
HOUSE 14

Department of Corporations and Taxation

To the General Court of Massachusetts.

In compliance with the provisions of section 33 of
chapter 30 of the General Laws (Tercentenary Edition)
there is submitted herewith such part of the annual re-
port of the Commissioner of Corporations and Taxation
(Pub. Doc. No. 16) as contains recommendations or sug-
gestions for legislative action, accompanied by drafts of
bills.

HENRY F. LONG,

Cbe Commontucaltj) of 6@asoadnisetts

Commissioner of Corporations and Taxation.
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Corporations.

1. Dissolution. This recommendation is in accord-
ance with the practice which has obtained for many
years whereby annually an act is passed dissolving cer-
tain corporations. In many instances corporations have
for some time been delinquent with respect to the filing
of certificates of condition or tax returns. Some have
failed to continue to elect officers and have practically
ceased to function at all, and some have been enjoined
by the Supreme Judicial Court from doing business. In
other instances, those interested in a corporation may de-
sire its dissolution for the reason that all of the assets
have been disposed of and the business completely ter-
minated. It is respectfully requested that the corpora-
tions to be submitted in accordance with the previous
practice be dissolved by an act effective at such time dur-
ing the session as may be found most expedient.

2. Organization Fees of Certain Corporations. The
organization fee provided for charitable corporations
under the provisions of chapter 180 of the General Laws
is $25, whereas in the case of co-operative banks, credit
unions and fraternal benefit organizations the organiza-
tion fee is only $5. There seems no logical basis for this
disparity, and that all should be put on the uniform basis
of paying a fee of $25.

3. Certain Bank Taxes. The object of this bill is to
clarify and bring into accord with the administrative
practice the legislative provision relating to the due date
of national bank and trust company taxes. Certain pro-
visions applicable to business corporations in connection
with the administration of the excise are made applicable
so far as pertinent, to the excise imposed upon national
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banks and trust companies. Because of the fact that the
excise imposed upon business corporations is measured in
part by corporate excess and the bank tax is measured
solely by income, some uncertainty developed as to the
interpretation of the law. This bill would clear up the
difficulty.

4. Savings Banks and Savings Departments of Trust
Companies: Certain Public Utility Taxes. Because of
the liberal deductions allowed in the taxation of deposits
of savings banks and in savings departments of trust com-
panies, the excise is frequently either negligible in amount
or nothing whatsoever. It is believed that at least a mini-
mum tax should be paid by every bank for the privileges
which it enjoys. This bill provides such a minimum. It
also corrects an unjust situation arising from illogical
provision of the present law whereby excessive deductions
are granted, the existing law permitting a disproportion-
ate deduction of that which is not reflected in the tax
base itself.

The complicated method of distributing franchise taxes
paid by public service corporations was, except as to gas,
electric light and water companies, abolished in 1934.
It is believed that it would be well for the Legislature to
go to the logical conclusion and repeal this last vestige
of this method of distribution.

Income Taxes.

5. Taxation of Dividends of Certain Corporations.
Again the Legislature has further extended the period
during which the temporary tax upon the dividends of
Massachusetts and certain other corporations exempt
under the original law will be effective so as to include
for taxation dividends received up to the end of the
year 1940. It is again urged that the provisions of the
taxation of such dividends should be made a permanent
part of the law. Experience has further demonstrated
the lack of likelihood that there can be any return to the
exemption from taxation of this class of income. The
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policy of the Commonwealth to tax them should be made
clear and definite, to the end that the taxpayer shall not
be compelled to guess from year to year as to what he
may expect. The embodiment of such provision in the
General Laws should, of course, include the repeal of
the so-called “dividend credit” extended to foreign cor-
porations but suspended during the period that the divi-
dends of Massachusetts corporations are taxable.

6. Business Income. The rate of tax upon business
income received by individual inhabitants under the
present law is only V/ 2 per cent. In connection with
business corporations the portion of the excise measured
by income is taxed at the rate of per cent. When
this is considered, and it is further borne in mind that
under the Massachusetts law there is no provision for a
graded tax, it would seem that the rate of tax upon
business income under the personal income tax law might
very fairly be increased to per cent.

7. Income earned in Massachusetts by Non-Residents.—
Non-residents who earn their livelihood in Massachusetts
or who conduct business at locations in Massachusetts
at the present time contribute nothing toward the sup-
port of the government of Massachusetts for the privilege
so enjoyed. This proposal would subject such non-resi-
dents to a tax upon so much of their business income as
is derived from this Commonwealth.

Inheritance Tax.
8. Tenancies by the Entirety. Under decisions of the

United States Supreme Court it would appear that the
enlargement of the estate of the survivor, when a tenant
by the entirety dies, may constitutionally be subjected
to an inheritance tax. It would therefore appear that it
is only necessary that the intent of the Legislature to
lay such a tax shall be made clear. It is believed that
such taxation is only fair and just, and that the pro-
visions of chapter 65 of the General Laws should accord-
ingly be perfected to cover adequately this situation.

9. Rates of Taxation. An equitable adjustment of
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the burden of taxation is proposed by increasing the
number of taxable brackets to nine and by revising the
rates in certain of these brackets. The revision is made
having in mind the existing Federal estate tax which im-
poses so great a burden in the higher brackets as to make
questionable any drastic increase in these brackets.

Local.
10. Payment as a Condition to Right of Appeal in Con-

nection with Certain Taxes. By chapter 478 of the Acts
of 1938 payment was made a condition precedent to the
right to take an appeal from the decision of the asses-
sors with respect to the abatement of certain local taxes.
The provisions of the law have led to confusion, and un-
certainty has been expressed as to when under the law
the payment must be made in order to preserve the right
to an appeal. It is believed that abatement procedure
and collection procedure should be kept separate and
not intermingled. This proposal provides for the repeal
of the law adopted in 1938 in so far as it requires payment
before the taking of an appeal.

11. Person to Whom Taxes on Real Estate shall be As-
sessed. Formerly, taxes on real estate were assessable
to the person who was either the owner or in possession
thereof on the taxing day. By chapter 92 of the Acts of
1936 the right to tax to the person in possession was
stricken out. It has been found by experience that there
are certain instances when it is desirable that the asses-
sors should have the right to assess to the person who is in
possession, and it is therefore proposed to amend the law
so as to restore this right.

12. Due Date and Interest with Respect to Poll and Other
Local Taxes. This bill is in part simply clarifying and
corrective. In addition, it makes express provision for
the running of interest at the rate of 6 per cent upon de-
linquent poll taxes. Provision is also made for reduction
in the rate of interest to be paid by the town upon abated
taxes from sto 4 per cent. Now that the rate of interest
on overdue property taxes has been reduced to only 4
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per cent, it would seem illogical to require the town to
pay a higher rate in connection with refunds.

13. Payment of Taxes by Holder of Mortgage. Under
the existing law the holder of a mortgage may be unable
to pay a tax upon the premises covered by the mortgage
prior to the date when interest charges will be incurred,
even though he may well know that there is no likelihood
that the taxes will be paid by the mortgagor. This
seems an unfair hardship upon the mortgagee. Under
this proposal the holder of the mortgage would be per-
mitted to pay the tax as soon as it becomes overdue.

14. Reimbursement for Lands held by the Common-
wealth. The present law provides for reimbursement
to cities and towns for loss of taxes on property owned
by the Commonwealth and used for the purposes of a
public institution, a fish hatchery, game preserve or wild
life sanctuary, a state military campground or a state
forest. In certain cases the Commonwealth owns lands
used or occupied for other than public purposes which
the city or town in which the property is located is with-
out authority to tax, even though the property may be
put to a lucrative purpose. It is recommended that the
law be amended to extend reimbursement to cities and
towns where state-owned property not subject to local
taxation is used or occupied for other than public pur-
poses and no other form of reimbursement is provided.

Miscellaneous.
15. Gift Tax. It is believed that the enactment of

such a tax would serve to prevent much of the evasion
of the inheritance tax law which now occurs through gifts
made prior to death, and would further tend to insure
a more even flow of revenue into the state treasury.

16. Bonds by Alcoholic Beverage Licensees. Under the
existing law imposing an excise upon the sale of alco-
holic beverages and alcohol there is no provision requir-
ing the filing of a bond with the Commissioner. To in-
sure the collection of the excise it is believed that the
filing of a bond of reasonable amount should be pro-
vided for.
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17. Escheat of Bank Deposits and Public Bequest Fund.
Although Massachusetts has provision for the dis-

position of unclaimed savings bank deposits, no corre-
sponding provisions extend to deposits in banks other
than savings banks and savings departments of trust
companies. The adoption of provisions of the character
of those in the bill is recommended. To the end that
encouragement may be given to the enlargement of the
Public Bequest Fund provided by General Laws, chap-
ter 6, sections 28A to 28D, inclusive, it is further recom-
mended that escheats to the Commonwealth and sums
paid to it to satisfy a moral rather than a legal obliga-
tion be added to the Public Bequest Fund.

18. Tax and Other Claims in Liquidation of Banks.
Consistently with the provisions of Federal acts tax and
other claims of the Commonwealth may along with Fed-
eral claims have priority over other claims in liquidation
proceedings if the state statute makes adequate provision
therefor. It is recommended that such provision be made
in the case of the liquidation of banks.

19. Voluntary Associations and Trusts. —lt is be-
lieved that voluntary associations and trusts should not
be relieved of the requirements of chapter 182 of the
General Laws simply because their certificates of par-
ticipation or shares are not made transferable. Legisla-
tion is accordingly recommended to eliminate the word
“transferable” from section 1 of said chapter.

20. Welfare and Assistance Tax. In order to pro-
vide revenue for welfare and assistance in a manner that
will permit all to knowingly contribute to this worth-
while activity of government a new tax law is respectfully
suggested. A tax consistent with the provisions of the
Massachusetts Constitution on the passing of title to
tangible personal property would not only furnish new
revenue, but would be a salutary method for distributing
the cost of government among taxpayers. Such a form of
taxation has been indiscriminately referred to as a “Sales
Tax,” and regardless of the form it has taken it has been
assumed to impose a greater burden upon the consumer
than other forms of taxation and to bear unduly on those
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who cannot afford to pay. Such assumptions are to a
high degree unsound. Nearly all taxes, whether in the
form of property levies or excises, rest eventually through
the operation of economic law upon consumers. As the
citizens of Massachusetts must undoubtedly pay all taxes
either out of capital or earnings it would seem prudent
not to overburden one group or one class or to make such
inroads upon capital as further to impair it or drive it
from Massachusetts. Such a policy tends toward shrink-
ing the tax base, and if persistently pursued constantly
increases the peril of departure from principles of sound
public finance. As taxation is the means by which gov-
ernment distributes its costs among those who enjoy its
benefits, it would seem just and wise that such distribu-
tion should be sufficiently spread to avoid bearing with
destructive force at any one point.

It is manifest during the last few years that attempts
to reduce the cost of government have resulted only in
lessening the advances in cost rather than in a real reces-
sion of the charges for government. Municipal appro-
priations have increased from $251,919,382 in 1929 to
$283,605,786 in 1937, and in 1938 will exceed $300,000,000.
More than $30,000,000 increase in the cost of municipal
government cannot be indefinitely disregarded. The
rise in the burden resulting from increased demands of
government is evidenced by an increase in revenue as
assessed in Massachusetts for all its governmental units
from $361,234,250 in 1929 to $426,527,709 in 1937, ap-
proximately $440,000,000 in 1938, which figures would
seem to indicate sufficient cause for the consideration of
some source of revenue to provide for the increase. There
is no reason to assume that there exists a sufficient num-
ber of those who wish to reduce the cost of government
to secure such an accomplishment, nor is the present
limited tax base conducive to such an end. The cost of
government has constantly marched on, and now it is at
a point unbelievably high in a State where the sources
of revenue are either being very largely usurped by the
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Federal government or being diminished in capacity to
respond.

The present situation in Massachusetts points to a
confiscation of real estate. During the last eight years
much property has been demolished to avoid taxation,
and the value of much other property has shrunk sub-
stantially. While the revenue demanded from real estate
taxation has advanced from $181,062,032 in 1929 to
$203,790,674 in 1937, and $212,000,000 in 1938, the base
that must bear this burden has shrunk from a valuation
of real estate in 1929 of $6,292,963,588 to a valuation of
$5,743,258,353 in 1937, and this valuation shows a still
further shrinkage in 1938 to $5,723,749,569. Five hun-
dred and sixty-nine millions shrinkage in a tax base is
real cause for alarm and demands attention. There is
still a vast amount of money going from capital through
pay rolls which is not reached through the income tax.
This can be reached by a small exaction in the form of a
so-called “Sales Tax” which would supplement the in-
come tax, thereby extending to the “lower brackets” of
income without the requirement for the filing of income
tax returns.

A great many industrial plants are being solicited to
move from Massachusetts with the inducements of avail-
able space, lower freight rates, and nearness to markets.
These plants, reluctant to move, may well be compelled
to go if adding even a few more thousand dollars to their
tax burden will result in an overhead that prevents them
from manufacturing an article at a price that can com-
pete with other parts of the country. The realty tax, if
constantly increased, may discourage the manufacturing
plants. Idle buildings and idle hands will take the place
of active buildings and weekly pay rolls.

With the thought that the “Sales Tax” is one of the
best forms of levying upon income, in that the payment
of the tax is made when the cash is actually available
and the tax is taken at a point where it is not destructive
of revenue sources, the recommendation is made that the
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Legislature consider as a means of financing public wel-
fare and other demonstrated costs of government an as-
sessment on each individual inhabitant imposed at a
point which will not continue the destruction of capital
values and threaten the entire backlog of our industrial,
financial, investment and banking activities.
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