusetts background information was
obtained through review of (a) past messages of governors, not-
ably the late Governor Paul A. Dever; 1 (b) past reports of the
State Department of Corporations and Taxation; 2 (c) current
data supplied by that Department; and (d) reports submitted by
three special legislative recess commissions between 1929 and 1954.
The latter included the Special Commission on State, County and
Local Taxation (1929), 3 the Special Commission on Taxation and
Public Expenditures (1938), 4 and the Special Commission on Tax-
ation (between 1951 and 1954).5 Notes taken by Research Bur-
eau staff members during the debates in the 1966 legislative con-
stitutional convention and at hearings before the Joint Committee
on Constitutional Law provided additional information.

Finally, other useful information and materials were made avail-
able by (a) the Planning and Research Office of the United States

Study Procedure

1 Senate, No. 1 of 1949, and House, Nos. 1 of 1951 and 2442 of 1952,
2 Notably House, No. 69 of 1933.

a House, No. 1075 of 1929, Appendix C.
« House, No. 1709 of 1938.
5 House, Nos. 2279 of 1951, 2436 of 1952 and 2865 of 1954.
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Internal Revenue Service, (b) the legislative research and ref-
erence agencies of other states, (c) the Alaska State Depart-
ment of Revenue, (d) the Massachusetts State Library, (e) the Mas-
sachusetts Taxpayers Foundation, and (f) the Massachusetts State
Council of the AFL-CIO.

To all the officials, agencies, organizations and private individuals
who cooperated so generously in this study, the Legislative Research
Bureau expresses its warm gratitude and appreciation.

Origin of Present Constitutional Provision
The present Massachusetts provision authorizing a proportional

state income tax - Amendment Article XLIV - had its origins
in eight proposals introduced in the 1914 General Court by the
Progressive “Bull Moose” Party and others who sought establish-
ment of various forms of income or classified property taxation.1

These proposals reflected general public dissatisfaction with the
then prevailing practice whereunder intangible property, with cer-
tain exceptions, was subject to the local property tax but escaped
taxation due to concealment by owners of such intangibles and to
the unwillingness or inability of local assessors to uncover the
same. The Massachusetts Constitution made no provision for an
income tax, and specified that the General Court had authority only

to impose and levy proportional and reasonable assessments, rates,
and taxes, upon all the inhabitants of, and persons resident, and estates
lying, within the said commonwealth; and also to impose and levy, rea-
sonable duties and excises, upon any produce, goods, wares, merchandise,
and commodities, whatsoever, brought into, produced, manufactured, or
being within the same . . . (Mass. Const., Part 11, c. I, s. I, Art. IV).

The foregoing legislative proposals were referred to the Joint
Committee on Taxation which subsequently recommended a con-
stitutional amendment authorizing the General Court to levy a
proportional state tax, at uniform rates throughout the Common-
wealth, on “intangible property, including stocks, credits, bonds,

PRESENT MASSACHUSETTS PROPORTIONAL INCOME TAX

Constitutional Provision of 1915

CHAPTER 11.

1 Senate, No. 237 and House, Nos. 729, 1052, 1388, 1560, 1700, 1880 and 1881
of 1914.
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other evidences of indebtedness and such other kinds of personal
property” as did not constitute tangible property (Senate, No.
586 of 1914). The Committee proposal, after extensive revision
by the Senate and House, was agreed to by both the 1914 and
1915 General Courts and submitted to the electorate which rat-
ified the text quoted below by a vote of 269,871 yeas to 97,856
nays in November 1915;

Full power and authority are hereby given and granted to the general
court to impose and levy a tax on income in the manner hereinafter pro-
vided. Such tax may be at different rates upon income derived from dif-
ferent classes of property, but shall be levied at a uniform rate throughout
the commonwealth upon incomes derived from the same class of property.
The general court may tax income not derived from property at a lower
rate than income derived from property; and may grant reasonable ex-
emptions and abatements. Any class of property the income from which
is taxed under the provisions of this article may be exempted from the
imposition and levying of proportional and reasonable assessments, rates
and taxes as at present authorized by the constitution. This article shall
not be construed to limit the power of the general court to impose and
levy reasonable duties and excises. (Mass. Const., Amend. Art. XLIV of
1915).

Impact of Present Constitutional Provision
The impact of this constitutional amendment has been summar-

ized thus by the Special Commission on Taxation in its report in
1951: 1

The amendment was intended primarily to afford a new basis for taxing
intangibles. By its terms, however, it opened an entire new field of taxa-
tion, the taxation of incomes. In so far as a tax was a tax on income
it was not limited by the requirement of proportionality. As long as a tax
on income was uniform throughout the Commonwealth it could be im-
posed at different rates upon income derived from different classes of
property. Although the amendment provided that income not derived from
property may be taxed at a lower rate than income derived from prop-
erty, the Supreme Judicial Court, by its interpretation of this provision,
has made this part of the amendment virtually superfluous. It has been
held that compensation for personal services was Income from property,
on the ground that a man’s right to work was property.2

The requirement in Constitutional Amendment Article XLIV
that income taxes be imposed by the General Court on a state-
wide basis appears to have precluded statutes permitting political

1 Mass. Special Commission on Taxation, The Taxation of Personal Incomes,
Report, Part 11, House, No. 2279 of 1951, 86pp., at p. 13.

ZRaymer vs. Tax Commissioner, 239 Mass. 410 (1921).
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subdivisions to levy local income or payroll taxes such as have
been enacted into law in other states.

This article has not been altered since its ratification in 1915.

“Multi-Tax” Aspects and Rates
Under authority of the foregoing constitutional amendment, the

1916 General Court enacted the Commonwealth’s first personal
income tax law (c. 269), based upon proposals submitted by a
Special Commission on Taxation. 1 The essential framework of the
income tax system established by that statute of 1916 has con-
tinued down to the present day, with many refinements and with
some alterations of rates, exemptions and deductions. In regard to
this tax system, the Special Commission on Taxation and Public
Expendutes has observed that

The Massachusetts income tax is not a general income tax such as is
imposed by the Federal government... It is a series of five special income
taxes at different rates on separate sources of income and connected with
each other only by the fact that they are administered by the same officials.
The income subject to the several taxes is reported in the same returns,
and the five laws are included in the same chapter of the General Laws

(s. 62)
. . . and are subject to the same administrative provisions.2

Table 1. Component Taxes of Massachusetts Personal Income Tax

Year First Rate of Taxation
Taxes on Income From Imposed Original 1967

(1) Professions, employment, trade or
business (G.L. c. 62, s. 5) 1916, c. 269 1.5% 3.075%

(2) Annuities (G.L. c. 62, ss. 5-SA) “ 1.5% 1.845%
(3) Gains from sale of certain intangibles

(G. L. c. 62. s. 5) " 3.0% 7.38%
(4) Interest and dividends (G.L. c. 62, s. 1) “ 6.0% 7.38%
(5) Gains from certain eminent domain

takings (G.L. c. 62, s. 7A) 1935, c. 438 50.0% 50.0%

The five component taxes, with their original and present rates,
are outlined below in Table 1:

Statutory Implementation

1 Mass. Special Commission on Taxation, Report, House, No. 1700 or 1916,
126pp. The commission was created by Resolves of 1915, c. 134.

2 Mass. Special Commission on Taxation and Public Expenditures, Report, Part
111, “The Tax Structure”, House, No. 1703 of 1938, 256pp., at p. 98.
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4

4

The 1916 rates of taxation remained unchanged until the time
of the Great Depression, when the General Court began to increase
them by means of “surtaxes” and “additional” taxes in order to
balance the state budget and to finance state and local welfare
costs.1 These levies, mostly of a temporary nature requiring pe-
riodic reenactment, were deemed more palatable than direct in-
creases in the “permanent” tax rates in the General Laws (c. 62),
since there was the promise of a return to the “permanent” rate
when the Depression emergency passed. However, this promise
did not materialize because of added state and local government
obligations arising in the aftermath of World War 11. Hence, by a
1966 statute (c. 698), the General Court abolished all “surtaxes”
and “additional taxes” upon the five classes of income cited above,
and raised the “permanent” rates of tax of all classes except in-
come from eminent domain takings to amounts sufficient to offset
the repeal of those “surtaxes” and “additional taxes”.

In 1955, the General Court enacted legislation (c. 692) provid-
ing for a simplified method of computing the tax owed by individ-
uals whose taxable income is derived wholly from professions,
employment, trade or business (i.e. “business income”) ; 2 and
another statute of that same year applied the tax on “business
income” to such income earned within the Commonwealth by res-
idents of other states (c. 780) .

3 Four years later, the General
Court authorized an income tax withholding system for the col-
lection of the tax on “business income” paid in the form of sal-
aries and wages (Acts of 1959, c. 17)

.

4

From the outset in 1916, the income tax was intended to pro-
vide money for the cities and towns, on a “shared revenue” basis,
to offset the loss of their right to tax intangibles, and to ease

State-Local Revenue Sharing and Related Developments

iFrom 1935 (c. 480) until 1939 there was a 10% surtax which was raised to
15% in 1939 (c. 454) hut reduced to 10% in 1940. In 1941, dual surtaxes of
10% (c. 416) and 3% (c. 729) were instituted; the former 10% surtax was
increased to 20% in 1953 (c. 246). In 1951, “additional taxes” were levied
on (a) income from professions, employment, trade or business (1%) and (b)
gains from sales of intangibles (3%) (c. 800).

2 G.L. c. 62A.
3 G.L. c. 62, ss. SA, 6A, 10, 17 and 22.
4 G.L. c. 628.
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the growing pressures of local property taxation. The original
law specified that the state was to retain only tax collection
costs, and that the net revenue remaining was to be distributed to
the localities on a formula basis without earmarking of these
sums for any specific local purpose. Within a few years, however,
the General Court initiated indirect and direct earmarking of a
portion of the income tax revenues distributed to the municipal-
ities for public school purposes (Acts of 1919, c. 363). And, as
indicated previously, the exigencies of the Great Depression led
the General Court to claim part of the state income tax revenue,
above collection costs, for the financing of state activities via the
“surtax” and “additional tax” routes in the years following 1935.

A major revision of the state tax structure, state grants-in-aid
to localities and state revenue-sharing with localities was effected
by the Sales Tax Act of 1966 (c. 14). That statute added to the
state tax system (a) a 3% retail sales tax, (b) a 3% use tax,
and (c) a 5% hotel-motel room occupancy tax; and increases were
authorized in state excise taxes on alcoholic beverages, cigarettes,
banks and corporations. It also established a Local Assistance Fund
into which must be paid the following state revenues for the pur-
pose of (a) financing state grants to cities and towns in aid of
education and other specific activities and (b) “shared revenue”
distributions to localities on the basis of state-equalized local prop-
erty valuations:

(1) All revenues from the state personal income tax, minus (a) “a sum
determined by the . . . (State Tax Commission)

...
to equal the tax

derived from dividends of . . . (certain public utilities under G.L. c.
63, ss. 52A and 58 and (b) the administrative cost to the Common-
wealth of collecting and distributing that income tax;

(2) All the revenues from the state retail sales tax and state use tax,
minus the administrative cost to the Commonwealth of collecting and
distributing the same;

(3) 40% of state corporation tax receipts;
(4) 33%% of the receipts from the 5% state meals tax; and
(5) All of the income of the invested Massachusetts School Fund (G.L. c.

29, s. 2A; c. 58, ss. 18-18A).

The state personal income taxes are expected to provide ap-
proximately 55% of all tax revenues of the Local Assistance Fund
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during the current fiscal year 1967, and to account for about 57%
of such revenues in the ensuing 1968 fiscal year. 1

Revenue Productivity of Massachusetts Income Tax
This section discusses, in summary terms, the revenue productiv-

ity of the five taxes comprising the Massachusetts personal in-
come tax. As in past tax studies conducted by the Legislative
Research Bureau, difficulties continue to be encountered in analyz-
ing state tax collections because of the different bases of reporting
followed by the Comptroller’s Division in the Comptroller’s an-
nual Massachusetts Financial Report (P.D. 140), the Governor’s
annual budget message prepared by the Budget Bureau (House,
No. 1), and the State Department of Corporations and Taxation.
Because of inadequate time therefor, no attempt is made herein
to resolve these differences, and data is used just as supplied by
the three foregoing sources with suitable advisory notations.

Productivity of Five Component Taxes of Income Tax
Data furnished by the State Department of Corporations and

Taxation, set forth in the following Table 2, reports state personal
income tax collections of $219.7 millions in the fiscal year 1965,
and $253.8 millions in the following 1966 fiscal year. The major
source (66%) of these collections was the 3.075% levy on income
from professions, employment, trade or business, popularly called
“business income”, amounting to $146.7 millions in fiscal 1965
and an estimated $169.3 millions in 1966. The balance of state
personal income tax receipts resulted from the levies on (a) in-
terest and dividends (20.5%), (b) gains from sales of intangibles
(12%), and (c) annuities (under 1%).

In recent years, no revenue has been derived from the levy on
gains from eminent domain takings. That tax applies only to gains
realized by a landowner if the state or one of its subdivisions
takes his land by eminent domain within one year following his
original purchase thereof (G.L. c. 62, s. 7A).

1 Executive Budget Recommendations of His Excellency John A. Volpe, Gov-
ernor, to the General Court of the Commonwealth of Massachusetts for the
Fiscal Year 1968, Beginning July 1, 1967 and Ending June 30, 1968, House No.
1 of 1967, 153pp., at p. 96.

*
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Table 2. Massachusetts Personal Income Tax, Fiscal Years 1965 and 19661

(Millions of Dollars)

Category 1965 (Actual) 1966(Estimated)i

1. Professions, employment, trade or
business (3.075%) ? 146.76 $ 169.34

2. Interest and dividends (7.38%) 45.16 52.24
3. Gains re sales of intangibles (7.3%) 27.62 31.99
4. Annuities (1.845%) .19 .22
5. Gains re certain eminent domain

takings (50%)

$ 219.753 $ 253.893
i Source: State Department of Corporations and Taxation.
2 Estimate of share provided by each levy is based on 1965 experience. Total is

full amount actually collected in fiscal 1966.
3 Totals will not tally exactly, due to rounding.

As indicated by Table 3 below, based on data printed in the
Governor’s annual budget message (House, No. 1 of 1967), per-
sonal income taxes produced over $230.9 million, or 33.4% of all
state tax receipts in the 1966 fiscal year. The governor’s budget
message, prepared by the State Budget Director, estimates such
personal income tax collections of about $257 million (29.7% of all
state tax revenues) during the current 1967 fiscal year, with an
increase to $270 million (28.5% of all state tax revenues) in
the next fiscal year 1968.1

The modest decline in the percentage of total state tax revenues
represented by personal income tax receipts over this three-fiscal-
year period from 33.4% to 28.5% reflects the more rapid
growth in the rates of productivity of some other state levies
notably excises due to statutory changes, economic conditions
and other factors.

Massachusetts state personal income tax receipts are affected
by federal income tax policy inasmuch as the Commonwealth per-
mits its taxpayers, in determining their income subject to the state
tax, to deduct that portion of their federal income tax liability

Productivity vs. Other State Levies

1 House, No. 1 of 1967, at p. A 1.
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which is attributed to their earnings from professions, employ-
ment, trade or business (G.L. c. 62, s. 6, para. c). Hence, the
deduction allowed under the state tax for that federal tax liability
increases if Congress increases the federal income tax, and de-
creases if federal income taxes are reduced by Congressional ac-
tion.

Table 3. Sources of Massachusetts State Receipts, Fiscal Years 1966-19681

(Millions of Dollars)

1966 1967 1968
A. Taxation ('Actual ) (Est.) (Est.)

1. Personal income taxes $230.9 $257.0 $270.0
2. Business corporation taxes 120.6 147.5 155.0
3. Retail sales and use tax 16.5 137.9 150.1
4. Motor fuel excises 111.3 114.7 117.0
5. Cigarette tax 57.4 68.0 71.0
6. Alcoholic beverage taxes 35.7 41.3 43.0
7. Inheritance and estate taxes 34.9 37.0 39.0
8. Insurance taxes 25.7 26.5 27.0
9. Racing tax 15.5 16.5 16.5

10. Meals tax 11.3 15.0 16.2
11. Public service corporation taxes 9.1 9.2 9.4
12. Bank and trust company taxes 9.1 9.0 9.1
13. Miscellaneous excises 11.1 18.9 20.3

Total taxes $689.62 $898.62 $944.12

B. Other Receipts $195.3 $210.6 $211.5
17.5 36.3 46.4C. Transfers and Adanvces 36.3 46.4

$902.52 $1,145.62 $1,202,22Total A, B and C above

Federal Grants $190.1 $234.3 $255.6

$1,092.72 $1,380.02 $1,457.82GRAND TOTAL, ALL SOURCES

1 Source: Executive Budget Recommendations of His Excellency John A. Volpe
for the Fiscal Year 1968, House No. 1 of 1967, 153pp., at p. Al.

2 Will not tally exactly, due to rounding.
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Historical Development of Personal Income Taxation

Taxation based upon the taxpayer’s ability to pay or to earn, as
determined by his gross or net income, was utilized in ancient
Athens. Graduated poll taxes and other income-related levies were
authorized during the Middle Ages, Renaissance and 18th Century
periods in England, France, Italy and Switzerland. The first suc-
cessful modern National income tax law was enacted by the Brit-
ish Parliament in 1799, upon recommendation of Prime Minister
William Pitt, to finance the wars against Napoleon. Discontinued
in 1816, the British income tax was revived in 1842 as a tem-
porary revenue measure, and was made permanent in 1860.

Also responding to wartime revenue needs, the United States
Congress enacted the Income Tax Act of 1861 in order to pay Civil
War costs. Originally proportional, this tax was made slightly
graduated by imposition of rates ranging from 3% to 5% by amend-
ments of 1862. The Civil War income tax was sustained by the
United States Supreme Court as an “excise” or “duty” permitted
by the federal constitution (Art. I, s. 8). 1 Repealed in 1872,
the federal income tax was revived by Congress in 1894 as a 2%
proportional levy upon incomes over $4,000 per annum. However,
in the following year a more conservative Supreme Court struck
the measure down as an unconstitutional direct tax on property
in contravention of the constitutional stipulation that direct fed-
eral taxes be apportioned among the states according to popu-
lation.2 Subsequently, Congress proposed (1909) and the necessary
number of states ratified (1913) the XVI Amendment to the
United States Constitution which provides that •

The Congress shall have power to lay and collect taxes on incomes, from
whatever source derived, without apportionment among the several states,
and without regard to any census or enumeration.

CHAPTER 111.

INCOME TAXATION IN OTHER STATES

Federal Personal Income Tax

Springer vs. U.S., 102 U.S. 586 (1881).

2 Pollock vs. Farmers’ Loan and Trust Co., 157 U.S. 429 (1895); 158 U.S. 601
(1895).
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Under authority of this amendment, Congress passed the Income
Tax Act of 1913 which taxed net personal income at the flat
rate of 1%, with net incomes of over $20,000 being subject to
graduated surtaxes of 1% to 6%. Thereafter, these rates of tax
were greatly increased as Congress utilized its income tax power
not only to raise revenue in support of Great Depression pro-
grams, wartime costs and Cold War activities, but also as a major
instrument of contracyclical economic control. And, in 1943, in-
come tax withholding was introduced to facilitate collection of
this heavier tax burden. Currently, the federal personal income
tax is levied at graduated rates ranging up to a maximum of
70%, having been reduced from a higher 91% maximum by the
Internal Revenue Act of 1964.

State Personal Income Taxes 1

In America, the forerunner of the present-day state income tax
was the “faculty tax”, which was essentially an occupational tax
based rather crudely on the comparative profitability of various
professions, trades and employments. It was intended to equalize
in some degree the tax treatment of (a) persons whose income
was derived from realty and personalty subject to the property
tax, and (b) persons whose wealth stemmed primarily from the
rendering of services. The faculty tax was imposed originally by
the Plymouth Colony (1643) and the Massachusetts Bay Colony
(1646), whose examples were followed by ten other colonies or
states by 1786.2

In Massachusetts, the faculty tax was gradually merged with
the local property tax, so that the income of a person from pro-
fessions, employments and trades was subject technically to taxa-
tion by his city or town of residence at the prevailing local prop-
erty tax rate. In 1849, the General Court exempted from that

1 Sources: (a) U.S. Advisory Commission on Intergovernmental Relations, Fed-
eral-State Coordination of Personal Income Taxes, Report A-27, U.S. Govt.
Printing Office, Washington, D.C., October 1965, 215pp.; (b) Melichar, E., State
Individual Income Taxes Impact of Alternative Provisions of Burdens,
Progression and Yields, University of Connecticut, Storrs Agricultural Experi-
ment Station, Monograph2, July 1963, 82pp.

2 New Haven (1650), Rhode Island (1673), New Jersey (1684), South Carolina
(1700), New Hampshire (1719), Delaware (1752), Maryland (1777), Vermont
(1778), Pennsylvania (1782), Virginia (1786).
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tax the first $6OO of such annual income; and in 1872, that exemp-
tion was raised to $2,000. For the most part, the “faculty” as-
pect of the local property tax was enforced unequally and inef-
fectively by local authorities in Massachusetts. Other faculty tax
states experienced similar difficulties in its administration.

Dissatisfaction with the faculty tax, and the need for additional
state revenue to finance public improvements, debt retirement
and Civil War era activities, led to the enactment of income tax
statutes by eleven states between 1838 and 1865 (S.C., Pa., Md.,
Ala., Va., Fla., N.C., Tex., Mo., Ga., and La., in that order). Most
of these states appear to have relied upon proportional tax rates,
in some instances varying with the type of income taxed as is
now done in Massachusetts. However, graduated income taxation
was introduced by Virginia in 1853. Because of low yields, and
popular objections, such income taxes were abandoned by 1901 in
all but three of these eleven states (N.C., S.C. and Va.).

The “reform” atmosphere of the early 1900 s renewed interest
in the personal income tax as states sought (a) to develop new
revenue sources, (b) to find more effective methods of reaching
intangibles than the property tax, and (c) to devise a fairer com-
parative treatment of property-owners vs. non-property owners
under the state-local tax system. Following World War I, this state
interest slackened in the face of prevailing conservatism, as states
found consumer taxes adequate for their fiscal needs and political-
ly more palatable. However, the Great Depression of 1929-1937
sparked state activity in the income tax field as new revenues
became necessary to pay for expanded educational, welfare, unem-
ployment relief and public works programs. Thereafter, intensive
exploitation of income taxation by Congress to finance World
War 11, Cold War programs and the Korean War discouraged great-
er state use of the personal income tax, and stimulated more
state adoptions of sales taxes and other excises.

Since the year 1900 a total of 39 states and territories enacted
state or territorial personal income tax statutes. These 39 juris-
dictions, listed in the following Table 4 according to the years
in which they adopted that tax, include 36 states and one ter-
ritory (Puerto Rico) which still have a personal income tax, and
two other jurisdictions which have abandoned personal income
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taxation altogether (South Dakota, 1935-1943, and Nebraska, 1965-
1966). In quite a few instances, such income tax laws were not
enacted until many years after state adoption of the necessary
constitutional enabling provision.

State income tax withholding, initiated in Oregon in 1947, is
now practiced in all but four of the 37 jurisdictions in Table 4
(Miss., N.H., N.D. and Tenn.).
Table 4. Adoptions of State and Territorial Income Tax Laws Since 1900

Year Year Year
Jurisdiction Enacted Jurisdiction Enacted Jurisdiction Enacted

Hawaii 1 1901 Arkansas 1929 lowa 1934
Wisconsin 1911 Georgia 1929 Louisiana 1934
Mississippi 1912 Oregon 1930 California 1935
Oklahoma 1915 Idaho 1931 So. Dakota 19355

Massachusetts 1916 Tennessee 19314 Kentucky 1936

Virginia 19162 Utah 1931 Colorado 1937
Delaware 1917 Vermont 1931 Maryland 1937
Missouri 1917 Alabama 1933 Alaska 1949
New York 1919 Arizona 1933 Puerto Rico 19526
No. Dakota 1919 Kansas 1933 New Jersey 19617

No. Carolina 1921 Minnesota 1933 W. Virginia 19618
So. Carolina 19223 Montana 1933 Indiana 1963
New Hampshire 19234 New Mexico 1933 Nebraska 19659

1 Territory until 1959-1960. Thereafter, state.
2 Modern income tax substituted for previous Income tax.
31897 income tax repealed in 1918. New tax adopted in year shown.
4 Tax applies to investment income only.
5 Income tax abolished, 1943.
6 Establishment of commonwealth government.
7 Tax applies to N.J. income of N.Y. residents, and N.Y. income of N.J. residents.
8 Income tax law of 1935 repealed in 1943, reestablished in 1961.
9 Statute passed by legislaturebut rejected by voters in 1966.

Local Personal Income Taxes 1

Since 1939, personal income taxes have been levied by the Dis-
trict of Columbia and by counties, cities and other local govern-
ment units in at least eight states (Ala., Ky., Md., Mich., Mo.,
N.Y., Ohio and Pa.). These income taxes are authorized by (a)
federal law in the District of Columbia, (b) by statute in five

Source: Wise. Legislative Reference Bureau, Municipal Income Taxation,
Information Bulletin No. 66-6, Madison, Wise., 12 pp., at pp. 3-4.
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states (Md., Mich., Mo., N.Y. and Pa.), (c) by interpretations of
statutory local licensing powers in two states (Ala. and Ky.) and
(d) by an interpretation of constitutional municipal home rule
powers in one state (Ohio).

The City of Philadelphia and the District of Columbia were the
first to impose such municipal levies (1939), the former relying
on statutory authorization dating back to 1932. Currently, as in-
dicated in Table 5 below, a total of at least 1,913 counties, munici-
palities and school districts now utilize local income taxes to meet
their burgeoning costs. This total includes such major cities as
Washington, D.C. (1939), Philadelphia (1939), Toledo (1946),
Louisville (1949), St. Louis (1949), Cincinnati (1954), Pittsburgh
(1954), Detroit (1962), Kansas City in Missouri (1964), and New
York City (1966). Not included are one city (Baltimore) and 23
counties in Maryland authorized by a 1966 statute to levy income
taxes, whose use of such powers has not been reported.

Proportional (flat-rate) local personal income taxes of 1% or
less are levied by nearly all these local governments, with only
Gadsden (Ala.) and Newport (Ky.) reporting rates as high as
2%. Graduated local personal income taxes are reported only in
New York City (4/10% to 2%) and Washington, D.C. (2% to
5%).

Table 5. Number of Local Governments, by State, Levying Personal

Income Taxes in 1966-1967

Governmental Units Levying TaxFirst Tax Ra\

State Adopted Counties Municipalities Districts Total Lowest Highest

Ala. 1957 1 1 2% 2%
Ky. 1948 1 16 17 0.64% 2%
Md. 1966 —1 NR 1%
Mich. 1962 5 5 0.5% 1%
Mo. 1948 2 2 0.5% 1%
N. Y. 1966 1 1 0.4% 2%
Ohio 1946 95 95 0.4% 1%
Pa. 1939 761 1,030 1,791 0.25% 1.625%
D. C. 1939 1 1 2.5% 5%

Totals 1 882 1,030 1,913

1 Statute of 1966 authorizes City of Baltimore and 23 counties to levy tax not
exceeding 1%. Local action not yet reported.
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Income Tax Provisions of State Constitutions
The constitutions of the 50 states and Puerto Rico vary in their

treatment of the legislature’s power to levy personal income tax-
es. In 48 states and in Puerto Rico, the legislature possesses an
expressed or implied general power to impose such taxes, or is
at least not forbidden to do so. In 37 of these 48 jurisdictions, a
state or territorial personal income tax law has been enacted,
while local income taxes are authorized by statute in eight juris-
dictions (including five with and three without a state income

J 9 tax). Only two states have constitutional bans against state person-
al income taxes (Fla. and Wash.). The following text summarizes
the highlights of these constitutional provisions, legal references
to which are cited in Appendix A of this report.

Authority to Impose Tax
Of these 51 jurisdictions, 24 have either general or detailed con-

stitutional provisions specifically authorizing the levying of a state
personal income tax. Such a tax is now in effect in 19 of the 24
states in this group (Ala., Ariz., Calif., Colo., Ind., Kans., Ky.,
La., Mass., Mo., Mont., N.Y., N.C., Okla., S.C., Utah, Va., W.Va.,
and Wise.). The remaining five states have not enacted state per-
sonal income taxes although constitutional authority to do so is
specifically provided (Mich., Nebr., Ohio., S.D. and Tex.). The
constitutions of ten of these 24 states give explicit permission for
a graduated state income tax (Ariz., Colo., Kans., La., Ohio, S.C.,
S.D., Utah, W.Va., and Wise.); in one of the ten, Utah, that tax
is constitutionally mandatory. Proportional or “flat-rate” state in-

come taxation alone is allowed expressly by the constitutions of
two states {Mass., and Mich.). Income taxation, without specifica-
tion of either proportional or graduated rates, is stipulated in the
remaining 12 state constitutions (Ala., Calif., Ind., Ky., Mo., Mont,
Nebr., N.Y., N.C., Okla., Tex. and Va.).

In the instance of 19 of the 51 jurisdictions, their constitutions
grant general powers of taxation which do not mention income
taxes specifically, but which have been or may be construed to
permit the same. State or territorial personal income tax statutes
are currently operative in 14 of these 19 jurisdictions (Ark., Del.,
Ga., Ida., Md., Minn., Miss., N.H., N.J., N.M., N.D., Ore., P.R. and
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Term.); this group of 14 jurisdictions includes three which levy
proportional taxes only (Md.; and N.H. and Tenn., on interest
and dividend income alone.) There remain five states among the
19 “generalized authority” jurisdictions which do not now levy
a state income tax (111., Nev., Pa., R.I. and Wyo.); of these five
states, three are believed to have power to assess proportional but
not graduated state personal income taxes (111., Nev. and Pa.).

Another six of the 51 jurisdictions are governed by state con-
stitutions which are wholly silent in respect to the types of taxes
which the state legislature may impose or the bases upon which
they may be levied. Of these six states, four have a graduated
state personal income tax (Alas., Ha., la., and Vt.) while the
two remaining states are without either a proportional or grad-
uated personal income tax (Conn, and Me.).

Finally, state personal income taxes of any variety are expressly
or implicitly prohibited by the constitutions of two of the 51
jurisdictions (Fla. and Wash.).

The constitutions of 23 states contain other stipulations or grants
of authority in respect to the type of personal income tax the state
legislature may impose. In some instances, these requirements are
very detailed, incorporating into the state constitution provisions
which elsewhere are left to statutory determination.

On this latter “detailed” score, at least three state constitutions
include specific basic exemptions or deductions for the calculation
of the taxpayer’s taxable net income (Ala., N.C. and Va.). Thus,
for example, one of these states - North Carolina provides
a constitutional basic taxpayer exemption of $2,000 for a married
taxpayer with dependents, and such an exemption of $l,OOO for all
other taxpayers. And the Virginia Constitution excludes from tax-
ation the first $6OO of the taxpayer’s annual income.

The maximum rate at which personal income may be taxed
is limited by the constitutions of at least four states, namely:
Alabama (5%), North Carolina (10%), Utah (6%), and Louisiana
(6%). In the instance of the last-named state, Louisiana, a specific
statutory schedule of personal income tax rates, together with
other detail, has been incorporated into the state constitution by
reference.

Othei' Constitutional Provisions
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At least five state constitutions permit the state legislature to
resort to classification in the taxation of income, if it so desires
(Colo., Ga., Md., Mass., and Mo.). However, the constitutions of
37 jurisdictions require “uniformity” in the levying of income and
other taxes, subject to certain conditions (Ala., Ariz., Ark., Colo.,
Del., Ga., Ida., Ind., HI., Kans., Ky., La., Me., Md., Mass., Mich.
Minn., Miss., Mo., Mont, Nebr., Nev., N.J., N.M., N.D., Okla.,
Ore., Pa., P.R., S.C., S.D., Tenn., Tex., Va., W.Va., Wise, and
Wyo.). In some states other than those with specific graduated
income tax powers, the courts have interpreted the latter “uniform-
ity” requirement so as to restrict narrowly the state legislature’s
freedom in respect to income taxation.

Other features included in state constitutions are: (a) provi-
sions specifically permitting the legislature to “conform” the state
personal income tax law to the federal income tax law by adopting
the definitions and criteria of the latter (Colo., Kans., Nebr., N.Y.
and N.D.); (b) requirement of a referendum relative to certain
changes in the state personal income tax law (Ark.); and (c)
earmarking of state personal income tax revenues for the sup-
port of education (Utah).

State Personal Income Tax Rates

Currently, 36 states collect a state personal income tax. That
tax is graduated in 31 states, while proportional “flat rate” taxes
only are assessed in the five states of Indiana, Maryland, Massa-
chusetts, New Hampshire and Tennessee.

The following Table 6, compiled from United States Census Bu-
reau reports, presents data as to selected major features of the per-
sonal income taxes levied by 36 states. A wide range of practices
is in effect among these state personal income tax laws in re-
spect to tax rates, the types of income taxed, personal exemptions
and major deductions. The impact of those state tax rates upon
taxpayers with like federally taxable incomes varies from state to
state even when the state tax rates are the same, because of dif-
fering state generosity in regard to exemptions and deductions.
Hence, state tax rates alone are not fully reflective of the com-
parative burdens of state personal income taxes.
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Among the 31 states with graduated personal income taxes, the
minimum rate of tax varies from a low of % of 1% in lowa
to a high of 3% in Colorado, North Carolina and Oregon. Within
this spectrum, minimum tax rates of from 1% to 1.3% prevail in
nine states (Ariz., Ark., Calif., Ga., Mo., Mont, N.D., Okla. and
W.Va.); minimum rates of 1.5% or 2% are effective in another
thirteen states (Ala., Del., Ky., La., Minn., Miss., N.J., N.M., N.Y.,
S.C., Utah, Vt. and Va.); and minimum rates of 2 1/4%, 2%% or
2.7% are levied in the remaining five of the 31 graduated income
tax states. This last group includes Alaska whose 16% of “federal
income tax liability” tax produces a minimum state tax equivalent
of about 2 1/4%.

The maximum rates of state graduated income taxation vary
from a low 3% in Mississippi to a high of 12% in Minnesota. In
between these extremes are seven states with ceilings of from
4% to 5.9% (Ala., Ariz., Ark., lowa, Mo., Va. and W.Va.); ten
states with maximum rates of 6%, &Yz% or 7% (Calif., Ga., Kans.,
Ky., La., N.M., N.C., Okla., S.C. and Utah); and 12 states with
maximum tax rates of as little as 7%% to as much as 11% (Alas.,
Colo., Del., Ha., Ida., Mont., N.J., N.Y., N.D., Ore., Vt. and Wise.).
The Alaska state tax equivalent of about 11% results from a
state levy of 16% upon a single taxpayer’s federal income tax li-
ability.

In the five states with proportional “flat rate” income taxes,
three tax “earned income” from professions, trade or business at
rates of 2% (Ind.), 3% (Md.), and 3.075% (Mass.).

Of the five proportional tax states, Indiana applies its 2% levy
against other types of taxable income; Massachusetts taxes an-
nuity income at 1.845%, interest and dividends at 7.38%, gains
from sales of intangibles at 7.38%, and gains from certain eminent
domain takings at 50%; Tennessee assesses a 4% levy on dividends
of corporations with at least 75% of their taxable property in that
state, and a tax of 6% on other interest and dividends; and New
Hampshire and Maryland apply tax rates of 4% % and 5% respect-
ively to investment income.

States With Proportional Tax

States With Graduated Tax
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In general, these rather high state levies upon investment in-
come and capital gains reflect the origin of such taxes as a sub-
stitute for local property taxation of intangibles. The Massachu-
setts proportional levy of 7.38%, is severe when contrasted with
the lower rates applied by all four of its sister proportional in-
come tax states and by 18 of the 31 graduated income tax states.

Personal exemptions for single and married taxpayers, and for
each dependent of such taxpayer, are provided in varying degrees
by 30 of the 36 income tax states. In dollar amounts, the smallest
of these basic personal exemptions are those reported by Vermont
($5OO per single taxpayer, $l,OOO per married taxpayer, and $5OO
per dependent) and New Hampshire ($6OO for a single or married
taxpayer, with no dependent exemption). The most liberal basic
personal exemptions are those effective in Mississippi which allows
a $5,000 exemption for a single taxpayer and $7,000 for a mar-
ried taxpayer, but no dependency exemptions.

Eleven states grant basic personal exemptions of $6OO for a
single taxpayer, $1,200 for a married taxpayer, and $6OO per de-
pendent (Del., Ha., Ida., Kans., Mont., N.J., N.M., N.Y., Ore., Utah
and W.Va.). Akin to this group is a twelfth state, Alaska, which
indirectly incorporates in its tax, fixed at 16% of the taxpayers’
federal income tax liability, the basic exemption of $6OO for a
single taxpayer, $1,200 for a married taxpayer whose spouse is
wholly dependent upon him, and $6OO per other dependent. A
thirteenth state, North Dakota, provides basic personal exemptions
of $6OO per single taxpayer, $1,500 per married taxpayer, and $6OO
per dependent.

Another dozen states accord basic personal exemptions more
liberal than the foregoing, but less generous than Massachusetts
(Ala., Ariz., Calif., Colo., Ga., Ind., Md., Mo, N.C, Okla, S.C. and
Va.).

Massachusetts, which allows basic personal exemptions of $2,000
per single taxpayer, $2,500 for a married taxpayer whose spouse
has an annual income of under $2,000 and $4OO per dependent,
is the third most liberal state on this score among the 30 “exemp-

Basic Personal Exemptions

Exemptions and Deductions
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tion” states. However, this liberality is tempered by the limitation
of such exemptions to the tax upon income from professions,
trades, employments and business. In the case of income from
annuities, interest and dividends received by a single taxpayer
whose total income from all sources is under $5,000 per annum,
or by a married taxpayer with such total income of less than
$7,500, the exemption allowed is the smaller of (a) $l,OOO or
(b) the unused portion of the exemption applicable to the tax-
payer’s income from professions, trades, employment and business.

Only two states Louisiana and Mississippi provide more
liberal exemptions than does Massachusetts.

Among the six states without basic personal exemptions are (a)
Tennessee and (b) five states which instead allow the taxpayer a
“tax credit” for himself, his wife and each dependent (Ark., la.,
Ky., Minn, and Wise.).

In addition to the foregoing there are three other major types
of state personal income tax exemptions which merit brief men-
tion, namely:

(1) Exemptions for aged persons, usually taxpayers and their spouses who
have attained 65 years of age, are authorized by 19 states (Alas., Ariz.,
Colo., Del., Ga., Ha., Ida., Ind„ Kans., Md, Mass., Mont., N. M., N. Y„
N. D., S. C., Bt., Va., and W. Va.). In addition, five other states grant
a tax credit to the elderly (la., Ky., Minn., Ore. and Wise.).

(2) Exemptions for blind persons are provided by 24 states (Alas., Ariz.,
Calif., Colo., Del,, Ga., Ha., Ida., Ind., Kans., La., Md., Mass., Mont.,
N. M., N. Y., N.C., N. D., Ore., S. C., Utah, Vt., Va., and W. Va.). An-
other three states grant a tax credit in lieu of such an exemption
(la., Ky. and Minn.).

(3) Student exemptions are granted by at least ten states (Kans., La., Md.,
Mass., Mont., N. M., N. Y., S. C., Utah and W. Va.).

Most personal income tax states authorize a variety of exclu-
sions and deductions by the taxpayer in calculating his taxable
net income.

Common exclusions include (a) retirement income, notably so-
cial security and veterans’ pensions; (b) interest on federal, state

Other Exemptions

Exclusions and Deductions
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and local securities; (c) certain gains on the sale of one’s own res-
idence; (d) armed forces pay; (e) unemployment compensation;
(f) sickness and death benefits; and (g) alimony received.

Among the more prominent deductions are: (a) federal, state
and local taxes; (b) losses from business or bad debts; (c) certain
business expenses incurred by the taxpayer in his profession or em-
ployment; (d) interest on personal indebtedness; (e) charitable
contributions; (f) child-care costs; (g) alimony payments by the
taxpayer; (h) moving expenses; and (i) medical expenses.

The most significant of these subtractions from taxpayer gross
income is the deduction allowed for the taxpayer’s federal income
tax liability. This deduction is authorized by 19 states (Ala., Ariz.,
Colo., Del., Ida., lowa, Kans., Ky., La., Mass., Minn., Mo., Mont.,
N.M., N.D., Okla., Ore., S.C. and Utah). However, it is not per-
mitted by the District of Columbia or by 17 states (Alas, Ark.,
Calif., Ga., Ha., Ind., Md., Miss., N.H., N.J., N.Y., N.C., Tenn., Vt,
Va., W.Va. and Wise.).

Table 6. Selected Features of Income Tax Laws of 36 States in 19661

Name Income Tax Rate Income Brackets Personal income
of Range ( Percent ) Lowest: Highest: Exemptions Tax

State Lowest Highest Inc. Under Inc. Over Single Married Depend. Deducted

30 $ 5,000 $1,500 $3,000 $ 300 YesAla. 1.5 5.0 $ 1,000 $

Alas. (16% of federal
Noinc. tax liability)

Ariz. 1.3 5.9 1,000 7,000 1,000 2,000 600 Yes
000 25.000 (17.50)2 (35.00)2 (6)2 NoArk.' 1.0 5.0

3,000 600 No
1,500 750 Yes
1,200 600 Yes

Calif. I’.O 7.0 2.500 15,000 1,500
Colo. 3.05 8.05 1.000 10.000 750

1.5 11.0 1,000 100,000 600Del,

1.0 6.0 1,000 10,000 1,500 3.000 600 No
1.200 600 No
1.200 600 Yes
2.000 500 No

Ga
Ha. 2.25 11.0 500 3' 10,000 600

9.0 1,000 5,000 600Ida
2.0 1,000Ind

lowa 0.10 4.5 1,000 9,000 (15.00)2 (30.00)2 ( 7.50)2 Yes
Kans. 2.5 6.5 2,000 7,000 600 1,200 600 Yes
Ky. 2.0 6.0 3,000 8,000 (20.00)2 (40.00)2 (20.00)2 Yes

2,000 7,000 600

La.' 2.0 6.0 10,000 50,000 2,500 5,000 400 Yes
—• 800 1,600 800 NoMd,

No5.05
2,000 2,500 400 YesMass. 3.0754

No1.8455
No7.387

12.0 500 20,000 (19.00)2 (38.00)2 (19.00)2 YesMinn. 1
Miss. 2.0 3.0 5,000 5,000 5,000 7,000 No
Mo. 1.0 4.0 1,000 9,000 1,200 2,400 400 Yes
Mont. 1.1 7.9 1,000 7,000 600 1,200 600 Yes
N. H. 4.257 600 600 No

Miss. 2.0 3.0
Mo.

N. H. 4.257
1,000 15,000 600 1,200 600 NoN. J. 2.0 10.0

1,200 600 YesN. M. 1.5 6.0 10,000 100,000
Y. 2.0 10.0 1,000 15,000 600 1,200 600 No

N. C.‘ 3.0 7.0 2.000 10,000 1,000 2,000 300 No
,000 15,000 600 1,500 600 YesN. D. 1.0 11.0
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Table 6 (Continued)

Okla. 1.0 6.0 1,500 7,500 1,000 2,000 500 Yes
Ore. 3.0 9.5 500 8,000 600 1,200 600 Yes
S. C. 2.0 7.0 2,000 10,000 800 1,600 800 Yes
Tenn. 4.08 No

6.09 —• No
Utah 2.0 6.5 1,000 5,000 600 1,200 600 Yes
Vt. 2.0 7.5 1,000 5,000 500 1,000 500 No
Va. 2.0 5.0 3,000 5,000 1,000 2,000 200 No
W. Va. 1.2 5.5 2,00010 200,00010 600 1,200 600 No
Wise 2.7 10.0 1,000 14,000 (10.00)2 (20.00)2 (10.00)2 No

(1) Sources: (a) U.S. Dept, of Commerce, Bureau of the Census, State Tax Collections in 1966.
Governmental Finances Series, GF No. 8, 40pp., at. p. 12; (b) Commerce Clearing House,
State Tax Guide, 1967.

(2) Tax credit instead of exemption.
(3) Plus 2% surtax on income of over $5,000 from intangibles.
(It) Income other than investment income
(5) Investment income only.
(6) Annuities
(7) Interest and dividends; in Mass., also, gains from sale of intangibles,
(8) Dividends from corporations with 75% of taxable property in Tennessee.
(9) Other interest and dividends

(10) Different income brackets are effective for married taxpayers filing jointly, and for heads of
households. These brackets for individual.

Currently, at least 16 states have a personal income tax law
which conforms with the United States Internal Revenue Code
(Alas., Colo., Ha., Ida., Ind., lowa, Ky., Minn., Mont., N.J., N.M.,
N.Y., N.D., Vt, W.Va. and Wise.). In addition, Nebraska has
adopted a constitutional amendment permitting such conformity,
but as yet has no personal income tax law.

These “conformity” practices, first introduced by South Carolina
in 19221

, reflect efforts (a) to simplify taxpayer compliance by
enabling taxpayers to use one “tax language” in meeting both their
state and federal tax obligations, (b) to eliminate certain inequit-
ies which existed in earlier state income tax provisions, (c) to
ease state administrative problems in a revenue field occupied
jointly by state and federal authority, and (d) to increase state
income tax revenues.

The four main different approaches to state-federal personal in-
come tax conformity followed by these states have been summar-

State Practices Generally

State-Federal Income Tax Conformity

i Subsequently, South Carolina replaced its 1922 statute with a “non-conformed”
state income tax.
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ized thus by the Kansas Legislative Council in a recent study:

(1) Separate hut identical provisions. Under this approach, the state law
would be, with certain modifications, a verbatim copy of the federal
code. This was basically the approach of Kansas when the first income
tax statutes were adopted.

(2) Expressing state tax as a percentage of federal tax. Under this ap-
proach, there is no separate computation of state taxable income.
Instead the state taxes are expressed simply as a percentage of federal
tax. This is the approach used in Alaska.

(3) Defining income by reference to federal code as of a certain date. Here’
taxable income is defined for state purposes as being the same, with
certain modifications, as the federal taxable income as defined under
the federal provisions as of a certain date. Approximately eight states
use this approach.

(4) Defining income by reference to the federal code as the same may be
amended from time to time. The approach is the same as alternative
(3) except that the reference to the federal code is not as of a certain
date, but is a prospective reference to such code as it may be amended
from time to time in the future. This approach is used by about 13
states.

In some states, difficulties have resulted from the use of state
income tax provisions which incorporate federal code features by
reference. On occasion, such state “reference” provisions have been
questioned as an unconstitutional delegation of state legislative
power to Congress and to federal administrative officials charged
with implementing with regulations the United States Internal
Revenue Code. State courts have sustained federally-conformed
state income statutes in at least three states, Alaska, Georgia
and South Carolina.2 However, such conformity was invalidated
by the Arkansas Supreme Court in a 1965 decision affecting a cor-
poration income tax law.3 To remove such judicial objections, at
least five states have incorporated appropriate authority into their
constitutions for conforming their state income tax laws to the
Federal Internal Revenue Code (Colo., Kans., Nebr., N.Y. and N.D.).

Kans. Legislative Council, Research Dept., Income Tax Conformity, Report of
the Technical Advisory Committee to the Committee on Assessment and Tax-
ation, Publication No. 259, Topeka, Kans., December 1966, 42pp., at pp.7-8.
Santee Mills vs. Query, 122 S.C. 158 (1922); Featherstone vs. Norman, 170 Ga.
370 (1930); Alaska Steamship Co. vs. Mullaney, 12 Alas. 594 (1950). Georgia
and South Carolina no longer use income tax statutes conformed to the U.S.
Internal Revenue Code.

3 Cheney, Cmr. vs. St. Louis Railroad Co., 239 Ark. 870 (1965).
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A personal income tax was first levied by Alaska 18 years ago
(Session Laws of 1949, c. 115). That statute integrated portions of
the Federal Internal Revenue Code into the territorial tax system,
and levied a territorial personal income tax at the rate of 10%
of the taxpayer’s federal income tax liability.

Shortly after its enactment, the Alaska law was challenged in
the territorial courts as an unlawful delegation of legislative pow-
er. However, the Court of Appeals ruled that the tax was consti-
tutional since it stipulated that rules and regulations promulgated
oy the Federal Commissioner of Internal Revenue should be deemed
as regulations promulgated by the Alaska Tax Commissioner. In
its opinion, the court stated that—

The effort of the Alaska Legislature to make its territorial income tax
machinery conform to the federal act, and to preserve and continue such
conformity, makes sense. It makes for convenience to the taxpayer and
for simplicity of administration. . . A similar coordination has been rec-
ommended by students of income tax problems for adoption of the states
generally. Since the attainment of this uniformity was in itself a major
objective of the Alaska Legislature in enacting that the local law must
conform, the Alaska Legislature, which alone could make this decision, was
itself acting, and was not abdicating its functions, not, in our opinion,
making an invalid delegation to Congress.2

Subsequently, the rate of the Alaska personal income tax was
increased to 12%% (1955), 14% (1957) and 16% (1961), and was
continued when Alaska became a state.

When Congress revised the United States Internal Revenue Code
in 1964 to reduce substantially the burden of federal personal in-
come taxation, Alaska was confronted with the prospect of a sharp
and unwanted automatic reduction of state personal income tax
receipts. Accordingly, the Alaska Legislature in 1964 enacted a
federally-conformed state personal income tax law with its own
graduated tax rates. Subsequently, in 1965, the state returned to
its former 16% of taxpayer tax liability formula, but pegged it to
the federal tax rates in effect on December 31, 1963 rather than
to the new rates established by Congress in the Internal Revenue

Alaskan Practices 1

1 Source; Alas. Legislative Council, Taxes in Alaska A Handbook, November
1964, Bpp.

2 Alaska Steamship Co. vs. Mullaney, 12 Alas. 594 (1950).
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Act of 1964. Today, the personal income levy is the most pro-
ductive of Alaska’s state taxes.

Under the existing state law, employers are required to with-
hold from each employee’s pay 20 1/2% of the amount specified
by federal income tax withholding schedules for state income
tax withholding purposes.

As revealed by the following Table 7, the personal income tax
accounts for 20% or more of all state revenues in half (18) of
the 36 income tax states. In the state of Oregon, personal income
taxes produce 49% of total state revenues, while at the opposite
extreme New Jersey, which taxes only the New Jersey income of
New Yorkers and the New York income of New Jersey residents,
derives only 1.6% of its revenues from this source. In between are—

(a) Seven states which derive from 30% to 39.9% of their state revenues
from personal income levies (Alas., Del., Mass., Minn., N.Y., Va., and
Wise.);

(b) Ten states depending on that source for 20% to 29,9% of their reve-
nues (Colo., Ha., Ida., lowa, Kans., Md., Mont., N.C., Utah and Vt);

(c) Nine states deriving 10% to 19.9% of their revenues from personal in-
come taxes (Ala., Ark., Calif., Ga., Ind., Ky., Mo., N.D. and S.C.); and

(d) Eight states with lesser degrees of dependence (Ariz., La., N.H., N.M.,
Okla., Tenn. and W. Va.).

In dollar terms, the largest personal income tax collections in fis-
cal 1966 were those by the five states of New York ($1,285.8
million), California ($454.3 million), Wisconsin ($319.6 million),
Massachusetts ($253.8 million) and Minnesota ($221.2 million).
New Hampshire collected the smallest amount during that year
($2.2 million).

For the most part, state personal income tax collections repre-
sent only a small portion of all personal income of their inhabi-
tants. In 15 of the 36 income tax states, that tax is estimated to
amount to less than 1% of all personal income derived by their
inhabitants in the calendar year 1966. In another 13 income tax
states, including Massachusetts, that share was equivalent to from
1% to 1.7%. And in eight states, such income tax collections rep-
resented 2% to 2.9% of personal income therein.

Productivity of State Personal Income Taxes
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Table 7. State Personal Income Tax Collections in Fiscal 19661

Percent of State Percent of State

Amount Pers. Amount Pers.
State (Millions) Taxes Income State (Millions) Taxes Inc.(z>

Ala. $ 53.2 11.5% 0.8% Mo. $ 82.1 14.1% 0.7%
Alas. 19.2 36.4 2.2 Mont. 21.1 23.1 1.1
Ariz. 21.7 7.9 0.5 N.H. 2.2 3.7 0.1
Ark. 27.4 10.0 0.7 N.J. 9.7 1.6 0.04
Calif. 454.3 13.1 0.7 N.M. 19.0(3) 9.4(3) 0.8
Colo. 70.2 21.5 1.3 N.Y. 1,285.8 37.8 2.1

Del. 49.9 38.5 2.9 N.C. 165.0 21.2 1.6
Ga. 80.2 13.1 0.8 N.D. 9.2 10.9 0.6
Ha. 47.3 25.0 2.3 Okla. 30.3 7.8 0.5
Ida. 29.2 24.0 1.7 Ore. 147.3 49.0 2.7
Ind. 143.6 19.7 1.0 S.C. 52.9 14.7 1.1
lowa 80.8 20.7 1.0 Tenn. 8.2 1.7 0.1

Kans. 72.8 20.9 1.2 Utah 38.0 22.6 1.7
Ky. 69.7 16.5 1.0 Vt. 21.5 29.9 2.3
La. 30.4 4.6 0.4 Va. 165.1 31.2 1.5
Md. 159.8 27.5 1.5 W.Va. 23.7 8.9 0.6
Mass. 253.8 32.7 1.5 Wise. 319.6 38.8 2.8
Minn. 221.2 35.9 2.3
Miss. 9.7 3.7 0.2

All 36 States $4,302.8 21.9% 1.2%

<V Source; U.S. Dept, of Commerce, Bureau of the Census, State Tax Collec-
tions in 1966, Governmental Finances Series, GF No. 8, 40pp. at pp. 7 and
10. Fiscal years of all states tout the following close on June 30th; Ala.
(Sept. 30th); N.Y. (March 31st).

i«) Approximate estimated percentage only, reflecting 1966 state tax collections
on calendar 1965 taxpayer income.

is) Includes unsegregable amount of corporation net income tax collections
with personal income tax collections.

Number and Types of Proposals Since 1915
Since voter ratification in 1915 of Article XLIV of the Amend-

ments to the Massachusetts Constitution, permitting proportional
income taxation, a total of 67 graduated income tax proposals

CHAPTER IV.

MASSACHUSETTS GRADUATED INCOME TAX PROPOSAL

Legislative Background
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and special study reports favoring the same have been introduced
into the General Court. Of these 67 introductions, which are all in-
dexed in Appendix B of this report, 59 either contained or related
to specific proposals for constitutional amendments; seven more
sought indirect approaches to graduation through amendments to
the income tax statutes; and one measure requested a constitu-
tional convention to consider a graduated income tax.

Among the 59 proposals for constitutional amendments authoriz-
ing a graduate state income tax are (a) two specific proposals in-
cluded in reports of special commissions in 1929 and 1938, (b)
one specific proposal by the State Commissioner of Corporations
and Taxation in 1933, (c) three generalized proposals in messages
of the late Governor Paul A. Dever submitted in the period 1949-
1952, and (d) 53 other specific proposals by legislators, organiza-
tions and individual citizens. With minor variations, most of these
59 constitutional proposals repeated the provisions of six measures,
namely, the proposals of: (a) State Tax Commissioner Henry F.
Long in 1933 (House, No. 82), (b) Representative Roland D. Saw-
yer of Ware and others in 1935 (House, No. 1077), (c) the Spe-
cial Commission on Taxation and Public Expenditures in 1938
(House, No. 1709, Appendix A), (d) the Massachusetts State Fed-
eration of Labor in 1948 (Senate, No. 153), (e) the Massachusetts
Federation of Labor and then Representative Joseph D. Ward1 of
Fitchburg in 1954 (House, No. 1854), and (f) Senator Robert
Cramer of Berkshire and Representative Alexander J. Celia of
Medford in 1959 (House No. 1006).

Similarly, among the eight proposals for graduated income tax-
ation via statutory changes only, six were substantially identical
measures seeking establishment of the Massachusetts personal in-
come tax at a flat percentage of the taxpayer’s federal income
tax liability as is the practice in Alaska. The first proposal in
that series was introduced in 1958 by Representative Sumner Z.
Kaplan of Brookline (House, No. 1529).

While a detailed individual examination of these many grad-
uated income tax proposals and their legislative disposition would

Highlights of Graduated Income Tax Efforts Since 1915

Now Senator Joseph D. Ward, Chairman of the Legislative Research Council.
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not be feasible, this chapter does present briefly the highlights
of legislative action concerning those proposls since 1915. The or-
igin of the present pending proposed constitutional amendment
relative to a graduated state personal income tax (House, No.
1909 of 1966, reprinted as House, No. 291 of 1967), and its re-
ferral for study to the Legislate Research Council, has been treated
already in Chapter I of this report.

Favorable Special Commission Report of 1929. The first formal
legislative proposal for a graduated income tax since 1915 was
made to the General Court in 1929 by the Special Commission on
State, County and Local Taxation which was created in 1927 (Re-
solves, C. 44) 1 While advocating no repeal of Amendment Article
XLIV which authorizes a proportional income tax, the Special
Commission proposed the following alternative constitutional pro-
vision permitting graduation of income tax rates:

Full power and authority are hereby given and granted to the general
court to impose and levy reasonable duties and excises upon the receipt
of income, from whatever source derived, and also upon the transaction
of business by corporations, unincorporated associations, partnerships, trusts
or otherwise, measured by the amount of income received or other reason-
able method. Such duties and excises may be graded in respect to the
amount of income received, or classified, or both, but all such duties and
excises shall be uniform throughout the commonwealth. Reasonable ex-
emptions may, in the discretion of the general court, be granted therefrom,
and also, in connection with the imposition and levying of such duties and
excises, from the imposition and levying of proportional and reasonable
assessments, rates and taxes, as to any class of property. The power to
impose and levy duties and excises under this article shall not be affected
by any limitation or restriction applicable to the imposition and levying of
proportional and reasonable assessments, rates and taxes. Nothing con-
tained in this article shall abridge or limit any power or authority granted
to the general court by any other provision of the constitution to impose
and levy any kind of tax.

The Special Commission argued that the Commonwealth needed
a “general income tax of low but graduated rates with adequate
exemptions” to provide greater state revenue, and to afford fairer
treatment of taxpayers. It criticized as “unsound” the Massachu-

1 Mass. Special Commission Appointed to Investigate the Entire Subject of
State, County and Local Taxation, Report, House, No. 1075 of 1929, 107pp.,
at pp. 6-11, and Appendix C at p. 58.
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setts practice of taxing income from different sources at different
proportional rates. It found fault, especially, with the heavier rate
placed on investment income (then 6%) as contrasted with “earn-
ed” income since “so far as investment income gives
greater ability to pay to the recipient, that greater ability has
been reached for purposes of taxation by the taxes levied upon
the property or business from which such income is derived.” In-
stead, the Special Commission proposed an end to “source classi-
fication,” and taxation of all taxpayer annual net income at rates
graduated from 1% (net income under $5,000) to 3% (net incomes
of more than $25,000).

Following adverse reports by the Joint Committees on Taxa-
tion and on Constitutional law, the Senate and House rejected the
Special Commission report.

Proposal by State Tax Commissioner in 1933. Within another
four years, a new proposal for a constitutional amendment per-
mitting graduated income taxation was submitted to the General
Court in the annual report of Henry F. Long, State Commis-
sioner of Corporations and Taxation. 1 Commissioner Long’s pro-
posal repeated the provisions of the 1929 Special Commission
measure, but added a paragraph authorizing the General Court to
classify tangible property in a statewide uniform manner for prop-
erty tax purposes and to establish different proportional rates of
tax for each such class of tangible property. In his report, the
Commissioner stated that—

The Constitution of Massachusetts, being very restrictive and very
frequently interpreted, has caused the necessity of a narrow construction
io be in control when legislation is proposed . . . This proposal will permit
of legislation which will tend to give a better spread to the Massachusetts
tax base.2

Favorable Special Commission Report of 1938. A third signifi-
cant effort to authorize a graduated state personal income tax
was made in 1938 by the important Special Commission on Taxa-
tion and Public Expenditures which had been established by a
1 Mass. Commissioner of Corporation and Taxation, Annual Report, House, No.

69 of 1933, 10pp. At pp. 9-10. The draft of the proposed constitutional amend-
ment was printed separately as House, No. 82 of 1933.

2 House, No. 69 of 1933, supra., at pp. 9-10.
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1937 resolve to review the general subject of state and local fi-
nances, taxation and costs (C.3). In January of 1938, that Commis-
sion submitted to the General Court its exhaustive factual report
upon the state-local tax structure. 1 Within a month, that docu-
ment was followed by another report by the Special Commis-
sion2 which proposed that the proportional income tax clause of
the Constitution be revised to provide that—

Full power and authority are hereby given and granted to the general
court to levy a tax on the income of individuals, partnerships, associations
and corporations from all sources within the jurisdictions of the common-
wealth. The rates of such tax shall be uniform throughout the common-
wealth, but may be graduated progressively in accordance with the amount
of income received or by any other reasonable exemptions, exceptions, de-
ductions and credits. Nothing contained in this article shall abridge or limit
any power or authority granted to the general court by any other pro-
vision of the constitution to impose and levy taxes on income, or duties
and excises measured in whole or in part by income.

The Special Commission recommended the above constitutional
change to broaden the taxing authority of the General Court, but
urged subsequent enactment of a graduated state personal income
tax law only if an earlier proposal of the Commission for a 2%
retail sales and use tax were not enacted. 3 The Special Commission
also proposed elimination of the existing personal income tax
exemption of rental income if a state retail sales tax were adopted.

Legislative committees reported favorably the proposed consti-
tutional amendment, but not the sales tax measure. However, both
proposals failed to pass.

O’Neill Proposal of 1948. The first proposed constitutional
amendment re a graduated income tax to be considered by the
Senate and House of Representatives sitting jointly as a legisla-

Mass. Special Commission on Taxation and Public Expenditures, Report, Part
111, “The Tax Structure,” House, No. 1703 of 1938, 256pp. The income tax is

discussed at pp. 13-18, 98-112, and 186.
Mass. Special Commission on Taxation and Public Expenditures, Report, Part
IX, “Supplementary Tax Recommendations,” House, No. 1709 of 1938, 49pp.
The income tax is discussed at pp. 8, 11-13; the proposal appears in Appendix
A, at pp. 18-19.
Mass. Special Commission on Taxation and Public Expenditures, Report, Part
11, “Public Welfare, With Recommendations for an Emergency Relief Tax,"
House, No. 1702 of 1938, 213pp.
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tive constitutional convention was House, No. 562 of 1948, intro-
duced by Representative (now Congressman) Thomas P. O’Neill, Jr.
of Cambridge. That proposal duplicated a measure introduced in
the Senate on petition of the Massachusetts State Federation of
Labor (Senate, No. 153) which proposed substitution of the follow-
ing text for the present Constitutional Amendment Article XLIV:

Full power and authority are hereby given and granted to the general
court to impose and levy a tax on income in the manner hereinafter pro-
vided. Such tax may be at different rates upon income derived from dif-
ferent classes of property, and shall be levied at graduated rates in ac-
cordance with the amount of income received by the individual taxpayers.
The general court may tax income not derived from property at a lower
rate than income derived from property, and may grant reasonable ex-
emptions and abatements. Any property, the income from which is taxed
upon the provisions of this article, may be exempted from the imposition
and levying of proportional and reasonable assessments, rates and taxes as
at present authorized by the Constitution. This article shall not be con-
strued to limit the power of the general court to impose and levy reasonable
duties and excises.

Reported adversely by the Joint Committee on Constitutional
Law, this proposal was rejected by the legislative constitutional
convention by a vote of 90-133 on June 4, 1948.

Dever Administration Efforts of Within a year’s time,
a major effort was mounted by Governor Paul A. Dever (Demo-
crat), the Massachusetts Federation of Labor and allied groups
for a graduated income tax amendment to the state constitution.
This “tax reform” drive failed, although it came close to success.

In his inaugural address to the 1949 General Court, Governor
Dever requested that body to approve such a constitutional amend-
ment for ultimate submission to the voters, in order that the ad-
ditional revenues needed to pay growing state costs could be
raised “in accordance with the taxpayer’s ability to sustain the im-
pact of the tax levy.” 1 When the Joint Committee on Constitu-
tional Law reported that recommendation adversely, the Senate
substituted a constitutional proposal offered by Senator Charles
J. Innes of Suffolk which would revise Article XLIV to read as
follows (Senate, No. 719);

Inaugural Address of His Excellency Paul A. Dever to the two Branches of
the Legislature of Massachusetts, Senate, No. 1 of 1949, 32pp. at pp. 29-30.
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Full power and authority are hereby given and granted to the general
court to impose and levy a tax on income in the manner hereinafter pro-
vided. Such tax may be at different rates upon income derived from differ-
ent classes of property, but shall be levied at a uniform rate throughout
the commonwealth upon incomes derived from the same class of property,
and income not derived from property may be taxed at a lower rate than
income derived from property, or the general court may levy tax at a
graduated rate with respect to the total income received by the individual
taxpayer, and may in any case grant reasonable exemptions and abate-
ments. Taxes imposed by the United States of America by reason of the
receipt at any time of income by a taxpayer, which taxes are paid or ac-
crued by such taxpayer during the taxable year, shall be allowed as a
deduction in such year from the income of a taxpayer before imposition of
any tax thereon. Any class of property, the income from which is taxed
under the provisions of this article, may be exempted from the imposition
and levying of proportional and reasonable assessments, rates and taxes as
at present authorized by the construction. This article shall not be con-
strued to limit the power of the general court to impose and levy reasonable
duties and excises.

In the meantime, the Joint Committee on Constitutional Law
reported favorably a second proposal, by Representative Louis K.
Nathanson of Boston and others, which repeated the provisions
of the O’Neill measure of 1948 (House, No. 1286 of 1949).

Subsequently, both these constitutional amendments were consid-
ered by the General Court in legislative constitutional convention
which sat intermittently during June, July and August of 1949.
The first proposal, in Senate, No. 719, won a majority vote (118-
102) but fell short of the absolute majority (141 votes) required
for “agreement” to a constitutional amendment. Similarly, the fin-
al vote (138-108) favoring the second proposal, House, No. 1286,
lacked that required absolute majority also.

In 1950 Governor Dever supported a measure introduced by
Representative Wilfred S. Mirsky of Boston which repeated the
terms of the O’Neill Bill of 1948 (House, No. 319 of 1950). In
June of 1950, this proposal, endorsed by the Joint Committee on
Constitutional Law, was later “agreed to” for a first time, with
minor changes, by a legislative constitutional convention by the
necessary absolute majority vote (144-124), and referred to the
1951-1952 General Court for second “agreement” and submission
to the voters. Unsuccessful in his request for action on this meas-
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ure by the General Court in 1951,1 the Governor submitted a
special message to that body in 1952 calling a legislative constitu-
tional convention to consider House, No. 319 of 1950 a second
time, over the objections of the Senate which was dominated by
Republican opponents.2 However, the graduated income tax pro-
posal was rejected by a convention vote of 115 yeas to 155 nays
on May 14, 1952.

Defeat of that measure had been urged by the Special Com-
mission on Taxation on the grounds that the proposed constitu-
tional amendment (1) would give too much power to the General
Court in taxing incomes, (2) retained discriminatory taxation of
income by source, (3) permitted graduated taxation of income at
different rates for different sources, and (4) omitted the require-
ment of uniformity of taxation statewide.3

A. F. of L. Proposal of 1955. Three years later, a legislative
constitutional convention considered a proposal for a graduated
income tax amendment, introduced by Representative (now Sen-
ator) Joseph D. Ward of Fitchburg on petition of the Massachu-
setts Federation of Labor. That measure, House, No. 1297 of 1955,
repeated an earlier proposal by the same petitioner (House, No.
1854 of 1954), which would revise Article XLIV to read as
follows:

Full power and authority are hereby given to the general court to
impose and levy excise taxes at proportional or graduated rates on incomes,
and to grant reasonable exemptions and abatements. Property, the income
from which is taxed under the provisions of this article, may be exempted
from the imposition and levying of proportional and reasonable assess-
ments, rates and taxes as at present authorized by the Constitution. This
article shall not be construed to limit the power of the general court to
impose and levy other reasonable duties and excises.

The Joint Committee on Constitutional Law, which reported
the above constitutional amendment favorably, urged addition of
1 Budget Message of His Excellency Paul A. Dever to the General Court of the

Commonwealth of Massachusetts, House, No. 1 of 1951, 123pp. at p. xi.
2 Special Message, in House, No. 2442 of 1952, 6 pp. Article XLVIII of the

Amendments to the Massachusetts Constitution, as amended by Article
LXXXI of said Amendments, authorizes the Governor to call a constitutional
convention to act on measures approved by a prior convention, if the General
Court does not convene voluntarily for that purpose.

3 Mass. Special Commission on Taxation, Third Interim Report, House, No.
2436 of 1952, 11pp.
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a proviso limiting the maximum rate of graduated income taxa-
tion to three times the minimum rate thereof. By a vote of
145-98, the convention ordered the measure to a third reading
on May 16, 1955, but adjourned without taking further action.

Voter Rejection of Proposal in 1962. In 1959, Representative
Alexander J. Celia of Medford and Senator Robert P. Cramer
of Berkshire co-sponsored a proposed constitutional amendment
which would permit the General Court to levy a graduated in-
come tax as an alternative to the proportional tax allowed by
Article XLIV (House, No. 1006). Reported favorably by the Joint
Committee on Constitutional Law, this proposal was considered in
May of that year by a legislative constitutional convention which,
by a favorable absolute majority vote of 143-118, agreed to the
following revised text;

Full power and authority are hereby given and granted to the general
court, in the alternative to the exercise of the power and authority to im-
pose and levy a tax on incomes in the manner provided in Article XLIV
of the Amendments to the Constitution of the Commonwealth, to impose
and levy a tax on incomes at rates which are proportioned or graduated
according to the amount of income received, irrespective of the source
from which it may be derived, and to grant reasonable exemptions, deduc-
tions, and abatements. Any property the income from which is taxed under
the provisions of this article may be exempted from the imposition and
levying of proportional and reasonable assessments, rates and taxes as at
present authorized by the constitution. This article shall not be construed
to limit the power of the general court to impose and levy reasonable duties
and excises.

Taken from the files and reprinted in 1961 (Senate, No. 450),
this proposal was reported favorably by the Joint Committee on
Constitutional Law, and subsequently agreed to a second time (by
a vote of 144-121) by a legislative constitutional convention held
on May 29, 1961. However, at the state biennial election in No-
vember of 1962, the proposed constitutional amendment was re-
jected by the electorate by a 5-1 majority (277,611 yeas vs.
1,395,996 nays).

Pending Constitutional Proposal in House, No. 291 of 1967
The pending proposal for a constitutional amendment authorizing

a graduate state income tax originated as one of six constitutional
proposals introduced into the 1966 session of the General Court.
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Five of these six introductions were identical with the consti-
tutional proposal which had been rejected by the voters in 1962.
These five measures were filed, respectively, by Senator Vite J.
Pigaga of Worcester (Senate, No. 66), and by Representatives
Jack H. Backman of Brookline (House, No. 300), David N. Vig-
neault of Springfield (House, No. 2078), Thomas F. Farrell of
Worcester (House, No. 2737), and Joel S. Greenberg of Pittsfield
(House, No. 2889).

The sixth measure, quoted below, proposed state income taxa-
tion based on a percentage of the taxpayer’s federal income tax
liability (House, No. 1909 of 1966). It was co-sponsored by five
legislators, namely, Representatives Jack H. Backman of Brookline,
John R. Buckley of Abington, Richard J. Dwinell of Millbury,
Lester J. Gates of Scituate and Michael J. Harrington of Salem.
This proposed constitutional amendment stipulated that

Full power and authority are hereby given and granted to the General
Court to impose and levy a tax on incomes which shall be imposed and
levied as a percentage of the total federal income tax imposed or levied
on an individual under the Federal Income Tax Law. This power and
authority is hereby given and granted in the alternative to the exercise
of the power and authority to impose and levy a tax on incomes in the
manner provided in Article XLIV of the Amendments to the Constitution
of the Commonwealth. Any property the income from which is taxed under
the provisions of this article may be exempted from the imposition and
levying of proportional and reasonable assessments, rates, and taxes other-
wise authorized by the Constitution. This Article shall not be construed
to limit the power of the General Court to impose and levy reasonable
duties and excises.

After public hearings, all six of the foregoing measures were
reported favorably by the Joint Committee on Constitutional Law
on April 13, 1966 and were placed on file. Subsequently, two
of these proposals were placed upon the agenda of the legislative
constitutional convention which met in four sessions from May
11, 1966 through August 30, 1966 (Senate, No. 66 and House, No.
1909).

At its meeting of July 20, 1966, the convention, on the motion
of Senate President Maurice A. Donahue, revised the constitu-
tional proposal in House, No. 1909 to provide four alternative
approaches to the taxation of income, namely: (1) continuation
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of proportional income tax policies; or (2) a state graduated in-
come tax conforming to the federal income tax; or (3) an “Alaska-
type” tax stated as a percentage of the taxpayer’s federal income
tax liability; or (4) a state graduated state income tax unrelated
to the federal income tax. The Donahue changes would further
require that any graduated income tax grant exemptions and de-
ductions without regard to the type of income being taxed. As
so revised the proposed constitutional amendment combined fea-
tures of both Senate, No. 66 and House, No. 1909, to read as fol-
lows:

The general court shall have full power and authority to impose and
levy a tax on incomes at rates which are proportioned or graduated ac-
cording to the total amount of income received and to grant reasonable
exemptions, deductions and abatements, as an alternative to the exercise of
the power and authority to impose and levy a tax on incomes in the man-
ner provided in Article XLIV of the Amendments to the Constitution of
the Commonwealth. Notwithstanding any other provision of this Consti-
tion, and without limiting the generality of the foregoing, such tax may
be imposed and levied by the application of a uniform rate to the individ-
ual income tax liability as determined under the laws of the United States
or by the application of graduated rates to the total individual income tax-
able under the laws of the United States or by the application of graduated
rates to the total individual income taxable under the laws of the United
States. In either case, the general court may define the tax liability or the
total income upon which such tax is imposed or levied and the graduated
rates at which it is taxed by reference to any provision of the laws of the
United States as the same may be or become effective at any time or from
time to time, and may prescribe reasonable exemptions, and modifications
to such provision. In any event the graduated rates, exemptions and deduc-
tions shall be set without regard to the kind of income being taxed.

This revised version of House, No. 1909 was then agreed to by
the legislative constitutional convention by the necessary absolute
majority vote (188-46) on August 30, 1966, and was referred to
the next General Court for second agreement.

Both major parties split “pro” and “con” giving a bipartisan
flavor to this vote.

Taken from the files on motion of Representative John R. Buckley
of Abington and reprinted as House, No. 291 of 1967, that pro-
posed graduated income tax amendment has been reported fav-
orably, after a public hearing, by the Joint Committee on Con-
stitutional Law on February 28, 1967, and has been placed on
file to await further action by the current 1967-1968 General Court.
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On that same date, the Joint Committee on Constitutional Law
reported adversely a second proposal for a constitutional amend-
ment, introduced by Representative Freyda P. Koplow of Brook-
line, which would allow only an “Alaska-type” tax as follows
(House, No. 1181 of 1967):

The general court shall have full power and authority to impose and
levy a tax on incomes at rates which may be imposed and levied by appli-
cation of a uniform rate to the individual income tax liability as determined
under the laws of the United States. The general court may prescribe
reasonable exceptions and modifications to such provision.

Thus, both broad and limited approaches to a state graduated
income tax are before the General Court for its consideration.

Through the years, proposals for a constitutional amendment
authorizing a state graduated income tax have been supported pri-
marily by (a) liberal political elements motivated by social and
economic doctrine, and (b) groups interested more pragmatically
in enlarging the taxing power of the state in order to finance
expanding state and local government services. The former group
of supporters has included the old Progressive “Bull Moose” Party
of the early 1900s, the Socialist Party, the Democratic Party,
the American Federation of Labor, the Congress of Industrial Or-
ganizations, and the Americans for Democratic Action. The latter
“pragmatic” supporters have included from time to time organiza-
tions such as the Massachusetts League of Women Voters, and
various state and local officials.

Opposition has stemmed largely in the past from conservative
quarters, including the Republican Party, the banking community,
the insurance industry, public utilities, real estate organizations,
and other groups who feel that a properly-structured proportional
income tax is fairer and less subject to political abuse than a
graduated income tax. In recent years, these opponents have num-
bered in their ranks such organizations as the Associated Industries
of Massachusetts and the Massachusetts Federation of Taxpayers
Associations (now the Massachusetts Taxpayers Foundation).

Proponent and Opponent Forces

Arguments For and Against Proposal
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Within the past few years, leaders of some of the large inde-
pendent craft unions have registered opposition to a graduated
income tax. On the other hand, significant Republican support
has been manifested for the pending constitutional proposal,
House No. 291.

The following text summarizes these “pro” and “con” argu-
ments concerning the income tax under the eight headings of (1)
Need for Enlarged State Tax Powers, (2) Federal-State Competi-
tion in Income Taxation, (3) Fairness of Proportional vs. Graduated
Tax, (4) Tax Rate Ceilings, (5) Present Income Classification Prac-
tices, (6) Impact on State Economy, (7) Simplifying State Income
Tax Administration, and (8) Independence of State Tax System.
The varying lengths of proponent and opponent discussion of these
eight aspects of graduated income taxation reflect the different
stress placed thereon by each side.

Proponents contend that in the near future, substantial additional
revenues will be required both for state purposes and for state-
aided local government needs which cannot be obtained in suf-
ficient degree under the existing proportional state income tax,
the 3% state retail sales tax or other excises. Among these pro-
jected needs suggested by proponents are such costly undertak-
ings as—■

(1) The establishment, staffing and operation of regional mental health,
public welfare and veterans’ services centers.

(2) Reorganization, modernization and expansion of law enforcement serv-
ices at both the state and local levels.

(3) Expansion of state higher education facilities and faculties, and greater
state aid to the public schools.

(4) Expanded state and local efforts to end air and water pollution, and to
provide proper sewage and rubbish disposal systems and water supply
systems.

(5> State assumption of function and costs now county responsibilities,
notably, county court costs and county educational institutions.

Proponents describe the graduated income tax as the last major
tax resource as yet unexploited by the state. They argue that un-
less such taxation is authorized, the state may divert revenues

Need for Enlarged State Tax Powers
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from the locally-dedicated retail sales tax by various direct and
indirect means to pay state costs, as occurred in respect to the
receipts of the proportional income tax. Thus, proponents fear,
local costs which ought to be financed by the sales tax will again
be borne by the local property tax levy.

While conceding the possibility of such state “raids” on the sales
tax, opponents reply that graduated income taxes ought not to
be authorized except as a very last resort, after a convincing
demonstration of economy on the part of the state government.
They accuse the state executive and legislative branches of fol-
lowing a variant of Parkinson’s Law public expenditures ex-
pand to consume the revenue available for spending. Opponents
question whether the “reasonable magnitude” of the above fore-
seeable state costs will be beyond the financing capacity of exist-
ing constitutionally permitted taxes. Among the untapped sources,
which they deem adequate for future fiscal obligations are: (a)
revisions of the present proportional state income tax suggested
by Governor Endicott Peabody in 1963 to produce $lO5 millions
of added revenue; 1 (b) a graduated “federal-type” estate tax
in lieu of the present complicated inheritance tax; (c) reduction
of the number and scope of sales tax exemptions plus an in-
crease in sales tax rates; (d) taxation of rental income; and (e)
excess profits taxes. Some opponents foresee new revenues through
severance taxes, if off-shore oil possibilities materialize for Mas-
sachusetts.

Opponents of a state graduated income tax further contend that
Congress has “pre-empted” the income tax field for federal pur-
poses so extensively that no further expansion of state income
taxation is feasible. They note that, of $428.4 billions of adjusted
gross personal income in the nation in 1965, at least $50.3 billions
were collected in federal income and self-employment taxes; of
the latter tax amount, an estimated $1.6 billions were collected
in Massachusetts, a state whose economy depends upon industry,
commerce, research and services. These opponents anticipate in-

Fedeml-State Competition in Income Taxation

1 Special Message of His Excellency, Governor Endicott Peabody on Educa-
tion, Local Aid and Tax Reform, Senate, No. 750 of 1963.
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creases in the heavy federal income tax within the next year
or so, to finance the war in Vietnam, to affect post-war economic
adjustments, and to underwrite the domestic social and public
improvements programs to which the federal government is com-
mitted. They further point to the virtual “freeze” in state income
taxation which occurred in past wartime years, and predict a sim-
ilar development if the Vietnam War is not soon ended. Finally,
opponents note pending proposals for federal sharing of federal in-
come tax revenues with the states, and anticipate that such shar-
ing would obviate the need for a graduated state income tax.

Proponents respond that the “federal preemption” argument is
deceptive, since all taxes must be paid out of income whether
these are income taxes, sales taxes, property taxes or otherwise.
They deny that the federal government has seized upon the field
of income taxation to the exclusion of the states or that it now
exploits it so thoroughly that little room is left to the states. In-
stead, supporters suggest that the preemption argument is little
more than an argument for shifting the burden of state-local costs
to less progressive forms of taxation such as sales taxes, excises
and the property tax.

Fairness of Proportional vs. Graduated Tax
Advocates of a graduated state personal income tax argue that

it is more equitable than non-graduated taxes, because it is based
upon the taxpayer’s “ability to pay” as measured by his salary
and investment earnings. This theory of taxation is geared to
the premise that the person with a small income, who has greater
need of his few dollars to assure a reasonable living standard for
himself and his family, should contribute a smaller percentage
of those dollars toward the cost of government than the more
affluent individual who is capable of a greater contribution toward
a society which presumably made possible his more fortunate
circumstances. In this concept of the “marginal utility of dollars”,
the more dollars an individual has, the less is his need for each
additional dollar. Some proponents reinforce this “ability to pay”
philosophy with the further doctrine that taxation ought to be
used to control the growth of great accumulations of wealth which
may be deemed socially and economically undesirable for various
reasons.
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Aside from these somewhat esoteric considerations, many pro-
ponents of a graduated state income tax regard as wholly unfair
the Massachusetts practice of taxing income at different propor-
tional rates according to source, without allowing uniform basic
exemptions and deductions to be pro-rated by the taxpayer among
his several classes of income. Thus, a person whose $lO,OOO an-
nual income is composed of taxable interest and dividends is taxed
at the rate of 7.38% without benefit of the $2,000 basic exemption
and dependency deductions allowed to another taxpayer who de-
rives his $lO,OOO annual earnings from salaries and wages and
who is taxed at the rate of 3.075%.

In rebuttal, opponents assert that there is nothing basically
unfair about proportional income taxation if the rate of tax is
reasonable and exemptions and deductions are scheduled on a
rational and realistic basis. In their view, the present proportional
income tax provision of the Constitution is fair and capable of
proper use. What has happened, these opponents contend, is that
the Legislature has “Jerry-built” a bad tax statute which cries
for reform. Opponents argue that a proper proportional income
tax is not regressive, and may be made slightly progressive in
its impact by deductions and exemptions which are most meaning-
ful for persons receiving incomes of less than $15,000 per year.
In “marginal utility of dollar” terms, each such exempted or
deducted dollar has greater value for the less affluent person than
the wealthy man. Other opponents of a graduated income tax
note also that the elimination of the present deduction allowed
for federal income taxes would accentuate indirectly this “hidden
progressive impact” of the proportional state levy.

Finally, opponents challenge the assumption that graduated in-
come tax rates are inherently “fair”. They point out that in a
system of proportional income taxes reasonably drawn, each tax-
payer bears his proportionate share of governmental costs financed
from those taxes, no more, no less. This same principle was
observed in the ancient system of church tithes, which ecclesiastic
authorities and their parishioners long considered fair. According-
ly, in the view of opponents of graduated taxation, a graduated
tax is an inherently unfair levy.
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Tax Rate Ceilings
Insofar as the constitutional proposal in House, No. 291 of 1967

would permit a graduated state income tax without limit as to
rate, it draws criticism from (a) opponents of any form of in-
come tax, (b) persons who favor proportional income taxation for
the reasons just cited, and (c) other individuals who favor the
graduated income tax in principle but desire a constitutional limit
on the rate of taxation in order to prevent abuses and “non-rev-
enue” uses of the power conferred on the legislature.

Anti-income-tax groups, who feel that the income tax has made
possible too great a centralization of power in Washington, D.C.
and in state capitals, fear that irresponsible public spending will
result if further unlimited powers are bestowed in that area. They
agree with the following comment of Governor Lee of Utah who
observed that

Now, at the time the Sixteenth Amendment ...

(to the Federal Con-
stitution)

. . . was ratified, back in 1913, its sponsors allayed the fears of
those who objected to unlimited taxation by claiming that public opinion
would never permit a congress to levy a tax beyond 10% of a person’s
income. Not many years have elapsed since that time and we have . . .

(experienced) . . . tax rates that run up to 90% .
.

. Public opinion proved
to be no brake at all on the tax limits on your income and yet it is the
only limitation there is on the extent of your federal taxes ....

Equipped with this unlimited power to tax, the congress has found it
expedient to launch all kinds of new spending programs and partially pay
for them through higher taxes. I say partially pay for, simply because the
federal government in the midst of peace and prosperity is still unable
to operate within its income . . .

(Government) . . . deficit spending has
been extended ... As new spending programs have mushroomed the cost
of government has increased and so has its size, its scope and its author-
ity

..
.

The straight thinking pioneer knew full well that the power of the
government is in direct ratio to its income and he was therefore all for
cutting its income to the bone. That way it could not get out of hand.
About all he would allow it was what it could pick up on tariffs .

.
.

(and)
. . some excise taxes.i

Advocates of a “limited graduated income tax” approach agree
that there is a danger of “run-away taxation” in an unlimited
income tax, but reject the idea that modern day urban state

1 Lee, J. Bracken, The Home of the Free and the Land of the Brave, Organi-
zation to Repeal Federal Income Taxes, Los Angeles, Calif., undated pam-
phlet, Bpp.



1967.] SENATE —No. 1199. 61

and local government can be financed fairly or adequately by sales
taxes and property taxes. These advocates agree with the recom-
mendation of the Special Commission on Taxation in 1952, that in
any graduated income tax amendment to the Massachusetts Con-
stitution the maximum rate of tax be limited to three times the
minimum rate. 1 A similar recommendation was made in 1955
by the Joint Committee on Constitutional Law (House, No. 1297).
As precedents for such a restriction, “limited tax” proponents
cite the constitutional rate ceilings of 5% in Alabama, 6% in
Louisiana and Utah, and 10% in North Carolina.

jf Proponents of an unlimited graduated income tax argue that it
is unrealistic to limit the tax authority of the General Court in
respect to tax rates, exemptions, deductions or abatements when
there is no way to limit the frequency, nature or scope of prob-
lems with which the Commonwealth and its local governments
must contend. These proponents complain of the “sorry history”
of state and local tax limitations in the United States, which has
been characterized by confusion, evasion, ineffectiveness and tor-

f tured constitutional, statutory and case law. Accordingly, such pro-
ponents favor constitutional provisions bestowing broad tax powers
upon the General Court, without detail best left to statutes.

Proponents of an unlimited graduated income tax amendment
stress that the rights and liberties guaranteed to the people by
both the federal and state constitutions will curb any inordinate
use of powers conferred by that amendment. They see no “abuse”
or “power grab” in taxes voted by a Congress or state legislature
freely elected by the people. Finally they assert that past increases
in federal and state income tax rates were dictated by the exigen-
cies of global wars, domestic economic and social crises, and rapid
urbanization of the nation.

The present constitutionally-authorized Massachusetts practice
of classifying taxpayer personal income according to the source
from which it is derived, and then applying different proportional
tax rates to income therefrom, has been a point in debate.

Present Income Classification Practices

1 Mass. Special Commission on Taxation, Third Interim Re-port, House, No.
2436 of 1952, 11pp. At p. 6
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Proponents of the pending constitutional proposal emphasize that
under it the General Court could abolish the present “unfair and
discriminatory” treatment of incomes, especially income from
investment, Instead, under a graduated income levy authorized by
that proposed constitutional amendment, the taxpayer could total
up his income from all sources, subtract his exemptions and de-
ductions in full, and pay the graduated state tax on the resultant
net income. This same effect would be achieved indirectly if the
other alternative of an Alaska-type tax were enacted into law.

According to proponents, as long as the General Court is lim-
ited constitutionally to a proportional state income tax on a
source-classification basis, there is little hope politically for any
end to the “punitive” 7.38% levy on investment income (com-
pared with the 1.845% tax on annuity income and 3.075% impost
on income from professions, employment, trade and business).
It is argued that equalization of the 7.38% and 3.075% levies
would necessitate either an increase in the latter rate or a reduc-
tion in exemptions and deductions to offset revenue losses of
about $45 million annually. Proponents complain that the 3.075%
Massachusetts tax on salaries and wages is already high com-
pared to the much lower initial tax rate of between %% of 1%
to 2.7% applicable in all but three of the 31 graduated income
tax states.

Some proponents of the graduated income tax proposal also
urge its adoption to facilitate better tax treatment of elderly
retired persons in Massachusetts. It is argued that many of these
retirees are being driven out of the Commonwealth by the com-
bined impact of the 7.38% proportional tax on their investment
income, high municipal real estate tax burdens, the unique Mas-
sachusetts motor vehicle excise tax and the application of the 3%
retail sales tax to many necessities of life.

Opponents respond that most of these inequities can be answered
through reform of the proportional income tax structure. In ad-
dition, they point out that the constitutional amendment proposed
in House, No. 291 of 1967 would not automatically abolish the
discriminatory features of the present state proportional income
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tax; “source classification” discrimination would be forbidden only
in respect to any graduated income tax enacted by the General
Court. They accuse proponents of exaggerating the impact on
elderly persons of the 7.38% levy upon interest, dividends and
gains from the sale of intangibles, since it is believed that rela-
tively few low-income residents of the Commonwealth have in-
come of this character. Opponents attribute the migration of Mas-
sachusetts elderly to Florida and other states to (a) the heavy
local property tax in Massachusetts, (b) the higher cost of living
in northern urban areas, and (c) the more congenial climate and
slower pace of living in southern latitudes.

Impact on the State Economy
Opponents of a graduated state income tax for Massachusetts

assert that it would be detrimental to the economy of the state.
They particularly fear the impact of such a tax upon the econ-
omically important middle income segment of the Massachusetts
population, composed of those persons with annual incomes of
from $lO,OOO to $50,000. On this score, the Massachusetts Tax-
payer Federation remarked that—

The true danger lies in the possibility of a massive shift of the load to
the most important and sensitive group in our population today the
skilled worker, the technician, the engineer, scientist or inventor, the man-
agement specialist, the skilled security analyst or research doctor the
very people who collectively represent the growing edge of our economy
and those who really decide whether new enterprises will continue to come
to Massachusetts or remain there.t

Opponents argue that if the state is to obtain substantial rev-
enues via the graduated income tax route, it must seek most of
those revenues from the middle and lower income groups which
account for the major portion of personal income in the Common-
wealth. As shown in Table 8 below, 86% of all persons filing fed-
eral income tax returns in Massachusetts in 1965 reported adjusted
gross annual incomes of less than $lO,OOO. The 13.4% of all tax-
payers who fell in the $lO,OOO-$50,000 range accounted for 32.8%
of such Massachusetts income. And individuals with adjusted gross
incomes of $50,000 or more, constituting V 2 of 1% of all taxpayers,
received only 4.8% of this income.

1 Mass. Federation of Taxpayers Associations, Taxtalk, April 1961.
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Table 8. Federal Income Tax Returns Filed in Massachusetts in 1965

Reporting Calendar Year 1964 Personal Incomei

“Adjusted Gross” Returns Filed in 19652 Adjusted Gross 1964 Incomes 2
Annual Income Number (000) % of Total Billions % of Total

Under 4,000 822 40.0 $1.6 12.8
$4,000 - $9,999 946 46.1 6.2 49.6
$lO,OOO - $14,999 194 9.4 2.3 18.4
$15,000 - $49,999 83 4.0 1,8 14.4
$50,000 or more 7 0.5 0.6 4.8

2,052 100.0 $12.53 100.0

i Source: U. S. Treasury Department, Internal Revenue Service.
2 The numbers of returns, and dollars of adjusted gross income, have been

rounded off to the nearest whole number for statistical simplicity.
3 Of this sum, $7.4 billions were taxable net income, on which $1.5 billions of

taxes were collected.

Proponents of a graduated income tax reply that insofar as
major additional state revenues are needed, that tax is less detri-
mental to the state economy than its alternative, consumption
taxes. Income tax advocates complain that Massachusetts relies
“excessively” on hidden excises and on sales taxes which are paid
in driblets by consumers, but which mount up to a formidable
burden on low income groups during the year. It is argued that
consumption taxes increase the sales prices of goods sold and
hence increase the cost of living whenever they apply to neces-
sities or near-necessities. In addition, some critics complain that
the application of consumption taxes places Massachusetts-made
commodities at a disadvantage in competition with less costly
foreign imports.

In contrast, a graduated income tax is urged to retard the rate
of increase in the cost of living. Proponents claim that since
this tax applies on an ability-to-pay basis to net income and prof-
its “at the end of the income line” rather than to intervening
consumer transactions, it is an effective anti-inflation measure.

Thus, one economist has written that
Just as there is no convincing evidence that the personal income tax

has in fact hurt Massachusetts’ competitive economic position, there is no
reason why it should be expected to do so. The tax on personal income
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is a tax on net income . . .Hence, the personal income tax does not repre-
sent a cost of doing business, and it does not put any competitive disad-
vantages in the way of Massachusetts businessmen. In other words, the
weight of the personal income tax is not reflected in the costs of produc-
tion of goods and services in the Commonwealth.

The personal income tax, however, does reduce the amount of income
in private hands after tax; it reduces the net return to individuals for their
labor and their capital. But all taxes ultimately are paid from income and
have the same effect. If we make the most likely assumption that the
same total taxes will be collected by the State, the issue ... is whether
the distribution of the income tax burden is such that it particularly dis-
courages enterprise and investment in Massachusetts . . .

The evidence . . . does not support the alleged logic . . . for at least
two major reasons: (1) taxes on net income are not among the more im-
portant factors which enter into locational decisions; (2) such differences
as exist between states in a person’s tax liability are minimized by the
effected of the deductibility

...

(of state and local taxes in determining
his) . .

. federal income tax.l

Supporters of a graduated income tax envision a simplification
of state income tax administration resulting from adoption of
such a tax system.

The advantages of House, No. 291 from the administrative view-
point relate primarily to the conformity of state to federal in-
come taxes which it would allow. Thus, the state could simply
adopt the federal definitions of adjusted gross income, exemp-
tions, deductions, net income, etc., followed in the United States
Internal Revenue Code and regulations. The state would exempt
certain personal income, such as interest on United States secur-
ities, which it may not tax under the Federal Constitution, and
it could omit voluntarily other items of personal income taxed
federally. Similarly, the state could also tax personal income items
exempted by the federal income tax. The ultimate in such tax sim-
plification would, of course, be an “Alaska-type” tax measured as
a flat percentage of the taxpayer’s federal income tax liability.
With but one “tax language”, there would be less confusion for
taxpayers, attorneys, and accountants and state tax administrators
would be governed by federal legal precedents.

Simplifying State Income Tax Administration

1 Soloway, Arnold M., A Balanced Fiscal Program for Massachusetts, A Report
to the State Board of the Massachusetts Chapter, Americans for Democratic
Action, Boston, Mass., November 1956, 36pp. 20-21.
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While taking no position for or against a graduated personal
income tax, the State Department of Corporations and Taxation
agrees that such a levy, conformed to the federal income tax,
would be much easier to enforce than the existing classified pro-
portional tax. Moreover, under a graduated tax system more bene-
ficial results would accrue from the cooperative agreement which
the Department entered into with the United States Internal Rev-
enue Service (IRS) on December 10, 1963. That agreement covers
(1) the exchange of audit information, (2) the exchange of infor-
mation relative to persons who fail to file tax returns, and (3)
the exchange of information dealing with delinquent taxpayer in-
come sources. The IRS and the Department share the task of
auditing business concerns for income tax purposes, and mutually
exchange this audit data. The Department also plans to buy IRS
tapes listing all Massachusetts residents who file federal re-
turns; these tapes will prove helpful in preparing mailing lists
and in locating delinquents.

With a federally-conformed state personal income tax, the Com-
monwealth would also be able to exploit automation more fully
in administering such a levy. With an Alaska-type personal in-
come tax, IBM card returns would become feasible for use by
most taxpayers, in lieu of the present state income tax form.
Such automation of state income tax administration could be re-
lated profitably to the data-processing operations of the Internal
Revenue Service to afford maximum state-federal cooperation.

Proponents of the above federal-conformity approach would wel-
come the end of the present source-classified state personal income
tax w’hich forces both the taxpayer and state employees auditing his
return to do separate, complicated mathematical operations for
each class of income he reports.

Both opponents of a graduated state income tax and some
proponents of a state income tax not tied to the United States
Internal Revenue Code object to any arrangement which would
make state income tax revenues too sensitive to changes in the
federal income tax.

Independence of the State Tax System
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This objection applies with special force to the proposal for a
state personal income levy fixed as a flat percentage of the tax-
payer’s federal income tax liability. In that regard, a 1961 study by
the Kentucky Legislative Research Commission warned that

Levying a flat percentage of the federal income tax as a state income
tax, while perhaps the easiest to legislate and administer, has thus far
been rejected by all states except Alaska. Probably the chief reason for
rejection is the reluctance of states to tie state revenue so closely to the
federal tax. A sharp cut in federal rates during an off-legislative year
could result in a sudden and disastrous drop in state revenues. So long as
the state tax is dependent upon federal adjusted gross income or taxable
income rather than the federal tax paid, the state is independent of federal
tax receipts.i

Critics of the “Alaska-type” federally-conformed state income
tax note that such a tax was tried briefly by West Virginia be-
tween 1961 and 1963, and then abandoned. And they call atten-
tion to the difficulties encountered by Alaska when Congress re-
duced federal income tax rates in the Internal Revenue Act of
1964. Opponents warn that state revenue policy is concerned, nor-
mally, with raising money to pay state-local governmental costs,
whereas federal tax laws reflect other considerations than govern-
mental budget-balancing, notably contracyclical economic policy.

The United States Internal Revenue Bureau estimates that Mas-
sachusetts residents will pay approximately $l.B billion in federal
personal income taxes on their calendar year 1966 income. For that
same year, state income tax payments totalling $253.8 millions have
been estimated by the State Department of Corporations and Tax-
ation.

Thus, if Massachusetts were to institute a state personal income
tax of the Alaskan variety, it would be necessary to fix the state
income tax rule thereunder at 14.1% of the taxpayer’s federal
income tax liability in order to assure no reduction of state rev-
enues on the basis of the United States Internal Revenue Code
as it now stands.

Rate Under Alaska-Type State Income Tax

1 Ky. Legislative Research Commission, State-Federal Income Tax Conformity
in Kentucky, Research Report No. 8, Frankfort, Ky., December 1961, 39pp.
At p. 5.
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CONSTITUTIONAL PROVISIONS OF 50 STATES AND PUERTO RICO
RE PERSONAL INCOME TAXES

In the following tabulation, an asterisk indicates those 14 states not
now levying any type of state personal income tax. The letter (F) indi-
cates the seven states whose constitutions allow only a flat-rate or propor-
tional personal income tax. And the letter (S) designates the two states
which may tax only personal income from stocks, bonds and other in-
tangibles.

A. 24 States with Specific Provisions Authorizing Personal Income Tax
State Reference State ReferenceReference State Reference
Ala. Amends. XXII, LXI Nebr.* Art. VII, ss.l-lA
Ariz. Art. IX, 5.12 Rrt. 111,5.22;Art.XV1,55.1,3

Art. V, 5.3
N.Y.
N.C.Calif. Art. XIII, s.ll

Colo. Art. X, ss.l7, 19 Ohio*
Okla.
S. C.
S.D.*
Tex.*
Utah
Va.

Art. XII, ss.B-9
Art. X, 5.12
Art. X, s.l

Ind. Art. X, s.B
Kans. Art. XI, s. 2

Art. XI, 5.2Ky. S. 174
La. Art. X, s. 1 Art. VIII, s.l
Mass. (F) Amend. XLTV
Mich. (F>* Art. IX, 5.1,7

Art XIII, ss.3, 12
Art. XIII, 5.170

Art. X, ss.l, 4a, 4b, 4c W. Va. Art. X, s.l
Art. XII, s. la Wise. Art. VIII,

Mo.
Mont. Wise. Art. VIII, s.l

H. 18 States and One Territory with Generalized Provisions
N.J. Art. VIIIArk. Art. V, 5.31; Art. XVI
N.M. Art. VIIIDel. Art. VIII, ss. 1, 5
N.D. Art. XIGa. Art. VII, s. 1
Ore. Art. IX, s.l
Pa.(F)* Art. IX, s.l

Idaho Art. VII, s. 1
111.* Art. IX, ss. 1-2
Md. (F) Decl. Rghts., Arts. 14-15

Pt. 11, Art 111 R.l.* Art. I, 5.2
Minn. Art. IX

Tenn. (F,S) Art. 11, 5.28
Wyo.* Art. XV

Miss. Art. IV, s. 112
Nev. (F)* Art. X, s. 1 Art. XV
N. H. (F,S) Pt. 11, Arts., 5, 6

C. 6 States Without Specific or Generalized Provisions

Alaska Art. IX re finance silent lowa
Conn.* Maine'
Hawaii Arts. VI, VII re finance Vt.

Arts. VII re finance silent

silent

D. 2 States with Prohibitory Provisions

Arts. VII-VIII (implicit)Art IX, s. 11 (explicit) Wash.Fla.

APPENDIX A

P.R. Art VI
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#

1929-1967

Reports of Special Commissions, and State Department of Corporations and
Taxation, Proposing Constitutional Amendments (3) :

Special Commision Appointed to Investigate the Entire Subject of State,
County and Local Taxation, Report, House, No. 1075 of 1929, 107pp.

State Commissioner of Corporations and Taxation, Annual Report, House,
No. 69 of 1933, 10 pp. (Supporting bill printed separately as House, No.
82 of 1933).

Special Commission on Taxation and Public Expenditures, Report, Part IX,
“Supplementary Tax Recommendations,” House, No. 1709 of 1938, 49 pp.
(See also Commission’s factual earlier study, Report, Part 111, “The
Tax Structure,” House, No. 1703 of 1938, 256 pp.).

Messages of Governor Paul A. Dever Urging Constitutional Amendments (3):

Inaugural Address, January 6, 1949, Senate, No. 1 of 1949, 32 pp.

Budget Message of His Excellency Paul A. Dever to the General Court of
the Commonwealth of Massachusetts, House, No. 1 of 1951, 123 pp.

Special Message, May 13, 1952, House, No. 2442 of 1952, 6 pp.

Other Proposals for Constitutional Amendments (53) :

1935: House, No. 1077.
1936: Senate, No. 5; House, Nos. 145 and 453,
1938: Senate, No. 489; House, No. 439.
1939: House, Nos. 606, 607 and 1314.
1941: House, Nos. 691 and 697.
191/7: House, No. 1290.
191)8: Senate, No. 153; House, Nos. 402, 562 and 1598
191)9: Senate, Nos. 112 and 719; House, Nos. 1283, 1286 and 2115.
1950: House, Nos. 162, 319, 1146 and 1594.
1951: Senate, No. 606; House, No. 728.
1952: House, No. 405.
1953: Senate, No. 174; House. No. 1374
1951): House, No. 1854.
1955: House, No. 1297,
1956: House, No. 793.
1957: Senate, No. 28; House, No. 1321.
1958: House, Nos. 498 and 2196.
1959: Senate, No. 66; House, Nos. 1006 and 1010.
1961: Senate, No. 450; House, No. 400.
1961f: House, No. 2532,

APPENDIX B

INDEX OF MASSACHUSETTS GRADUATED INCOME TAX PROPOSALS
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APPENDIX B ( Continued)

1965: House, Nos. 693 and 2449.
1966: Senate, No. 66; House, Nos. 300, 1909, 2078, 2737 and 2889.
1967: House, Nos. 291 and 1181.

Statutory Proposals (8):

Proposal for Constitutional Convention to consider graduated income tax
House, No. 360 of 1946.

Proposals for Alaska-type tax, as percent of taxpayers’ Federal income tax
liability: House, No. 1529 of 1958; House, Nos. 307 and 1391 of 1959;
Senate, No. 133 of 1960; House, No. 478 of 1960; Senate, No. 367 of

1961.

Other Proposals: House, No. 1227 of 1965.






