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DEPARTMENT OF REVENUE
100 CAMBRIDGE STREET

BOSTON. MASSACHUSETTS 02204, NOVEMBER 6, 19K5

The Honorable Michael J. Connolly, Secretary of the Commonwealth
State House, Boston, Massachusetts 02133

Dear Mr. Secretary:

In accordance with the provisions ofSection 33 of Chapter 30 of the
General Laws, the Commissioner of Revenue is please to submit
herewith the legislative recommendations of the Department of
Revenue for legislative action during the 1986 session of the General
Court. Such recommendations contain a detailed explanation of the
reasons therefor and are accompanied by drafts of bills embodying the
legislation recommended.

Sincerely,

IRA A. JACKSON,
Commissioner of Revenue.
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In the Year One Thousand Nine Hundred and Eighty-Six.

I. THE ORGANIZATION AND OPERATION OF THE DEPARTMENT OF

REVENUE.

In 1983, the Advisory Task Force in the Department of Revenue
submitted recommendations to achieve two major objectives: (1) to
improve the efficiency and effectiveness of the Department of Revenue
in administering and enforcing the tax laws of the Commonwealth,
and (2) to engender public confidence in the integrity of the Common-
wealth’s revenue collection system.

This legislation seeks to enact measures that have been found to be
necessary as aresult of the recommendations of the Task Force. The
matters that require legislative action are in the areas of integrity, tax
administration and departmental management.

1. A statutory preamble would be adopted which firmly establishes
the paramount importance of the promotion of public trust and confi-
dence in administering tax laws with integrity, impartiality and
equality.

2. The statutory organization of the department would include a
Division of Inspectional Services to ensure the continued existence of
this critical function.

3. The disclosure of confidential tax information would be autho-
rized for use in departmental personnel matters where such informa-
tion is relevant to the proceedings. In the context of internal disciplin-
ary hearings, both the Commissioner and the employee have been
hampered in presenting full and complete cases because of their inabil-
ity, within the constraints of the confidentiality statute, to utilize
confidential tax information. In many cases, the disciplinary action
may directly relate to alleged conduct with respect to particular tax
cases handled or involving the employee.

(4) Departmental employees would be prohibited from holding
elective public office, participating in political campaigns for such
office or contributing to any political campaign for such office.
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5. The department would be exempt from the requirements of
scheduling approvals to facilitate the hiring, allocation and efficient
utilization of personnel.

6. The department would be authorized to accept gifts of data
processing equipment in order to upgrade and enhance its data pro-
cessing capability.

7. The department would be authorized to abate uncollectible tax
accounts under uniform rules prescribed by regulation without the
necessity of Appellate Tax Board action.

8. Taxpayers contesting a tax assessment would not be required to
pay such assessment while the matter was under administrative review
within the department. This provision would not be applicable to
trustee-type taxes or where collection is in jeopardy or a past history of
non-compliance exists or where a frivolous claim is filed.

2. CORRECTIVE CHANGES IN EXISTING TAX LAWS.

This recommendation seeks to correct several technical deficiencies
in the tax laws resulting from prior legislative amendments thereto. No
substantive change in the laws would result. The specific corrections
follow.

1. Regulations issued by the Commissioner of Revenue should be
“not inconsistent with law” rather than “not consistent with law” as it
appears in G.L. c. 14, sec. 6, cl. 1.

2. In computing the penalty for failure to pay a tax, credits for
payments made during a particular month should apply to additional
assessments as well as balances due on the original return as filed.

3. The exemption for meals furnished to college students enacted in
1978 incorrectly amended paragraph (bh) of G.L. c. 64H, sec. 6, rather

than paragraph (cc). Paragraph ( bb) had been repealed by St. 1977, c.
363A, section 42 and replaced with paragraph (cc) effective January I,
1978. This change would make the necessary correction and make the

exemption fully effective as of its intended effective date of July I,
1978. In anticipation of this corrective change and in line with obvious
legislative intent, the Commissioner of Revenue has, since that date,
granted the exemption.

4. The exemption from sales and use tax enacted in 1980 for farm
tractors used in agricultural production inadvertently deleted some of
the operative wording of G.L. c. 641, sec. 27. The section would be
re-enacted with its full and correct language.
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5. The amendments to the rate of interest enacted in St. !980,c. 27,
sec. 3, changed the operative section from section 33 to section 32 of
G.L. c. 62C. Cross-references to this provision in a number of other
sections of the General Laws are corrected in line with this change.

6. Obsolete language referring to the State Tax Commission, which
was abolished in 1978, would be deleted from the direct payment
permit language in the sales tax law, G.L. c. 64H, sec. 3 (h).

7. Cross-references contained in the revenue enforcement and pro-
tection program enacted in 1983 are corrected. Further, the rate of
interest applicable to refund of overpayments is clarified in line with
the change of the interest rate payable upon unpaid taxes, which was
established at 18%per annum; and the criminal penalty.in G.L. c. 62C,
sec. 78, rendered obsolete and redundant by the complete revision of
penalties in section 73 of such chapter, is repealed.

8. The federal Internal Revenue Code references to the child care
credit under the personal income tax and wages qualifying for the
federal targeted jobs credit for which an adjustment is allowed under
the business corporation excise are corrected for 1984 federal amend-
ments moving such credit for Section 448 to Section 51 and from
Section 44A to Section 21, respectively.

9. Cross-references and other technical corrections to the fiduciary
provisions of the personal income tax law necessitated by prior
amendments are made to provide for a law that is internally harmon-
ious and consistent.

10. The due date for savings and insurance bank returns are modi-
fied to reflect a recent change in the taxable year of some of these banks
from an October 31 to a December 31 closing.

CORRECTIVE CHANGES IN CERTAIN FINANCIAL PROVISIONS APPLICA-
BLE TO CITIES, TOWNS AND DISTRICTS.

This proposal would make several corrective changes in the finan-
cial provisions applicable to cities, towns and districts in order to grant
more financial and administrative flexibility to these entities.

I. Currently, towns and districts may appropriate into the reserve
fund at the annual town or district meeting. The proposed legislation
would afford them a needed measure of flexibility by permitting an
appropriation into the reserve fund at a special town or district meet-
ing as well.
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2. Currently, interest earned on grants received by cities, towns and
districts must be paid into the general fund where it is available for
appropriation for other municipal or district purposes. A number of
state grant agreements require the recipient to retain the interest with
the grant to be used for purposes of that grant. Given the limitations of
current law, recipient municipalities and districts are placed in an
untenable position. This proposal would permit a city, town or district
to retain interest earned on a grant with that grant, as requested by the
grantor agency. Like the proceeds of the grant, such earned interest
would be expended without appropriation.

3. Pursuant to G.L. c. 40, sec. 48, the Director of Accounts is
required to certify those agencies permitted to supply municipal hospi-
tals under group purchasing contracts without advertised public bids.
Such certification authority should more properly reside in an agency,
such as the Rate Setting Commission, that possesses the requisite
expertise in hospital and health care facility finance and management.
This proposal would change the responsibility for such certification
from the Director of Accounts to the Rate Setting Commission.

4. LOCAL REIMBURSEMENT FOR CERTAIN SERVICES PROVIDED BY THE
COMMONWEALTH.

Currently, cities, towns and districts are required to reimburse the
Commonwealth expenses incurred by the Director of Accounts in
providing certain services relating primarily to the conduct of periodic
audits and the installation ofaccounting systems under G.L. c. 44, sec.
41.

In a continuing objective of offering an expanded array of technical
and professional expertise and assistance to cities and towns with
respect to fiscal management, the Department of Revenue intends to
make services available, in some instances, on a no-cost or partial-
reimbursement basis. To the extent, however, that these services fall
within the purview of G.L. c. 44, ss. 35-40, full cost reimbursement
would be required.

This proposal would grant the Director of Accounts the required
latitude to offer technical and other assistance to cities and towns
under programs to upgrade and enhance fiscal management without
the need to impose a full, cost-reimbursement charge therefor.
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The proposed legislation would also revise and conform the word-
ing of Section 41 to the existing statutory scheme for local reim-
bursements.

5. AUTHORIZATION FOR CITIES, TOWNS AND DISTRICTS TO ENTER INTO
CERTAIN AGREEMENTS WITH BANKING INSTITUTIONS.

The present municipal law governing the fiscal administration of
cities, towns and districts does not adequately address a growing
financial practice. Municipalities are agreeing to maintain specified
deposit balances of municipal funds in a bank in return for banking
services, other types of services and possibly the purchase or lease of
tangible property.

These “compensating balance” agreements are not currently regu-
lated in any way. In the present tax limitation environment under
Proposition 2'/$, such agreements have the tendency of promoting the
purchase of services or property by committing the deposit of munici-
pal funds at a level that may not be fiscally prudent in order to obtain
services and/ or property that could not otherwise be obtained through
the normal appropriation process. The dangers of this growing prac-
tice are twofold. It clearly subverts the town meeting or city/town
council power to authorize these transactions through the appropria-
tion and legislative process. Further, it may generate financial waste-
fulness if the community’s loss of investment income far exceeds the
value of the services or property obtained. Without subjecting such
arrangements to public scrutiny, regulatory supervision and an eval-
uation process, the perception of waste, inefficiency and improper
influence is obviously there, whether or not it exists in any real sense.
“Compensating balance” agreements, if properly structured, limited
and supervised, have a valid role in the effective cash management
system of any municipality.

This recommendation is the product of extensive discussions with
local officials, representatives of the banking community and legisla-
tors united in the belief that a statutory resolution of this existing,
growing and vexing municipal finance problem is needed immediately.

Specifically, this proposal would authorize cities, towns and dis-
tricts to enter into “compensating balance” agreements with banks,
provided that the agreements meet the following statutory limitations:
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(1) The agreement could only be for normal banking services, as
defined by the Commissioner of Revenue.

2. The agreement could only be for a term of one year.
3. The agreement would have to disclose fully the commitment of

the municipality relative to the maximum level of deposits it could be
required to deposit under any possible change in financial conditions
or otherwise.

4. The agreement would have to be approved by the local appro-
priating authority, or by the board of selectmen in towns which
annually grant authority to the treasurer and/or collector to enter into
such agreements.

5. The municipality would not be able to appropriate funds to meet
its contractual commitment.

The Commissioner ofRevenue would be required to administer and
interpret the provisions of this proposal so as to promote prudent
fiscal management and to ensure that it is not used to circumvent the
appropriation process or other provisions of law.

6. AUTHORIZATION FOR CITIES AND TOWNS TO ESTABLISH ENTERPRISE
FUNDS.

Currently, with the exception of electric and gas services, and in the
absence of a special act of the Legislature, communities are not permit-
ted to maintain their finances and records on an enterprise fund basis.
This legislation, if enacted and accepted by communities, would per-
mit the establishment of enterprise funds. Nationally, most services are
accounted for in this manner when the service is definable and it is
possible to determine readily the direct benefit to individual consum-
ers.

The establishment of an enterprise fund provides communities with
the information to determine the total cost of providing a particular
service and the extent to which user charges cover that cost. Also,
when a government elects not to recover fully the costs through user
charges, the public knows the amount of the subsidy for the service
which must be financed through taxes or other sources.

Governments generally provide enterprise services because they are
considered to be in the public interest and because business enterprises
cannot or will not provide them in their community. Enterprise fund
accounting information allows communities to assess how efficiently
they are providing services in comparison to the private sector.



HOUSE - No. 220 [January8

Certain oversight agencies that review the rate-setting process for
user charges require particular costs be included or excluded from the
rate calculation. Adoption of enterprise fund accounting will more
closely match this process and avoid the duplicate records that are now
required to be maintained.

Finally, this proposal does not significantly alter the budgetary
process nor change the current system ofchecks and balances inherent
in the legislative process at the local level.

7. RELATIVE TO THE PROVISIONS FOR THE CLASSIFICATION OF CORPORA-
TIONS SUBJECT TO THE CORPORATION EXCISE.

The Commissioner of Revenue is annually required to send to each
board of assessors a list of all corporations subject to taxation in
Massachusetts and those which have been classified as manufacturing
corporations. In recent years, the cost to compile, edit and print this
listing of over 120,000 corporations, which is a heavy volume of
approximately 1200 pages, has increased significantly to its current
level of $BB,OOO per year, or more than $lO9 per volume.

This proposal would eliminate this annual printing of the list at an
annual saving of $BB,OOO for the department. Since the Commissioner
notifies the local boards of assessors when a corporation is classified as
a manufacturing corporation, the need for annual notification is not
needed. The issuance of a complete listing would be left to the Com-
missioner’s discretion. Further, the department is available to answer
all inquiries from cities and towns relative to any information on
corporations doing business in their communities. The repeal of this
cumbersome statutory requirement would assist the department in
operating more efficiently within its budgetary appropriations.

X. ESTABLISHMENT OF A STATEWIDE, COMPUTER-ASSISTED MASS APPRAIS-
AL SYSTEM TO AID IN MAINTAINING LOCAL ASSESSMENTS AT FULL
VALUE.

Within most cities and towns operating at full value assessments,
one of the areas that needs to be addressed is the ability of communities
to maintain their assessments at full value from year to year. If they
have the capability to adjust their assessments on a continuing basis,
the need for costly periodic revaluation by outside contractors will be
diminished.
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The management tool that has been successfully implemented in
other states to meet the necessity for continual monitoring and
adjustment of property tax assessments is a computer-assisted mass
appraisal system. However, the cost of such a system is prohibitive for
most of our communities. The establishment of a statewide, computer-
assisted mass appraisal system, which would be available to any city or
town upon request and at a much lower cost, can provide a cost-
effective and accurate way of meeting its continuing updating respon-
sibility. Such a statewide system would ultimately save cities and
towns millions of dollars now spent on frequent revaluations.

The General Court, in recognition of the need for such a statewide
system, appropriated $400,000 to finance the design and development
of such a system. That project is well under way and proposals for the
system have been submitted and are being reviewed. In line with these
efforts, this recommendation would specifically authorize the Com-
missioner of Revenue, subject to appropriation, to operate a state-
wide, computer-assisted appraisal system; and would allow cities and
towns to request the Commissioner to implement the system in their
communities upon a cost-reimbursement basis. In our view such a
statutory provision is a necessary framework within which the state-
wide system should be administered.

9. CLARIFICATION OF THE REAL ESTATE EXEMPTION GRANTED TO CER-
TAIN PARAPLEGIC VETERANS AND THEIR SURVIVING SPOUSES.

The Commissioner of Revenue has traditionally interpreted the
provisions of G.L. c. 58, sec. 8, as authorizing the total exemption
from local real estate taxes of the homes of paraplegic veterans, i.e.
those veterans who lost all bodily functions below the waist in wartime
service. Reimbursement of the loss of taxes (in excess of the first $2,000
of assessment) was enacted in 1951 as G.L. c. 58, sec. BA. In 1957, the
exemption was expanded to include the surviving spouses of such
veterans with corresponding reimbursements by the Commonwealth.

This proposal would clearly place in the statutory law all the qualifi-
cations and prerequisites for this exemption that has been granted over
the years as one implied from general abatement provisions. The new
Clause 22F would include this exemption with other veterans’exemp-
tions and follow the current administrative provisions that are in
place. It would make no substantive change in the present scope of the
exemption or its reimbursement by the Commonwealth.
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Under the proposed Clause 22F, paraplegic veterans, and their
surviving spouses, so long as they remain unmarried, would continue
to be granted a total exemption from real estate taxes upon their
homes.

The loss of taxes in excess of the higher of $2,000 of exemption or
$175 would be reimbursed by the Commonwealth as it presently is.

In fiscal 1984, 308 such exemptions (69 of which were to surviving
spouses) were granted in all cities and towns at a tax-loss cost of
$756,000, of which $488,000 was reimbursed by the Commonwealth.

10. CLARIFICATION OF THE DEFINITION OF “POPULATION" USED IN CER-
TAIN DISTRIBUTION AND ASSESSMENT PROVISIONS.

Population is used as a factor in a number of formulas that either
distribute state aid to cities and towns or assess charges to the munici-
palities. Some of these formulas define “population” as that of the
latest state census or the latest federal census adjusted by the Commis-
sioner of Revenue to conform as nearly as possible to the same
definition as used in the state census.

By Amendment Article Cl to the State Constitution passed in 1978,
the state census must be conducted in accordance with the standards
used by the United States from time to time. As a result of this
constitutional mandate, the federal and state census now use the same
standards and adjustment is no longer necessary. This proposal would
bring the definition of“population” in these formulas in line with the
current law and repeal the obsolete language.

11. CORRECTIVE CHANGES IN CERTAIN LOCAL PROPERTY TAX EXEMP-
TIONS.

This proposed legislation would make corrective changes in the
statutory provisions for the filing of certain applications for local
property tax exemptions in order to eliminate inconsistencies and
bring them all under the same filing deadlines.

1, Elderly homeowners applying for real estate tax deferral under
Clause Forty-first A are required to apply for such deferral by
December 15 even though the tax bill may be sent after that date. The
proposed amendment would allow such taxpayers to file for deferral
by December 15 or within three months after the tax bill is sent,
whichever is later.
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2. The hardship exemption under Clause Eighteen would also be
included within the same expanded filing period as that afforded to
those filing otherreal estate exemptions. A full three-month period for
filing such applications would be allowed in the event local tax bills are
mailed late.

3. The statutory requirements for local real estate tax bills specify
that the due dates for filing applications for exemption or abatement
must be printed on the bill. This provision would be amended by
including Clauses Eighteenth and Forty-first A among those exemp-
tion clauses for which notice of specific filing deadlines are included on
the real estate tax bill. It is also proposed to revise and simplify the
wording of the section (G.L. c. 60, sec. 3A) so as to make its provisions
more understandable.

12. AUTHORIZATION FOR ESTIMATED TAX PAYMENTS IN CERTAIN CITIES
AND TOWNS.

The statutory requirement that cities and towns triennially revalue
real and tangible personal property in their communities has resulted
in delays in the setting of tax rates and issuing tax bills well beyond the
normal time frames. In order to allow such communities, in the
interim, to finance municipal operations without the costly burden of
short-term borrowing, annual authorizations have been enacted in
recent years to allow cities and towns to issue a first halfestimated tax
bill.

This proposal would extend this authorization to fiscal year 1987.
Like previous special acts, it would authorize a first half fiscal 1987
estimated tax bill for communities undertaking a general revaluation
for fiscal 1987, provided that the Commissioner of Revenue is satisfied
that the revaluation would be completed by February 1, 1987. The
estimated tax would not exceed 50% of the tax payable for fiscal 1986,
adjusted, with the Commissioner’s approval, for any loss ofexemption
that had been previously granted.

13. UPDATE OF THE PERSONAL INCOME TAX LAW TO THE CURRENT PROVI-
SIONS OF THE FEDERAL INTERNAL REVENUE CODE.

Since 1971, the Massachusetts income tax has been tied directly to
the federal income tax Code provisions as of a date certain. In 1983,we
updated our law to the federal Code provisions as ofFebruary 1, 1983.
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Since then, the U.S. has made some major revisions in its law, the
latest being the Tax Reform Act of 1984. This Act has affected the
taxation of alimony, depreciation on real estate, the computation of
long-term capital gains and the deductibility of certain business
expenses. In order to retain the compliance advantage that federal
conformity allows, it is essential that we adopt current federal
provisions.

This proposal would define the U.S. Internal Revenue Code that
would be used in our law as the Code as amended on January 1, 1986,
and in effect for the taxable year. The amendment would also specifi-
cally provide that we would not adopt the provisions of the Code that
taxes certain Social Security benefits. Further, our law would retain a
disability income exclusion equal to the amount upon which the
corresponding 15%federal credit is computed.

14. CORRECTION CHANGES IN THE CAPITAL GAINS DEDUCTION UNDER
THE PERSONAL INCOME TAX LAW.

As a result of amendments in 1979 and 1983, the effective rate of tax
imposed upon capital gains from the sale or exchange of property was
reduced through the enactment of a long-term capital gains deduction,
which is now 50%. The 1979amendment repealed the provisions of our
law relative to Massachusetts adjustments to federal basis rules in an
attempt to wholly conform this area of taxation to the provisions of
the Federal Internal Revenue Code.

Because of the historical and continuing differences between the
Massachusetts and federal income tax laws, total statutory conformity
is impossible without creating inequitable tax treatment in certain
types of cases. This has been further compounded by differences
between the Massachusetts and federal income tax laws during the
period from 1979 to 1983,and again in 1984, when Massachusetts did
not conform to current federal provisions. Massachusetts adjustments
to basis should be restored, and the technical application of basis
adjustments should be more clearly spelled out.

This proposal would restore the Massachusetts basis rules in effect
prior to 1979, updating them to take into account the non-conforming
provisions that were in effect since that time. It would also make the
following changes in the treatment of capital gains:
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1. Federal definitions for relevant capital gain and loss terms, as
altered by Massachusetts basis rules, would be specifically adopted;

2. Capital gains treatment would apply only to capital assets as
defined under Section 1221 of the Federal Internal Revenue Code; and

3. The fact that Massachusetts did not adopt any of the federal
provisions relative to carryover basis that had been in effect during
certain intervening years would be specifically clarified.

These changes would have no net revenue impact for the Common-
wealth and provide for a fairer and more equitable system of taxing
capital gains without the inequities in individual cases that have arisen
since 1979.

15. CLARIFYING OF CERTAIN PROVISIONS OF THE INDIVIDUAL INCOME
TAX LAW.

In 1981, there were two separate and distinct amendments to the
rental deduction under the personal income tax (St. 1981, c. 782 and c.
795). This has resulted in some ambiguity as to which wording cur-
rently applies.

This proposal would remove the doubt by clearly adopting the
revised statutory language in chapter 782 rather than the original
wording in chapter 795. In addition, the amendment would clarify that
a husband and wife are entitled only to a maximum deduction of
$2,500 and not a maximum of $5,000 if one-half of the rent of their
principal residence is paid by each.

The provisions of the personal income tax apply to fiduciaries who
are inhabitants of the commonwealth or who act under an appoint-
ment derived from a court of the commonwealth. Again, there is some
ambiguity whether this provision applies to fiduciaries, such as trust-
ees in bankruptcy, appointed by a federal court in Massachusetts. This
proposal would clarify this point by making it clear that the personal
income tax law applies to fiduciaries appointed by a federal as well as a
state court in Massachusetts.

16. CLARIFICATION OF THE ALLOCATION OR APPORTIONMENT OF CERTAIN
EXEMPTIONS AND DEDUCTIONS UNDER THE PERSONAL INCOME
TAX.

The personal income tax law currently does not adequately address
the proper amount of personal exemption and/or certain deductions
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that a taxpayer may take on a part-year or a non-resident return. It is
desirable that the rules for appropriate allocation or apportionment be
clearly expressed for both the taxpayer and the tax practitioner.

This proposal would specifically provide that any exemption or
deduction from Part B adjusted gross income that relates or is alloca-
ble to income not taxable in Massachusetts would not be allowable.
Any exemption or deduction that cannot be directly related or alloca-
ble to the production or accrual of income would be apportioned on
the basis of the number of days included in a resident part-year return
and on the basis of the portion of a non-resident’s income that is
subject to tax in Massachusetts.

17. THE ADMINISTRATION AND ENFORCEMENT OF CERTAIN STATE TAXES

As part of our objective to increase voluntary compliance by
strengthening the Commissioner of Revenue’s powers to enforce the
Commonwealth’s tax laws, this proposal would make the following
changes:

I. Personal liability for trustee-type business taxes would be
extended to responsible directors of corporate taxpayers, as well as
responsible employees of sole proprietorships. Personal liability for
such taxes currently exists for responsible officers or employees of
corporate taxpayers and for members or employees of a partnership.

2. The monitoring and control of illegal practices carried on by
certain sales tax vendors and other registrants and the ability of the
Commissioner to maintain a more accurate list of active registrants
would be enhanced by authorizing the issuance or renewal ofregistra-
tions for a specified term of not less than three years. It is further
recommended that grounds for refusal to issue, suspend or revoke a
license or registration would be enlarged to include delinquency in
paying state taxes or filing state tax returns, conviction of a state tax
crime or filing false returns or documents with the Commissioner.
Such disqualifications would apply even if the real party in interest
attempts to do business under a new or successor corporation.

3. A provision would be added to encourage the filing of timely
returns and thereby assist in the effective administration of our tax
laws. A relatively small penalty of $lOO or 10% of the tax liability,
whichever is the lesser, would be imposed if a required return that has
no balance of tax due is filed late. Presently, there is no penalty for
such a late retui n.
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4. The REAP provisions enacted in 1983 included a provision for
withholding of state taxes on certain governmental payments for
contract services. Extensive investigation and study has shown that the
implementation of such withholding upon gross income payments
would unfairly and inequitably impact contractors in that such pay-
ments do not accurately reflect the taxable income derived under the
contract. Further, the statutory standard for determining eligibility for
such withholding is vague and not susceptible of clear and precise
definition in line with established governmental standards and proce-
dures. It is therefore, proposed that this provision be repealed.

5. The Commissioner’s authority to offset overpayments against
underpayments in the audit of multiple tax periods of the same tax
would be clarified. The taxpayer being audited would not be required
to file separate applications for abatement for tax periods in which
overpayments are determined. The Commissioner would be specifi-
cally authorized to offset such overpayments against any underpay-
ments within the periods audited and automatically refund any net
overpayments found to be due the taxpayer.

18. REVISION OF CERTAIN PROVISIONS FOR FILING INDIVIDUAL DECLARA-

TIONS OF ESTIMATED TAX.

Under the present provisions of law, an individual declaration of
estimated tax and quarterly payment thereof is required to be made if
an individual’s taxable income not subject to withholding is more than
$5OO and his estimated tax is more than$4. These threshold limits were
last modified more than twenty years ago.

With the increasing incomes at all levels during this period of time
and with the significant changes in our income tax law as well, these
thresholds are unrealistically low. Individuals with relatively small
amounts of income not subject to withholding have discovered that
they either must declare and pay estimated taxes or be subject to
additions to tax for failure to do so.

In line with comparable increases in the thresholdamounts federally
enacted in 1981, this proposal would raise the Massachusetts thres-
holds as well. It is proposed that no declaration of estimated tax be
required unless an individual’s tax liability for the year can reasonably
be expected to be $2OO or more over amounts withheld during the year
or the individual’s taxable incomefor the year not subject to withhold-
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ing is more than $2,000. These provisions would become effective for
1986 and thereafter.

The proposed legislation would also revise the circumstances under
which an addition to tax would be imposed for underpayment of an
estimated tax to bring them in line with comparable federal provisions,
as amended in 1984. The revisions would provide for thefollowing:

1. No addition to tax would be imposed if the taxpayer had no tax
liability in the prior year or if the current year’s liability is $2OO or less.

2. The Commissioner would be authorized to waive the addition to
tax in limited extreme hardship cases of casualty, disaster or other
unusual circumstances or when a person first becomes subject to the
payment of estimated tax upon retirement or disability.

3. Certain exceptions from the addition to tax would be repealed
4. The special provisions applicable to farmers would be liberalized

and extended to fishermen.

19. REVISION OF THE INCOME REQUIREMENTS FOR FILING A MASSACHU-
SETTS INDIVIDUAL INCOME TAX RETURN.

In 1983, the minimum threshold levels below which no Massachu-
setts income tax is due were raised from the pre-existing $3,000 ($5,000
if ajoint return) to $3,600 (and $6,100 if ajoint return) in 1984, $4,400
(and $7,200 if ajoint return) in 1985 and $5,000 (and $8,300 if ajoint
return) in 1986 and thereafter.

With the increase in the no-tax thresholds, comparable changes
where not made in the requirements for filing income tax returns. A
taxpayer must continue to file a tax return if his or her Massachusetts
gross income is in excess of $2,000 even though no tax is due unless his
income is at least $3,600 (in 1984), $4,400 (in 1985) or $5,000 (in 1986
ff.).

This proposal would amend the return filing requirements to bring
them in line with the previously-enacted increases in the no-tax status.
No return would be required to be filed unless the taxpayer’s gross
income or total income, whichever is the greater, exceeds $5,000 for
1986 and thereafter. “Total income” is used for determining no-tax

status and includes in its measure certain non-taxable items such as
U.S. interest, Massachusetts interest and certain fiduciary income.
Similar changes in filing requirements are made for non-resident
taxpayers.
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It is estimated that the increase of the no-tax status thresholds and
raising the return requirements correspondingly will reduce the total
number of income tax returns by about 200,000 annually.

20. INCREASE IN THE AUTOMATIC EXTENSION PERIOD FOR FILING CORPO-
RATION EXCISE RETURNS.

Corporations seeking more time to file their annual corporation
excise returns may obtain a three-monthautomatic extension of time
to file. A few years ago, the federal government extended the period of
time for an automatic extension from three to six months.

This proposal would change the Massachusetts law to conform to
the federal provision by allowing for an automatic extension of time of
six months for corporations.

The provision as to automatic extensions of time for the filing of
individual income tax returns was extended from two to four months
by regulation in order to conform to the comparable federal provi-
sions. No change in the statutory language was necessary.

21. CLARIFICATION OF THE PROVISIONS RELATING TO THE DISCLOSURE OF
TAX INFORMATION.

Under G.L. c. 62C, sec. 21, the disclosure of information contained
in tax returns and other documents filed with the Commissioner of
Revenue is confidential, and the disclosure thereof is prohibited except
in certain specified instances.

Under this provision, the Commissioner and other departmental
employees are authorized to utilize such information in proceedings to
determine or collect the tax involved or for purposes of criminal tax
prosecution. With the increased powers granted to the Commissioner
in 1983 in collecting delinquent taxes, some concerns have been raised
as to the use of necessary tax return information in sundry collection
activities that may not in the technical sense, be “proceedings” to
collect a tax.

Therefore, it is proposed that the Commissioner’s authority to use
such information be extended to “proceedings and other activities” to
determine or collect a tax. Such an expansion would clarify the utiliza-
tion of taxpayer return information in notifying governmental agen-
cies of the extent of tax delinquency so as to prevent regulatory or
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contract action in favor of such taxpayer or in aiding authorized
private contractors to collect assigned delinquent taxes.

Presently, the Commissioner, upon request, may disclose whether
or not an individual has filed an individual income tax return for the
current or any prior year. This proposal would also extend this right to
all taxes so that the public may discover whether or not any taxpayer
has filed a return for any designated tax.

Lastly, this proposal would specifically set forth the confidentiality
of internal standards, data and criteria used by the Department of
Revenue in the conduct of its audit and compliance activities. Such
disclosure bar would require the Commissioner to determine that
disclosure would seriously impair assessment, collection or enforce-
ment under the tax laws.

22. THE ASSESSMENT OF TAXES WHERE A SUBSTANTIAL OMISSION OF ITEMS

EXISTS.

Currently, the Commissioner of Revenue has three years within
which to assess any tax deficiency on a state tax return that is filed. If
no return or a false or fraudulent return with intent to evade a tax has
been filed, there is no time limitation upon the Commissioner’s right to
assess a proper tax.

In situations where returns are filed with substantial omissions of
taxable items and intentional submission of false or fraudulent infor-
mation cannot be proven, a three-year limit upon assessment con-
tinues to apply. This limitation often requires the Commissioner to
forego the assessment and collection of under-reported amounts if the
matter is under active criminal investigation and/or prosecution at the
time that the three-year period runs out. In these cases, if, for any
reason, the criminal case is not pursued or not sustained upon trial, the
option of assessing the proper tax liability is forever lost.

In order to address this anomaly and allow at least the proper tax to
be assessed in these egregious cases, it is proposed that the period of
time for assessment of taxes be extended to six years in cases where
there is a substantial omission on the return as filed. A substantial
omission would be one where more than 25% of the gross income or
tax properly reportable in a return has been omitted by the taxpayer
and such fact is not otherwise disclosed on the return or in an attached
statement.
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This provision is similar to one that currently exists under the
Massachusetts estate tax law (G.L. c. 62C, sec. 26(0) and under the
federal tax law (I.R.C. sec. 6501(e)).

23. CLARIFICATION OF PERSONAL LIABILITY FOR CERTAIN STATE TAXES.

Under the provisions of law applicable to certain trustee-type taxes
(sales, use, meals, withholding and room occupancy taxes), an officer
or employee of a corporation or a member, officer or employee of a
partnership, who is under a duty to pay over such taxes to the Com-
monwealth and does not do so, is personally and individually liable for
such taxes.

Litigation has raised certain legal ambiguities and possible obstacles
to the Commissioner’s authority to hold such individuals personally
liable for the corporation’s or partnership’s unpaid taxes without
further time-consuming legal procedures. The principal objection
raised to the present legislative scheme is that no administrative
and/ or legal review is provided for the Commissioner’s determination
to hold an officer or employee personally liable.

This proposed legislation would correct possible legal ambiguities in
the present law by providing a specific procedure for administrative
and legal review. The officer or employee would be given a thirty-day
written notice of the Commissioner’s proposed determination and an
opportunity for a hearing before the Commissioner or his representa-
tive. After thirty days, the unpaid tax would become due and payable
from such individual and a tax lien upon his property would thereupon
arise. The individual held liable would then be given specific rights to
contest the Commissioner’s determination through the abatement
process and ultimate appeal to the Appellate Tax Board and review by
the Supreme Judicial Court.

24. AUTHORIZATION FOR THE COMMISSIONER OF REVENUE TO CORRECT

ERRORS IN TAX ASSESSMENTS OR PAYMENTS AND TO RESOLVE MUL-

TIPLE REFUND CLAIMANT DISPUTES.

Presently, the tax laws do not have an express provision authorizing
the Commissioner of Revenue to correct obvious clerical errors in tax
assessments or tax payments which may be generated by normal
processing activity of the department. These would include such items
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as keying errors by data entry operators, multiple assessments for the
same tax liability and failure to credit payments received. Erroneous
payments would include the deposit of checks drawn to the order of
the Internal Revenue Service or other payees and deposited by the
department in error. This proposal would authorize the Commissioner
at any timeto correct and adjust an assessment that is excessive due to
departmental clerical error or to refund the erroneous payment. An
application for abatement filed by the taxpayer would not be required,
and no time limitation would be applicable to these adjustments.

This recommendation would also authorize the Commissioner to
resolve cases in which two parties are making claims to the same
refund. This most often occurs in cases where a refund is due on ajoint
return and the parties have since been divorced or are legally separ-
ated. Without authority to split the refund between the two parties on
some reasonable basis, the result has been that the refund checks are
issued only in joint names and may, therefore, never be cashed or
require the unauthorized endorsement of one of the parties.

25. MAKING PERMANENT CERTAIN TEMPORARY STATE TAX COLLECTION
REMEDIES.

Under the Revenue Enforcement and Protection Program (REAP)
enacted in 1983, two unique collection tools were granted to the
Commissioner of Revenue to aid in more vigorous tax enforcement.
He was authorized to accept lesser amounts than the tax owed in final
and full settlement where there is serious doubt as to collectibility or
liability. Secondly, he was authorized to hire private collection agen-
cies to assist in collecting unpaid tax accounts. Both of these powers
were granted only until September 15, 1985, at which time they
expired.

The Department has utilized these powers to maximize its tax
collections during the past two years. They have been found to be
invaluable tools in the tax administration process. In the light of our
experience, this proposal would re-establish these collection remedies
as a permanent part of our administrative remedies.
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26. ELIMINATION OF THE LIMITATION UPON ABATEMENT OF TAXES WHERE

A LATE RETURN IS FILED.

Section 38 of Chapter 62C of the General Laws provides that where
a tax return is filed late without good cause and the taxpayer files an
application for abatement of the tax assessed for such tax period, the
tax cannot be abated below double the proper tax liability. This
provision places an unusually severe restriction upon a taxpayer who
files a late return and subsequently applies for an abatement. Since this
taxpayer is already subject to a penalty of 1% per month, up to a
maximum of 25%, for filing a late return and a penalty of Vi% per
month, up to a maximum of 25%, for failing to pay a tax timely, the
further penalty of limiting any abatement to which he may be entitled
is unduly harsh.

This proposal would eliminate this limitation and allow an unfet-
tered right to seek abatement. The limitation would, however, con-
tinue to apply where fraudulent returns are filed or where, after notice,
proper returns are not filed.

27. PROHIBITION UPON SUITS TO RESTRAIN THE ASSESSMENT OR COLLEC-
TION OF A STATE TAX.

The administrative provisions applicable to state taxes. Chapter
62C of the General Laws, provide for legal remedies under which a
taxpayer or others may contest an action taken by the Commissioner
of Revenue in assessing or collecting a state tax. The underlying
principle of tax administration, however, is that the right of the
sovereign to assess and collect the taxes in the first instance must
remain free and unfettered. To limit such right could potentially do
irreparable harm to the activities that government is called upon to
finance and support. If a tax is subsequently found to be wrongfully
assessed or collected, provision is made for its return with interest to
the taxpayer.

This proposal, based upon a comparable provision (Section 7421) in
the federal Internal Revenue Code, would prohibit any suit that seeks
to restrain the Commissioner from assessing or collecting a state tax.
The taxpayer and others would continue to have their statutory rights
to contest the validity of any assessment or collection procedure. They



HOUSE No. 220 [January22

would not, however, be able to block the Commissioner’s action
before the fact. Our experience has shown that in those situations
where judicial orders have been issued restraining the collection of a
tax, the legal issues presented by these actions are seldom litigated and
the taxes involved are not collected.

As part of this recommendation, it is proposed that a third party
who has an interest in property that is levied upon would have a
specific right to bring an action to contest the propriety of the levy or to
establish his rights thereto.

28. INCREASE IN THE AMOUNT OF SMALL TAX BALANCES THAT THE COM-
MISSIONER OF REVENUE MAY ABATE.

The Commissioner of Revenue has the statutory authority to abate
small tax balances of $lO or less, if it is determined that the administra-
tion and collection costs involved would not warrant collection of the
tax. This $lO limit was raised to that level from $1 in 1973.

With the passage of time and the inflationary trends during the past
decade, the $lO limitation has become unrealistic and should be
increased to a level more commensurate with administration and
collection costs. It is proposed to raise the maximum to $5O.

29. IMPOSITION OF A PENALTY FOR FAILURE TO MAKE DEPOSIT OF CERTAIN
TAXES.

Large business taxpayers who withhold or collect taxes from others
are required to pay over such trustee taxes to the Commonwealth
periodically, generally on a weekly basis, through an advance deposit
procedure. The return with respect to such taxes is filed quarterly and
the advance deposits are reported and reconciled thereon.

Since there is presently no penalty for not making timely deposits or
payments, many large taxpayers delay paying over such trustee taxes
until the end of the calendar quarter. The Commonwealth is thereby
deprived of these taxes for periods of timeranging up to two months or
more.

This proposal, based upon a comparable federal provision in the
federal Internal Revenue Code (Section 6656), would impose a penalty
of 5% upon any payment, or portion thereof, not made on or before
the due date for such payment. The Commissioner would be autho-
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rized to waive such penalty where the failure to pay timely was due to
reasonable cause and not to willful neglect.

30. REVISION OF THE LIEN AND LEVY PROVISIONS APPLICABLE TO STATE

TAXES.

Like comparable provisions of federal tax law, Massachusetts has
two important powers and remedies to assist it in the collection of
unpaid state taxes. It has a statutory lien upon the taxpayer’s property
from the date a tax is assessed until it is paid, but no longer than six

-J years. Secondly, it has the power to seize any tangible or intangible
property of the taxpayer to satisfy any unpaid tax liability.

Several changes are proposed in these provisions at this time:
I. The lien would be extended from six to ten years. This would

coincide with the statute of limitations of ten years for unpaid state
taxes, which was enacted in 1983 and took effect in 1985.

2. A levy upon salary or wages would be continuous until the tax is
fully paid. A levy upon other property would be continuous for six
months or until the tax is fully paid.

3. Specific exemptions from levy would be enacted for a taxpayer’s
personal effects, and wages or salary below specified amounts.

4. The period of time for redeeming seized real property that has
been sold would be extended from 4 months to 6 months.

These changes, in large measure, correspond to recent amendments
made to the federal levy law and would bring the Massachusetts law in
closer conformity with the federal Internal Revenue Code.

31. REDUCTION OF THE PERIOD OF TIME FOR THE COLLECTION OF STATE

TAXES.
>

In 1983, Massachusetts enacted, for the first time, a general statu-
Tory limitation upon the collection of unpaid state taxes of ten years

, This provision took effect as of January I, 1985.
Although the adoption of such a law is in line with the recommenda-

tion of the Commissioner of Revenue, it represents only the first step in
bringing our statute of limitations for the collection of state taxes to a
more realistic level. There is a six-year statutory period for the collec-
tion of private business accounts, federal taxes and local property
taxes.
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It is proposed that the ten-year statutory period be reduced to eight
years in 1987 and to six years in 1988 and thereafter. This would bring
Massachusetts in conformity with provisions applicable to unpaid
federal and other taxes.

32. WAGE REPORTING SYSTEM.

The quarterly wage reports filed by all Massachusetts employers are
utilized by the Department in a separate data system to verify eligibil-
ity for entitlement to certain public benefit programs and, further, to
identify absent parents who are legally obligated to make support
payments to the Welfare Department. The information compiled
under this system may only be used for the above purposes.

This information would prove extremely valuable if used for tax
administration purposes. It could be used, among other things, to
locate delinquent taxpayers, and to compare wages reported by
employers quarterly with the information contained in the taxpayers’
returns. This proposed legislation would allow the Commissioner of
Revenue to utilize the employer wage reports and the information
contained therein for any tax administration purpose in the same
manner as any other tax return information. The same stringent
confidentiality requirements that are currently in both the tax and
wage reporting laws would be equally applicable to tax personnel
using wage report information for tax purposes.

The proposed legislation would also specifically authorize the
Commissioner to require employers having 2,500 or more employees
and having the capability to file their quarterly wage reports on
machine-readable magnetic tape to file such reports on magnetic tape.
If the Department were to receive quarterly reports from the larger
employers on magnetic tape, a large part of its time-consuming work
of keying the wage data would be eliminated and would thereby
significantly speed up the availability of complete wage data for
matching with recipient data of the administering agencies.

INCOME DEDUCTIONS ALLOWABLE UNDER THE BUSINESS CORPORA-
TION EXCISE.

In computing net income under the business corporation excise,
deductions allowable under the federal Internal Revenue Code, with
certain exceptions, are allowed. However, our law provides for the



HOUSE No. 2201986] 25

I

I

non-taxability of some classes of income that are taxed federally. The
major category in this regard is the exemption from tax of dividend
income where 15% or more of the voting stock of the dividend paying
corporation is owned by the taxpayer.

This proposal would provide that any direct or indirect expenses
allocable to non-taxable income would not be allowable deductions.
To allow deductions for business expenses incurred for producing
income that is not taxed is, in effect, granting a double tax benefit.

%
' 34. LIMITATION ON THE USE OF THE CORPORATION EXCISE INVESTMENT

TAX CREDIT

A recent court decision, Walter Kidde & Company, Inc. v. Commis-
sioner of Revenue, has interpreted the corporation excise investment
tax credit in a manner that significantly broadens its use beyond the
limits that were generally believed to be applicable. The Supreme
Judicial Court held that the unused investment tax credit of acorpora-
tion of an affiliated group may be utilized to reduce the excise liability
of another corporation of that group where the corporations have
elected to file their Massachusetts return on a combined basis.

This proposal would reverse the ruling of the Kidde case and limit
the use of the investment tax credit to the corporation that initially
generated the credit through its investment in Massachusetts. The
credit was never intended to reduce the tax liability and thus benefit an
affiliated corporation that had little if anything to do with the genera-
tion of the credit in the first instance.

35. REPEAL OF THE SEPARATE INCOME TAX ON CORPORATIONS ENGAGED
EXCLUSIVELY IN INTERSTATE COMMERCE.

The separate income tax on corporations engaged exclusively in
interstate commerce was enacted in 1966 during a period when the

* United States Supreme Court held that such corporations could not be
* subject to the privilege-type tax that Massachusetts imposed upon

corporations. Since that time, the Court has overruled its previous
position, and these corporations are now subject to the regular corpo-
ration excise levied under Chapter 63 of the GeneralLaws. The separ-
ate income tax under Chapter 63C of the GeneralLaws is, therefore.
obsolete and this proposal would repeal it and remove references to
such tax in other provisions of law.
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36. REIMBURSEMENT OE FUEL TAXES ON ACCOUNT OF TURNPIKE USE,

The motor fuel and special fuels tax laws allow a reimbursement of
Massachusetts fuel taxes paid upon fuel consumed upon the Massa-
chusetts Turnpike. For purposes of determining the amount of reim-
bursement, the statute provides for a fuel consumption rate of 15 miles
per gallon for passenger cars, ambulances, hearses, motorcycles and
light trucks and 5 miles per gallon for all other trucks and buses. This
formula has remained unchanged since the inception of this reimburse-
ment provision in 1957.

Since that time, motor vehicles have experienced an increasing fuel
efficiency to the point where the 1957 rates no longer represent average
fuel consumption. This proposal would, therefore, decrease the
assumed rates of consumption of fuel, for purposes of this reimburse-
ment from 15 to 20 miles per gallon for passenger cars, ambulances,
hearses, motorcycles and light trucks; and 5 to 7 miles per gallon for
other trucks and buses.

37. THE ADMINISTRATION AND ENFORCEMENT OF THE SPECIAL FUELS

EXCISE.

The tax of lie per gallon of special fuels, especially diesel fuel,
poses a large incentive for tax evasion. Recent criminal investiga-
tions have documented large scale instances of illegal sales of special
fuels without charging or paying over special fuel excise taxes.

In order to administer and enforce our special fuel excise more
effectively and in order to combat the tax evasion that exists in this
area, a number of the enforcement remedies that are available with
respect to other taxes must be extended to the special fuels excise.

This proposed legislation would enact a number of measures that
tighten special fuels administration, audit control and assist in the
implementation of more cost-effective enforcement techniques. The
recommended changes would:

1. Make the illegal selling, or possession to sell, of untaxed special
fuels of 1,500 gallons or more a felony subject to a fine of up to $ 10,000
and/or imprisonment for up to 5 years in state prison. Maximum
penalties for lesser violations would be increased from one to two
years’ imprisonment and fines from $l,OOO to $lO,OOO.

2. Require sellers or users of special fuels to have approved measur-
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ing devices in using or dispensing such fuels from their storage facilities
and provide a criminal penalty for removing or tampering with such
devices.

3. Restore the right that existed until 1976 to arrest a person found
in the act of violating the special fuels tax law and to seize any motor
vehicle and/or contraband fuel found in his possession.

4. Allow departmental employees to be appointed as special police
officers with power to serve warrants and to arrest and detain persons
violating the special fuels tax law.

Most of these recommended changes are patterned after similar
provisions in the cigarette tax law where they have proven to be
effective in combating tax evasion.

38. ADMINISTRATIVE PROVISIONS APPLICABLE TO ROOM OCCUPANCY AND
LOCAL OPTION TAXES.

Room occupancy tax operators are required to file monthly tax
returns, except where their annual tax liability exceeds $25,000. In the
latter cases, monthly periodic payments are made, together with a
quarterly return. Unlike the sales tax, there is no provision to permit
the Commissioner of Revenue to authorize quarterly and annual
returns and tax payments for annual tax liabilities of $25,000 or less. It
is proposed that the room occupancy tax law be amended to allow the
use of quarterly and annual returns and tax payments in conformity
with the established procedure under the sales tax.

Under Chapter 145 of the Acts of 1985, cities and towns were
granted the option to impose a local room occupancy tax of up to 4%,
to be administered and collected in conjunction with the state excise.
This amendment allows the city or town to accept the local excise at
any time. The local excise becomes effective the first day of the
calendar month occurring at least fifteen days after acceptance. The
Commissioner has found that the fifteen days does not provide suffi-

•
cient time for notification and orderly implementation of the new tax.
It has entailed administrative difficulties both for the Department of
Revenue and the hotels and motels that must comply.

Our proposal would permit local acceptance of a local room occu-
pancy excise as of thefirst day of a calendar quarter that occurs at least
thirty days after acceptance. The city or town would be permitted, at
its election, to make the local excise effective as of some later calendar
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quarter. It would not be permitted to revoke or amend the local room
occupancy rate adopted more often than annually. Further, the law
would expressly provide that the city or town would not be able to
alter, amend or otherwise change the provisions of the room occu-
pancy tax law (other than establishing a local tax rate) to which its
local excise would apply.

Comparable amendments would also be made to the manner in
which cities and towns may elect to accept or revoke the aviation (jet)
fuel tax under G.L. c. 64J.

39. STRENGTHENING THE ENFORCEMENT OF CERTAIN PROVISIONS UNDER

SALES AND USE TAX LAW.

As part of the department’s continuing focus upon the enforcement
of existing tax laws, a number of measures are being proposed in order
to strengthen the administration of the sales and use tax and to deter
tax evasion.

I. Legislation is now pending in the U.S. Congress to require com-
panies to collect state sales or use taxes upon mail order sales, thereby
reversing the U.S. Supreme Court Bellas We propose to
expand the jurisdiction of our law in line with the federal legislation so
that Massachusetts will be able to utilize immediately the full extent of
taxing authority that may be granted by the Congress.

2. Vendors who accept a resale certificate from a purchaser in good
faith are not required to collect a sales tax. It is proposed that such a
resale certificate be given to the vendor within ninety days of the date
of the sale in order to be effective for such purpose.

3. Vendors who accept an exempt use certificate from purchasers
would be required, similar to a resale certificate, to accept it in good
faith. Otherwise, the certificate would not eliminate the statutory
responsibility to collect the sales or use tax.

4. If any purchaser gives a vendor a false or fraudulent certificate in
order to evade paying a sales or use tax, the Commissioner would be
authorized to assess any resulting sales or use tax to such purchaser at
any time and would not be limited by the normal three-year period for
assessment.
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40, REFUND OF SALES TAX ON RETURNED MERCHANDISE.

The sales tax law now provides that a sales tax may be refunded to a
customer by a vendor on a sale rescinded within 90 days only when the
entire purchase price is refunded to the purchaser. Many vendors
charge a service or handling fee on the return of the merchandise. In
these cases, since the entire purchase price is not wholly refunded, the
sales tax is not refundable. This proposal would correct this inequity

It has also been found that the 90-day period for rescission is not
adequate in the case of motor vehicles. In most cases, negotiations
leading to final rescission take substantially longer than three months
from the date of sale. It is proposed that the time period for motor
vehicles be extended to 180 days.

41. COLLECTION OF DELINQUENT TAXES FROM CERTAIN CORPORATIONS.

Under existing law, a corporation that is delinquent in the filing of
state tax returns or in the payment of state taxes may be voluntarily
dissolved and its assets distributed without satisfying these outstand-
ing obligations.

If acorporation has not filed tax returns for two years, the Commis-
sioner of Revenue may request dissolution of a corporation. No such
authority exists if the requisite returns are filed but the taxes shown on
such returns remain unpaid.

This proposal would provide that:
1. A voluntary dissolution of a corporation would not take effect

unless and until a tax clearance certificate is filed with the state
secretary; and

2. A corporation would be subject to dissolution for failure to pay
/.state taxes as well as failure to file requisite state tax returns. Such
'delinquency would not necessarily have to extend for two years or

more.

i and allow the customer to obtain a refund of the sales tax paid upon
the return of the merchandise even though the vendor may charge a
service or handling fee.
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