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To the Honorable Senate anti House ofRepresentatives:

Pursuant to the provisions of section four of chapter seven of the General Laws, I am
submitting herewith for your consideration: "An Act Improving Stale Tax
Administration." This legislation is intended to improve the Department of Revenue's
ability to provide fair and efficient tax administration to all taxpayers of the
Commonwealth.

Two provisions relating to this legislation have been included in House 1999, "An
Act Relative to Regulatory Reform", namely, the reform of the dispute resolution process
and the lowering of the statutory interest rate. This legislative package includes
additional lax administration proposals intended to complement those two provisions and
to make the entire package revenue neutral.

This legislation includes the following provisions;

Revise conain interest rules. This provision would limit interest accrual on automatic
refunds from returns filed after the due date, as a result of an extension, to 90 days
from the actual filing date or date of payment, whichever is later.

Conform abatement rules more closely to federal rules. This provision would allow
the dale of mailing to be considered the filing date for applications for abatement and
other Department of Revenue documents. It would require taxpayers who apply for
an abatement of taxes to slate the specific facts and contentions of law relied upon. It
would clarify the rules regarding offsets made to pending abatements or deliciency
assessments. It would also tic Massachusetts more closely to federal rules regarding
the statute of limitations for filing an abatement application.

Conform certain estimated tax and extension payment rules more closely to federal
ru [es The provision would require that individuals pay 90 percent of current year
liability or 100 percent of prior year liability when filing personal income lax
estimated paymenLs, It would require that corporations pay 90 percent of current year
lax liability when filing for extension. Finally, ii would allow small and
medium-sized corporations to use an annualization method for computing corporate
estimated taxes.

Governor
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Revise certain other administrative rules. This legislation would provide a three year
lime limit for filing for an automatic refund. It would make a Section 28 double
assessment a penalty, not a lax, and provide the Department with the authority to
abate that penalty. Finally, it would provide relief to an "innocent spouse" in
situations where that person's spouse has filed information on a joint return that leads
to the under reporting of income.

I request your careful consideration of this matter, and urge your prompt and
favorable action.

Respectfully submitted.

iPi/.L{ A./tjji /(
Pcler Nessen
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In the Year One Thousand Nine Hundred and Ninety-Two

An Act improving state tax administration

Be it enacted by the Senate and House ofRepresentatives in General
Court assembled, and by the authority of the same, asfollows:

1 SECTION 1. Paragraph (i) of subsection (c) of section 14 of
2 chapter 628 of the General Laws, as appearing in the 1990 Official
3 Edition, is hereby amended by striking out, in lines 24 and 27,
4 the word “eighty” and inserting in place thereof the following
5 word: ninety.

1 SECTION 2. Section 19 of chapter 62C of the General Laws,
2 as appearing in the 1990 Official Edition, is hereby amended by
3 striking out, in line 16, the word “fifty” and inserting in place
4 thereof the following word: ninety.

1 SECTION 3. Section 28, of said chapter 62C, as so appearing,
2 is hereby amended by striking out in line 9 the words: “additional
3 tax”.

1 SECTION 4. Section 28, of said chapter 62C, as so appearing,
2 is hereby further amended, by adding at the end thereof the
3 following paragraph:
4 If it is shown that any failure to file a return, or the filing of
5 an incorrect or insufficient return is due to reasonable cause and
6 not due to willful neglect, any penalty under this section may be
7 waived by the commissioner, or if such penalty has been assessed,
8 it may be abated by the commissioner, in whole or in part.

1 SECTION 5. Said Chapter 62C, as so appearing, is hereby
2 amended by striking out section 30 and inserting in place thereof
3 the following section;
4 Section 30. (a) If the federal taxable income of a person
5 subject to taxation under chapter sixty-two is finally determined
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6 by the federal government to be different from the taxable income
7 as originally reported, such final determination shall be reported
8 to the commissioner, accompanied by payment of any additional
9 tax due with interest as provided in section thirty-two, within one

10 year of receipt of notice of such final determination. If the taxable
11 income of a person subject to taxation under chapter sixty-three
12 is finally determined by the federal government to be different
13 from the taxable income as originally reported to the Commis-
-14 sioner, such final determination shall be reported to the commis-
-15 sioner, accompanied by payment of any additional tax due with
16 interest as provided in section thirty-two, within three months of
17 receipt of notice of such final determination. If the federal taxable
18 estate of an estate subject to taxation under chapter sixty-five C
19 is finally determined by the federal government to be different
20 from the taxable estate as originally reported, such final deter-
-21 mination shall be reported to the commissioner, accompanied by
22 payment of any additional tax due with interest as provided in
23 section thirty-two, within two months of receipt of notice of such
24 final determination. The report shall include a statement of the
25 reasons for the difference, in such form as the commissioner may
26 require. Any additional tax and interest therein shown upon any
27 such report shall be deemed to be assessed at said amount at the
28 time when such report is filed.
29 (b) If from such report or upon investigation it shall appear
30 that any tax under chapters sixty-two or sixty-five C or that the
31 tax with respect to income under chapter sixty-three has not been
32 fully assessed, the commissioner shall, notwithstanding the three-
-33 year limitation in section twenty-six, assess an additional tax, if
34 any, with respect thereto, with interest as provided in
35 section thirty-two. An assessment under this subsection shall be
36 made in the manner provided in section twenty-six (b) within one
37 year of the receipt of such report or within two years of the receipt
38 by the commissioner of information from the federal government
39 that it has made a final determination of such person’s federal
40 taxable income or of the federal taxable estate different from that
41 shown on the original return filed with the commissioner where
42 no report is filed with the commissioner and shall be limited to
43 changes in such person’s tax liability under chapter sixty-two,
44 sixty-three or in such estate’s tax liability under chapter sixty-
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45 five C arising out of or related to the items which resulted in the
46 change in federal taxable income or in the federal taxable estate.
47 (c) If, as a result of the change by the federal government in
48 a person’s federal taxable income or in a federal taxable estate,
49 such person or estate believes that a lesser tax was due the
50 commonwealth than was paid, such person or estate may apply
51 in writing to the commissioner, on a form approved by him for
52 use under this section, for an abatement thereof within one year
53 of the date of notice of such final determination by the federal
54 government or within one year of the date of assessment by the
55 commissioner under subsection (b), whichever is later.
56 Each application for abatement shall set forth the type of tax,
57 the taxable periods, the amount of abatement requested, and the
58 specific facts and contentions of law relied upon. An abatement
59 of taxes under this subsection shall be limited to the specific facts
60 and contentions of law set forth on such application and the
61 changes in a taxpayer’s tax liability arising out of or related to
62 items which resulted in the change in federal taxable income or
63 in the federal taxable estate.
64 (d) The commissioner shall, if requested, give the applicant a
65 hearing upon his application; and if the commissioner finds that
66 the tax is excessive in amount or illegal, he shall abate the tax,
67 in whole or in part, accordingly. The commissioner shall be limited
68 in his consideration of an abatement application to issues arising
69 out of or related to the change in federal taxable income or in
70 the federal taxable estate. The commissioner shall give notice to
71 the applicant of his decision upon the application.
72 (e) Any person or estate failing to comply with the provisions
73 of subsections (a) and (b) shall be assessed the penalties appli-
-74 cable to returns and taxes under sections twenty-eight and thirty-
-75 three, said penalties to become part of the additional tax found
76 due. For reasonable cause shown, the commissioner may, in his
77 discretion, abate any such penalty in whole or in part.
78 For purposes of this section, the term “person” shall include
79 any individual, partnership, association, trust, corporate trust or
80 any other fiduciary subject to taxation under chapters sixty-two
81 or sixty-five C, or any corporation subject to taxation under
82 chapter sixty-three.
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1 SECTION 6. Section 33 Aof said chapter 62C, as so appearing,
2 is hereby amended by striking out the first two paragraphs and
3 inserting in place thereof the following paragraphs:
4 Section 33A. If any return, application for abatement of tax,
5 statement or other document required to be filed with the commis-
-6 sioner, or any payment to the commissioner required to be made
7 within a prescribed period or on or before a prescribed date is,
8 after such period or date, delivered by United States mail, or by
9 such alternate private delivery service as the commissioner may

10 by regulation permit, to the office with which such return, appli-
-11 cation, statement or other document is required to be filed, or to
12 which such payment is required to be made, the date of the United
13 States postmark, or other substantiating date mark permitted by
14 regulation, affixed on the envelope or other appropriate wrapper
15 in which such return, application, statement or other document,
16 or payment, is mailed or delivered shall be deemed to be the date
17 of delivery or the date of payment as the case may be. This provi-
-18 sion shall apply only if (A) the postmark date or other
19 substantiating date mark permitted by regulation falls within the
20 prescribed period or on or before the prescribed date (i) for the
21 filing, including any extension granted for such filing, of the
22 return, application, statement or other document, or (ii) for
23 making the payment including any extension granted for making
24 such payment, and (B) the return, application, statement or
25 other document, or payment was, within the time prescribed in
26 clause (A), deposited in the mail in the United States in an
27 envelope or other appropriate wrapper, first class postage prepaid,
28 or delivered to such alternative private delivery service, properly
29 addressed to the office with which the return, application,
30 statement or document is required to be filed, or to which such
31 payment is required to be made.
32 This section shall apply to any return required to be filed under
33 sections ten or sixteen and any payment required to be made in
34 connection therewith under section thirty-two or under chapters
35 sixty-four A to sixty-four J, inclusive, or chapter one hundred
36 and thirty-eight only if the date of mailing or delivery to such
37 private delivery service falls on or before the second day before
38 such prescribed date and the payment was, on or before such
39 second day, mailed in the United States in an envelope or other
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40 appropriate wrapper, first class postage prepaid, or delivered to
41 such alternative private delivery service, properly addressed to the
42 office with which such return or payment is required to be made.

1 SECTION 7. Section 36 of said chapter 62C, as so appearing,
2 is hereby amended by striking out the last paragraph and inserting
3 in place thereof the following paragraph:
4 A return claiming a refund of an overpayment of any tax or
5 an application for credit or refund of an overpayment of any tax
6 where no return is required to be filed shall be made by the
7 taxpayer within three years from the time such tax was paid or
8 deemed to be paid under section 79 of this Chapter.

1 SECTION 8. Section 37 of said chapter 62C, as so appearing,
2 is hereby amended by striking out the first two paragraphs and
3 inserting in place thereof the following paragraphs:
4 Any person aggrieved by the assessment of a tax, other than
5 a tax assessed under chapters sixty-five or sixty-five A or under
6 section thirty of this chapter, may apply in writing to the commis-
-7 sioner, on a form approved by him, for an abatement thereof at
8 any time within three years from the last day for filing the return
9 for such tax, determined with regard to any extension of time,

10 within two years from the date the tax was assessed or deemed
11 to be assessed, or within one year from the date that the tax was
12 paid, in whole or in part, whichever is later. If an agreement under
13 the provisions of section twenty-seven of this chapter extending
14 the time for assessment of a tax is made within the time prescribed
15 for filing an application for abatement under this section, then
16 such an application may be filed at any time prior to the expiration
17 of such extended time.
18 If more than three years have expired from the last day for filing
19 the return for such tax, determined with regard to any extension
20 of time, and an application for abatement is filed after said date
21 but within two years from the date of a deficiency assessment made
22 by the commissioner pursuant to section twenty-six of this
23 chapter or within one year of payment in whole or in part of such
24 deficiency assessment, whichever is later, an abatement may be
25 granted pursuant to such application only to the extent that it does
26 not exceed the amount of such deficiency assessment or payment.
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Each application under this section shall set forth the type of
28 tax, the taxable periods, the amount of abatement requested and
29 the specific facts and contentions of law relied upon. Amounts
30 abated pursuant to said application shall be limited by the specific
31 facts and contentions of law set forth on such application.
32 The commissioner shall, if requested, give the applicant a
33 hearing upon his application; and if the commissioner finds that
34 the tax is excessive in amount or illegal, he shall abate the tax,
35 in whole or in part, accordingly. The commissioner shall not be
36 limited in his consideration of an abatement application to issues
37 arising out of or related to such application or to the specific facts
38 and contentions of law set forth in such application. The commis-
-39 sioner shall give notice to the applicant of his decision upon the
40 application.

1 SECTION 9. Section 38 of said chapter 62C, as so appearing,
2 is hereby amended by striking out in lines 4 through 8 the
3 following words: and if he filed a fraudulent return or having
4 filed an incorrect or insufficient return, has failed, after notice,
5 to file a proper return, the commissioner shall not abate the tax
6 below double the amount for which the person assessed was
7 properly taxable under this chapter”.

1 SECTION 10. Section 39 of said chapter 62C, as so appearing,
2 is hereby amended by adding at the end thereof the following
3 paragraph:
4 Any appeal filed under this section shall be limited to the
5 specific facts and contentions of law set forth in the application
6 for abatement filed with the commissioner.

1 SECTION 11. Section 40 of said chapter 62C, as so appearing,
2 is hereby amended by striking out the first paragraph and inserting
3 in place thereof the following paragraphs:
4 If any refund of any tax, interest or penalties is made pursuant
5 to sections thirty, thirty-one A, thirty-six, thirty-six A, thirty-
-6 seven or thirty-nine of this chapter, or sections twenty-seven or
7 twenty-seven A of chapter sixty-five, or section six of
8 chapter sixty-five A, the state treasurer shall repay to the taxpayer
9 the amount of such refund with interest thereon at the rate
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10 established under section thirty-two of this chapter, except as
11 hereinafter provided, from the date of overpayment to a date, to
12 be determined by the commissioner, preceding the date of the
13 refund check by not more than thirty days, whether or not such
14 refund check is accepted by the taxpayer after tender of such to
15 the taxpayer. The acceptance of such check shall be without
16 prejudice to any right of the taxpayer to claim any additional
17 overpayment and interest thereon.
18 If any overpayment of tax is refunded within ninety days after
19 the last day prescribed for filing the return of such tax, determined
20 without regard to any extension of time for filing the return, or,
21 in case the return is filed after such last date, is refunded within
22 ninety days after the date the return is filed, no interest shall be
23 allowed hereunder on such overpayment. If any overpayment of
24 tax is not refunded within ninety days after a return is filed where
25 such return is filed after the last day prescribed for filing such
26 return, determined without regard to any extension of time for
27 filing the return, interest shall be allowed hereunder on such
28 overpayment only from the date the return is filed. Where two
29 or more corporations elect to file returns on a combined net
30 income basis under section thirty-two Bof chapter sixty-three, the
31 return of each of such corporations filed under section eleven shall
32 not be considered filed for purposes of this section until all
33 members of the combined group have filed their returns.

1 SECTION 12. Said chapter 62C, as so appearing, is hereby
2 amended by inserting after section 80 the following section:
3 Section 81. Under regulations promulgated by the commis-
-4 sioner, if:
5 (A) a joint return has been made under section six of this
6 chapter for a taxable year,
7 (B) on such return there is a substantial understatement of tax
8 attributable to grossly erroneous items of one spouse,
9 (C) the other spouse establishes that in signing the return he

10 or she did not know, and had no reason to know, that there was
11 such substantial understatement, and
12 (D) taking into account all the facts and circumstances, it is
13 inequitable to hold the other spouse liable for the deficiency in
14 tax for such taxable year attributable to such substantial
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15 understatement, then the other spouse shall be relieved of liability
16 for tax (including interest, penalties, and other amounts) for such
17 taxable year to the extent such liability is attributable to such
18 substantial understatement.

1 SECTION 13. Chapter 638 of the General Laws, as appearing
2 in the 1990 Official Edition, is hereby amended by adding after
3 section 3 the following section:
4 Section 3A. Lower Required Installment Where Annualized
5 Income Installment is Less Than the Amount Determined Under
6 Section (3)
7 (a) General rule: In the case of any required installment, if the
8 corporation establishes that the annualized income installment is
9 less than the amount determined under section three of this

10 chapter
11 (1) The amount of such required installment shall be the
12 annualized income installment, and
13 (2) Any reduction made under this paragraph shall be
14 recaptured by increasing the amount of the next required
15 installment determined under subsection (c) of said section three
16 by the amount of such reduction.
17 (b) Annualized Income Installment
18 (1) In general, the annualized income installment is the excess
19 (if any) of
20 (A) An amount equal to the applicable percentage of the tax
21 for the taxable year computed by placing on an annualized basis
22 the taxable income
23 (i) for the first two months of the taxable year, in the case of
24 the first required installment
25 (ii) for the first two or first five months of the taxable year,
26 in the case of the second required installment
27 (iii) for the first six or first eight months of the taxable year,
28 in the case of the third required installment
29 (iv) for the first nine or first eleven months of the taxable year,
30 in the case of the fourth required installment, over
31 (B) The aggregate amount of any prior required installments
32 for the taxable year.
33 (2) Special rules
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34 (A) For purposes of this section, taxable income is the
35 preapportioned taxable income for the relevant period multiplied
36 by the lesser of the current or prior year apportionment
37 percentage.
38 (B) Annualization —To annualize taxable income, multiply
39 the taxable income for the number of months required to be used
40 in paragraph (b)(1)(A) by twelve and then divide by that number
41 of months.
42 (C) Applicable Percentage

43 In the case of the following The applicable required
44 installments: percentage is;

45 First 36.0
46 Second 58.5
47 Third 81.0
48 Fourth 90.0

49 (c) Exception. This section shall not apply in the case of a large
50 corporation, as defined in section sixty-six hundred and fifty-
-51 five (g) of the Internal Revenue Code as amended on January
52 first, nineteen hundred and eighty-nine.

1 SECTION 14. Section 27 of chapter 65 of the General Laws,
2 as appearing in the 1990 Official Edition, is hereby amended by
3 adding at the end thereof the following paragraph:
4 Each petition for abatement under this section shall set forth
5 the type of tax, the taxable periods, the amount of abatement
6 requested, and the specific facts and contentions of law relied
7 upon. Amounts abated pursuant to such petitions shall be limited
8 by the specific facts and contentions of law set forth in such
9 petitions.

1 SECTION 15. Section 27A of said chapter 65, as so appearing,
2 is hereby amended by adding at the end thereof the following
3 paragraph:
4 Each application for abatement under this section shall set forth
5 the type of tax, the taxable periods, the amount of abatement
6 requested, and the specific facts and contentions of law relied
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7 upon. Amounts abated pursuant to such applications shall be
8 limited by the specific facts and contentions of law set forth in
9 such applications.

1 SECTION 16. Section 6of chapter 65Aof the General Laws,
2 as appearing in the 1990 Official Edition, is hereby amended by
3 adding at the end thereof the following paragraph;
4 Each application for abatement under this section shall set forth
5 the type of tax, the taxable periods, the amount of abatement
6 requested, and the specific facts and contentions of law relied
7 upon. Amounts abated pursuant to such applications shall be
8 limited by the specific facts and contentions of law set forth in
9 such applications.

1 SECTION 17. Section one of this act shall apply to taxable
2 years beginning on or after January 1, nineteen hundred and
3 ninety-three. Sections two, twelve and thirteen of this act shall
4 apply to taxable years beginning on or after January 1, nineteen
5 hundred and ninety-two. Sections three and four of this act shall
6 take effect upon passage of this act. Section five of this act shall
7 apply to all federal change reports filed by the taxpayer or federal
8 changes assessed by the commissioner on or after the effective date
9 of this act. Section six of this act shall apply to returns, appli-

-10 cations, statements or other documents required to be filed or
11 payments required to be made on or after the effective date of
12 this act. Section seven of this act shall apply to all returns claiming
13 a refund or all applications where no return is required where such
14 tax was paid or deemed to be paid under section 79 of chapter 62C
15 on or after the effective date of this act. Sections eight through
16 ten inclusive, of this act, shall apply to applications for abatement
17 of tax filed on or after the effective date of this act. Section eleven
18 of this act shall apply to all refunds made on or after the effective
19 date of this act. Sections fourteen through sixteen inclusive, of
20 this act, shall apply to petitions or applications for abatement of
21 tax filed on or after the effective date of this act.
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