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Department of Corporations and Taxation, State Tax Commission

To the Honorable Senate and the House of Representatives.

Gentlemen : —ln compliance with General Laws, chapter 30,
sections 33 and 33A, as amended, we have the honor to submit
herewith such portions of the annual report as embody recommen-
dations for legislation, accompanied by drafts of proposed measures
to cover such recommendations as require the enactment of legis-
lation.

Respectfully submitted,

STATE TAX COMMISSION

Robert T. Capeless,
('hairman

Stephen S. Higgins.
Edward C. Wilson.

HOUSE No. 65

Che Commontoealth of Massachusetts
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Extension of Certain Provisions of the Municipal Finance
Law and Certain Other Laws relative to Towns and
Officers thereof to Certain Districts.

This proposal seeks to make applicable to fire, water, light, im-
provement and regional school districts certain provisions of chap-
ters 40, 41 and 44 now applicable to towns only, as follows:

Section 1. Amending section four B of chapter forty relating
to bidding provisions on contracts for purchase of equipment, sup-
plies and materials costing one thousand dollars or more.

Section 2. Amending section one hundred and nine of chapter
forty-one relating to resignations from public office and vacating of
offices by removal of residence.

Section 3. Amending section fifty-three of chapter forty-four
providing: for the payment of public funds into a town treasury.

Section 4. Amending section fifty-five of chapter forty-four re-
lating to the limitation of deposit of public funds in a bank or trust
company to sixty per cent of its capital and surplus.

Section 5. Amending section sixty-four of chapter forty-four
relating to the requirement of a four-fifths vote of an annual meet-
ing or a nine-tenths vote of a special meeting to pay bills of previous
years unpaid in the year in which incurred because of an insufficient
appropriation.

This bill, by its section 6, also seeks to make applicable to the
purchase of water meters present provisions of section 8 of chapter
44 limiting the authorization of indebtedness for certain water con-
struction purposes to an amount not exceeding 10 per cent of the
last preceding assessed valuation.

RECOMMENDATIONS.

of Income from Profession,
iness, and Transactions bn-

Clarification of the Taxation
Employment, Trade or Bu:
TERED INTO FOR PROFIT.

the income tax law in respect to the
’ under the provisions of section 6

This proposal seeks to clarify
definition of “business income
of chapter 62.
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As the result of the amendment embodied in chapter 677 of the
acts of 1957, there is now uncertainty as to the taxability of income
in the form of patent or copyright royalties received by non-pro-
fessional inventors and authors, or by present holders of patents or
copyrights originally held by professionals.

The proposed amendment would remove this uncertainty by
including such income within the terms of “transactions entered
into for profit” by limiting the present exclusion of “transactions
in intangible persona! property” to “transactions in intangible

property which are specifically taxed or exempted under
a section or subsection of this chapter other than subsection (5) of
section five or subsection (c) of section five A.”

The end result will be to make certain the taxability of all royalty
income on the same basis, regardless of the identity of the recipient.

Revision of Requirements for Filing Declaration of Esti-
mated Income Tax under Chapter 628.

This proposal seeks to amend the law relating to the income tax
withholding system with respect to the requirement to file a declara-
tion of estimated taxes.

Under the provisions of chapter 17 of the acts of 1959, any tax-
payer who can reasonably expect to receive income taxable under
chapter 62 or 62A, in excess of $lOO over and above that subject to
withholding, is required to file such a declaration.

It is the opinion of the State Tax Commission that the reporting
burden on the taxpayer and the administrative burden on the
department can both be relieved without impairing revenue security
by increasing this minimum reporting requirement. Accordingly,
it is recommended herewith that the amount be increased to $5OO.

Standardization of Administrative Provisions with Respect
to Taxes paid by Insurance Companies and Certain In-
surance and Savings Banks.

Under the present law', the administrative provisions relating to
such matters as time for assessing additional taxes, filing applica-
tions for abatement, penalties, etc., which are applicable to business
corporations, are also specifically made applicable to commercial
and savings banks. However, different administrative provisions
are, at present, applicable to insurance companies and certain in-
surance and savings banks issuing or assuming insurance policies.
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The proposal seeks to eliminate this unnecessary complication by
conforming such administrative provisions to those applicable to
commercial and savings banks and business corporations.

Under the present statute, most insurance companies are required
to file returns on March 1 of each year. The Commissioner is re-
quired to assess the excise and to notify the companies of the correct
amount thereof. The proposal postpones the due date of said
returns to March 15, to conform with the due date of returns of
business corporations. Ocean marine companies will be required to
file their returns on May 15 rather than the present April 1 date.
In addition, the proposal makes the procedure with respect to the
tax on insurance companies and certain insurance and savings
banks issuing or assuming insurance policies comparable to that
applicable to the tax on commercial and savings banks and business
corporations by making the tax self-assessing and eliminating the
requirement that the Commissioner notify the company as to the
correct amount of the assessment.

Revision ok Clarification of the Allocation Formulae for
Certain Items in the Computation of the Corporation
Excise.

This proposal seeks to revise or clarify certain allocation formulae
under the corporation excise statute in the following respects:

1. The statute permits a deduction, in determining the taxable
corporate excess of a domestic business corporation, of the propor-
tion of the corporation’s cash and accounts receivable which are
attributable to an office outside of Massachusetts. The formula
presently contained in the statute allocates such cash and accounts
receivable on the basis of the proportion of its real estate, ma-
chinery and merchandise situated outside Massachusetts. A
simpler and more accurate method of allocation would be achieved
if such intangibles were allocated on the basis of the statutory for-
mula used for the allocation of the corporation’s net income. The
proposal seeks to accomplish this result. I t,

2. The corporation excise law determines the corporate excess
of a foreign corporation employed within Massachusetts by allo-
cating the fair value of its capital stock on the basis of the value of
its assets employed within Massachusetts as compared to its total
assets. The proposal clarifies assets employed within Massachu-
setts by requiring that the corporation’s intangibles be allocated
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on the basis of the statutory formula used for the allocation of the
corporation’s net income.

3. One of the alternative minimum excises on foreign corpora-
tions is measured by a proportion of the fair value of its capital
stock, allocated on the basis of its assets employed within Massa-
chusetts as compared to its total assets. A simpler and more ac-
curate method of allocation would also be achieved in this area if
the fair value of the capital stock were allocated on the basis of the
statutory formula used for the allocation of the corporation’s net

The proposal seeks to accomplish this result.

Simplification of the Deduction for Certain Tax-exempt
Securities in the Computation of Corporate Excess.

The corporation excise law permits a deduction, in determining
the taxable corporate excess, for certain tax-exempt securities held
by the corporation. The deduction, based on the “average daily
value” of such securities, requires an undue amount of work in its
computation since daily values of each security may have to be
averaged for the entire year. The proposal seeks to simplify the
computation of the deduction by basing it on the cost of the securi-
ties rather than average daily values.

Simplification and Modification of Alternative Measuri
of the Corporation Excis

The statutory provisions establishing the rate of the Massa-
chusetts corporation excise are highly complex due to the fact that
the tax is imposed at the highest of four alternative rates. This
complexity has led to misunderstanding on the part of taxpayers
who do not have wide experience with the law, and to the expendi-
ture by departmental personnel of a large amount of time in assess-
ing additional taxes in cases where the return has been incorrectly

, prepared.
This proposal seeks to simplify the provisions with regard to the

rate of tax, and, except in the case of security corporations which
are taxed under a special formula, to combine all of such provisions
in a single section. The proposal further simplifies the law by pro-
viding that the $25 minimum shall not be subject to proration in
cases where the corporation’s taxable year is less than twelve
months.
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Clarification op the Statutory Formula allocating Net
Income under the Corporation Excise Law.

Under the corporation excise, the portion of a corporation’s
income attributable to Massachusetts and used in the measure of
the excise is determined by the application of a three-factor formula
based on wages, tangible property and gross receipts in Massachu-
setts as compared to total wages, tangible property and gross
receipts. The statute provides that the numerator of the gross
receipts fraction shall be “the amount of the corporation’s grossl
receipts from business assignable to this commonwealth as herein-
after provided” and that the denominator shall be “the amount of
the corporation’s gross receipts from all its business.”

This proposal clarifies the ambiguity that now exists as to the
type of gross receipts that may be included in the denominator of
the gross receipts fraction. It makes clear that only those types
of gross receipts which are includable in the numerator of the frac-
tion sales, rents and royalties may be included in the denom-
inator thereof.

Clarification of Power op Commissioner to Examine Records
of Corporate Taxpayers.

The corporation excise tax law presently contains certain mutually
inconsistent provisions with regard to the power of the Commis-
sioner to require a corporation to submit its books and papers for
examination. While section 44 permits such examination for the
purpose of verifying any return of a tax imposed under sections 30
to 52, section 69 contains an exception insofar as certain taxes
imposed on income are concerned.

The State Tax Commission is of the opinion that the Commis-
sioner’s needs to examine the books and records of taxpayers is
just as great in the case of taxes based on income as in the case of
other corporation taxes, and accordingly proposes that the pres-
ently existing restriction on the Commissioner’s investigative*
powers be eliminated.

The proposal also eliminates an exemption from investigation
presently enjoyed by certain foreign corporations taxable under
section 58.
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Revision of Provisions relative to Compensation Allowance
to Distributors of Gasoline.

Presently, distributors of gasoline are allowed compensation for
collecting the taxes thereon, the amount of which is determined
from the monthly tax returns filed by them. The law permits an
allowance of an amount not exceeding one per cent of the excise so
collected. This amount is warranted by the Commissioner and
transmitted to the state comptroller for certification and payment
without specific appropriation therefor.

This proposal seeks to bring the system of reimbursement into
line with the procedures set out in the meals tax law and the ciga-
rette tax law by permitting an automatic deduction for compensation
of a fixed amount of one per cent of the excise collected each month;
provided, however, that all the provisions of the gasoline tax stat-
ute, together with all the pertinent rules and regulations of the
State Tax Commission promulgated thereunder, have been com-
plied with.

It is to be noted that where the law presently refers to an amount
not exceeding one per cent of the excise collected, this proposal sets
forth a rate of reimbursement on a straight one per cent basis.

It has been the practice of the department to allow one per cent
as compensation for many years.

Refunds of Gasoline Taxes Paid by Farmers
Under the present law, farmers are not entitled to receive reim-

bursement for the Massachusetts tax on gasoline paid by them but
consumed on a farm for farming purposes until a refund of the
federal tax on such gasoline has been received by them.

In order to expedite the processing of reimbursement claims by
such farmers, this proposal provides that farmers who are entitled
to a federal refund will be reimbursed for the Massachusetts tax
without being required to wait until the federal refund has actually
been received by them. It will likewise do away with the require-
ment of filing a copy of the federal claim.

Clarification of the Procedures relative to Suspension
op Permits under Gasoline Tax Law.

This proposal includes the suspension of permits issued under sec-
tion 8A of chapter 64A of the General Laws to out-of-state licensed
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distributors, in the same manner as licenses of distributors and un-
classified importers may now be suspended for violation of the pro-
visions of said chapter 64A.

The said proposal extends the right of suspension to include all
persons holding either a license or permit under said chapter 64A.

Suspension of Meals Tax Registration for Non-compliance
with Law

The present meals tax law, so called (chapter 648 of the General
Laws), provides that a certificate of registration issued thereunder,
permitting the sale of meals shall remain in effect so long as the tax-
payer is engaged in serving meals for taxable charges and has com-
plied with the provisions of said chapter 648.

There is no specific provision, however, in the statute for the sus-
pension or revocation of an issued certificate of registration in the
case of a failure to comply with the terms required of the statute.

This proposal seeks to remedy this situation by providing for the
suspension or revocation of a certificate of registration should the
occasion require the same. It also provides that the Commissioner
may refuse to issue a registration if a taxpayer fails to abide by the
terms of the statute. Adequate protection for the taxpayer is pro-
vided by way of appeal of the decision of the Commissioner and/or
the Commission.

Revision of Provisions relative to Compensation Allowance
to Suppliers of Special Fuels.

Under the present law, licensees making returns and payments to
the commissioner of taxes on special fuels collected by them under
chapter 64E of the General Laws are allowed compensation for mak-
ing said collections, the amounts of which are determined from the
monthly tax returns filed by them. The law permits an allowance
of an amount not exceeding one per cent of the excise so collected.
The amount is warranted by the Commissioner and transmitted to
the state comptroller for certification and payment without spe-
cific appropriation therefor.

This proposal seeks to bring the system of reimbursement into
line with the procedures set out in the meals tax law and the ciga-
rette tax law, by permitting an automatic deduction for compensa-
tion of a fixed amount of one per cent of the excise collected each
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month; provided, that all the provisions of said chapter 64E, to-
gether with all the pertinent rules and regulations of the State Tax
Commission promulgated thereunder, have been complied with.

This proposal applies to “suppliers” exclusively for the reason
that the said suppliers are the only taxpayers under the said chap-
ter who are obliged to collect the taxes due thereunder and to pay
the same over to the Commissioner.

It is to be noted that where the law presently refers to an amount
not exceeding one per cent of the excise collected, this proposal sets
forth a rate of reimbursement on a straight one per cent basis.

It has been the practice of the Department to allow one per cent
as compensation for many years.

Excluded from the compensation item is the tax paid by the sup-
plier on the number of gallons of special fuel consumed or used by
himself.

Changing Filing Requirement of Returns
by Certain Motor Carriers.

The present law requires motor carriers who regularly or habitu-
ally operate motor vehicles upon the highways of the Commonwealth
and who purchase or acquire their fuel or special fuels outside the
Commonwealth to file monthly returns with the Commissioner and
to pay a tax of five and one-half cents per gallon of fuel consumed
on our highways.

This proposal seeks to allow the filing of returns on a quarterly
basis rather than on a monthly basis.

The State Tax Commission is of the opinion that administratively
this would be desirable because of the experience of its excise tax
bureau in handling this type of a tax return. There are now about
nine hundred motor carriers subject to the law. They pay an aver-
age of six dollars per month with about two hundred of that number
reporting no tax or less than one dollar tax on an average. Consider-
able time in processing and expense of operations would be elimi-
nated with the enactment of this law.

Additional Remedies for Abatement of Inheritance Taxes.

Under chapter 65 as it now stands, there is no provision per-
mitting a taxpayer to raise with the State Tax Commission the
question of the propriety of any tax imposed upon him except in
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cases where the question relates to valuation. Relief must be sought
by filing a petition in equity directly with the Probate Court. In
this respect, procedure under the inheritance tax law is unique and
at variance with that existing under the other taxing statutes of the
Commonwealth.

This proposal seeks to establish a method of applying for an
abatement directly to the State Tax Commission from a determina-
tion of the Commissioner on any matter other than valuation with
the further right of appeal to the Probate Court in the event of a
denial of an application by the said Commission.

Provision for Collection of Unpaid Inheritance Taxes.
Under the personal income and corporation excise taxes, the Com-

missioner is given all the remedies provided in chapter sixty of the
General Laws for the collection of taxes on personal property. How-
ever, under the inheritance tax statute, the Commissioner is re-
stricted, in the recovery of unpaid taxes, to an action of contract
brought in the name of the Commonwealth or an information in
equity in the Supreme Judicial Court brought by the Attorney
General at the Commissioner’s relation.

The proposal would give the Commissioner the same remedies
under the inheritance tax law that he has under the other statutes
above referred to.

Requirement of Notice to the Commissioner of Corporations
and Taxation of the Death and the Existence of Certain
Property belonging to the Deceased.

In the administration of chapter 65 relating to the taxation of
legacies and successions, one notable area of revenue loss is caused
by inability to ascertain the fact of death in cases of joint ownership
of property. While no accurate estimate of the loss is available,
experience and reason indicate that it is substantial.

The proposed legislative change would make such information
available in many cases. It provides for a reporting requirement
on the survivors of joint ownership of savings bank accounts and
safety deposit boxes and on the financial institutions involved that
would produce such information as part of the routine of the normal
operations of such institutions.

Specifically, it would require a joint owner to give and a bank to
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obtain and transmit to the Commissioner of Corporations and Tax-
ation a statement under oath as to whether a joint owner had
deceased, before permitting access to a safety deposit box or to
withdraw in excess of $5OO from a joint account.

The requirement would in no way delay, hinder or obstruct the
rightful use by a surviving joint owner of funds or property to
which he was entitled. It would merely compel his furnishing of a
piece of information essential to adequate tax administration. It
would impose a relatively small administrative burden on the state’s
financial institutions but only to a degree that is more than offset
by the public benefit to be derived.




