
No. 3729HOUSE .

Executive Department,
State House, Boston, May 3, 1962.I

To the Honorable Senate and House of Representatives:

A recent amendment to the federal Internal Revenue Code en-
acted on February 2, 1962, Public Law 87-403, necessitates an
amendment to the Massachusetts personal income tax law in order
to protect the revenues of the Commonwealth and to bring the pro-
vision of Chapter 62 of the General Laws into conformity with cor-
responding provisions of the federal Internal Revenue Code. Public
Law 87—103 was enacted by the Congress as a result of a decision of
the Supreme Court of the United States that the federal anti-trust
statutes require the E. I. duPont deNemours Corporation to divest
itself of all of its stockholdings in General Motors Corporation.

Prior to the amendment to the federal Internal Revenue Code by
Public Law 87-403, a stockholder of the duPont Company receiving
a distribution of General Motors shares pursuant to this Supreme
Court decision would have been required to treat the entire fair
market value of the General Motors shares so received as a taxable
dividend. In order to correct this inequity Congress enacted Pub-
lic Law 87-403 so as to provide that the receipt of General Motors
shares, instead of being treated as a taxable dividend, should be con-
sidered as having been received in a partial liquidation of the duPont
Company. Under Public Law 87-403 a duPont stockholder is re-
quired to reduce the cost basis of his duPont stock by the fair mar-
ket value of the General Motors stock he receives. If the value of

S|lthe General Motors stock exceeds his cost basis for his duPont stock,
he is required to treat such excess as taxable capital gain. When he
sells his General Motors stock, his cost basis for such stock will be
its fair market value at the date of its receipt, and when he sells his
duPont stock its cost basis will be its basis before the General Motors
distribution reduced by the value of the General Motors shares re-
ceived.
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The treatment of this transaction under present Massachusetts
income tax law is different from the way it is treated under the
amended federal law. Our law now provides that if a distribution
by one corporation of stock of another corporation is not taxable
as a dividend under federal law, it is not taxable as a dividend in
Massachusetts, so a duPont shareholder who receives General
Motors stock as a result of the Supreme Court decision would not be
treated for Massachusetts income tax purposes as receiving a tax-
able dividend. However, our law contains no provision, as does the
amended federal law, reducing the cost basis of the duPont stock
by the fair market value of the General Motors stock received, or
requiring duPont stockholders receiving General Motors stock of a
fair market value in excess of their cost basis of their duPont stock
to treat such excess as a taxable capital gain. As a result, a duPont
stockholder would pay no tax at all, regardless of whether or not
the value of the General Motors stock he received exceeded the cost
basis of his duPont stock, until he sold either his duPont or General
Motors stock. If he sold the duPont stock, its cost basis under the
present Massachusetts law would be the same as it was before the
distribution of General Motors stock. If he sold the General Motors
stock, his cost basis for it would be zero. Where, as is likely to be
the case in many instances, the value of the General Motors stock
received by a duPont stockholder is in excess of his cost basis for his
duPont stock, he will not, under the present Massachusetts law, be
treated as having recognized a capital gain in the amount of such
excess.

In order to bring our law into conformity with the federal law
and to permit the Commonwealth to collect a capital gains tax
whenever the fair market value of the General Motors stock received
by a duPont stockholder exceeds the cost basis of his duPont stock,
the proposed legislation amends Chapter 62 of the General Laws in
two respects.

First, it amends Section 7 of Chapter 62 so as to provide that the
cost basis of any stock with respect to which a distribution is made
pursuant to an anti-trust decree shall be reduced by the fair market
value of such distribution.

Second, it amends Section 618 of Chapter 62 so as to provide
that a distribution pursuant to an anti-trust decree shall not come
within the definition of a “dividend”.

If the proposed amendments are adopted, the Commonwealth
will be able to assess a capital gains tax in cases where the fair market
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value of General Motors stock received by a duPont stockholder
pursuant to the anti-trust decree exceeds the stockholder’s cost
basis for his duPont stock. Upon any subsequent sale of the duPont
stock its cost basis will be zero.

Where the fair market value of the General Motors stock is less
than the basis of the duPont stock, the cost basis of the duPont stock
will be reduced by the value of the General Motors stock.

In all cases, the cost basis of any General Motors stock will be
its fair market value when received pursuant to the anti-trust
decree.4 The convenience both of the taxpaying public and of the admin-
istrative officials of the Income Tax Bureau of the Department of
Corporations and Taxation will be served if the provisions of the
Massachusetts income tax law conform as closely as possible to
those of the federal law. In recent years a number of amendments
to Chapter 62 of the General Laws have been enacted to accom-
plish this objective.

If the changes proposed in the accompanying bill are not made,
there will be two undesirable results. Taxpayers will be confused
in preparing their returns as a result of the divergence between
state and federal law, and even more important, the Commonwealth
will lose revenue to which it would be entitled if our law and the
federal law were the same.

The duPont Company has been advised by the federal court to
commence to divest itself of its holdings of General Motors stock
within ninety days from May 1, 1962, the effective date of the
court’s decree. It is, therefore, highly desirable that the attached
legislation be enacted during the present session in order that it
may be applicable to distributions of General Motors stock made by
the duPont Company during the current year.

Respectfully submitted,

JOHN A. VOLPE,
Governor of the Commonwealth4
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In the Year One Thousand Nine Hundred and Sixty-Two.

An Act to provide for the reduction of cost basis of stock
WITH RESPECT TO WHICH A DISTRIBUTION HAS BEEN MADE PUR-
SUANT TO AN ANTI-TRUST ORDER.

Court assembled, and by the authority of the same, as follows:
1 Section 1. Section 7of chapter 62 of the General Laws as
2 most recently amended by section 3 of chapter 556 of the acts
3 of 1959 is further amended by adding at the end of the first para-
-4 graph the following clause: ( ) the basis of property received
5 in a distribution of divested stock as defined in section 1111 of
6 the Internal Revenue Code of 1954, as added by Public Law
7 87-403, shall be the fair market value of such property as of
8 the date of such distribution.

1 Section 2. Subsection (b) of section 61 of chapter 62 of the
2 General Laws, as added by section 1 of chapter 597 of the acts
3 of 1956 is hereby amended by adding at the end of the first
4 paragraph the following: and other than a distribution of
5 divested stock as defined in section 111 of the Internal Revenue
6 Code of 1954, as added by Public Law 87-403, so as to read as
7 follows; — (h) As used in this chapter, the word “dividend”
8 shall mean any distribution of property made by a corporation,
9 partnership, association or trust, the beneficial interest in which

10 is represented by transferable shares, to its shareholders, other
11 than a distribution coming within the terms of subsection (g)
12 of section one, and other than a distribution of divested stock
13 as defined in section 1111 of the Internal Revenue Code of 195-4'
14 as added by Public Law 87-403.

1 Section 3. This act shall take effect with respect to taxable
2 years commencing after December thirty-first, nineteen hundred
3 and sixtv-one.
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