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In the Year One Thousand Nine Hundred and Ninety-Five.

1 SECTION 1. Section 38 of chapter 63 of the General Laws, as
2 appearing in the 1994 Official Edition, is hereby amended by
3 adding the following new subsection:—
4 (k) (1) When used in this subsection, the following words shall
5 have the following meaning, unless the context clearly requires
6 otherwise:
7 “Defense corporation”, a domestic or foreign corpora-
-8 tion which, during the sixty month period ending on December
9 thirty-first, nineteen hundred and ninety-five, has derived more

10 than fifty per cent of its total gross receipts attributable to all busi-
-11 ness activities from manufacturing activities under contracts or
12 subcontracts to provide manufactured items for sale directly or, in
13 the case of a subcontractor, indirectly, to the Department of
14 Defense or any branch of the Armed Forces of the United States.
15 (2) A domestic or foreign defense corporation that appor-
-16 tions its taxable net income pursuant to subsection (c) may, subject
17 to the provisions of paragraph (3) of this subsection, elect to deter-
-18 mine such apportionment by applying solely the percentage that
19 results from the sales factor as calculated under subsection (0
20 rather than applying the percentage that results from the three-
-21 factor fraction set forth in said subsection (c); provided, however,
22 a defense corporation must apportion its income pursuant to sub-
-23 section (c) if the denominator of the sales factor is less than ten
24 per cent of one-third of the taxable net income or it is otherwise
25 determined to be insignificant in producing income.
26 (3) If for any taxable year beginning on or after January
27 first, nineteen hundred and ninety-six, a defense corporation
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28 employes less than eighty per cent of the number of full-time
29 employees employed on November first, nineteen hundred and
30 ninety-five, such corporation shall apportion its taxable net
31 income for such taxable year to the commonwealth in accordance
32 with subsection (c).
33 (4) The commissioner of revenue shall promulgate such
34 regulations as are necessary for implementing the provisions of
35 this subsection which shall include, but not be limited to, relief
36 from the forfeiture of single sales factor apportionment pursuant
37 to paragraph (3) in cases where such forfeiture is attributable to an
38 extraordinary and unanticipated loss of business under contracts
39 with the Armed Forces of the United States or with foreign gov-
-40 ernments that result in a substantial reduction in the corporation’s
41 operation within the commonwealth.
42 (1) (1) As used in this subsection the following word shall have
43 the following meaning, unless the context clearly requires other-
-44 wise:—
45 “Manufacturing corporation”, a domestic or foreign manufac-
-46 turing corporation engaged, within or without the commonwealth,
47 in the process of substantially transforming raw or finished mate-
-48 rials by hand or machinery, and through human skill and knowl-
-49 edge, into a product possessing a new name and nature and
50 adapted to a new use.
51 A domestic or foreign manufacturing corporation’s activities
52 will be considered to be substantial if any one of the following
53 five tests are met:
54 1. if twenty-five per cent or more of its gross receipts are
55 derived from manufacturing;
56 2. if twenty-five per cent or more of its payroll and fifteen per
57 cent or more of its receipts are derived from manufacturing;
58 3. if twenty-five per cent or more of its tangible property and
59 fifteen per cent or more of its receipts are derived from manufac-
-60 turing;
61 4. if thirty-five per cent or more of its tangible property is used
62 in manufacturing; or
63 5. if the corporation meets other relevant criteria, as defined by
64 the commissioner and by following the procedure set forth in 830
65 CMR 58.2.1(7).
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66 In determining whether a process constitutes manufacturing,
67 the commissioner shall examine the facts and circumstances of
68 each case.
69 For the purposes of this subsection, a corporation which appor-
-70 tions its income pursuant to subsection (k) is not a manufacturing
71 corporation.
72 (2) If a manufacturing corporation has income from business
73 activity which is taxable both within and without this common-
-74 wealth, its taxable net income, determined under the provisions of
75 subsection (a), shall be apportioned by multiplying its taxable net
76 income, determined under the provisions of said subsection (a), by
77 the resulting percentage as determined in the following formulas:
78 (i) For taxable years beginning on or after January first, nine-
-79 teen hundred and ninety-six but before January first, nineteen
80 hundred and ninety-eight twenty per cent of the property factor
81 plus twenty per cent of the payroll factor plus sixty per cent of the
82 sales factor.
83 (ii) For taxable years beginning on or after January first, nine-
-84 teen hundred and ninety-eight, fifteen per cent of the property
85 factor plus fifteen per cent of the payroll factor plus seventy per
86 cent of the sales factor.

1 SECTION 2. Section 38M of said chapter 63, as so appearing,
2 is hereby amended by adding the following new subsection;—
3 (i) (1) The credit allowed by this section, at the election of the
4 taxpayer in accordance with regulations promulgated by the com-
-5 missioner of revenue, may be applied separately with respect to:
6 (A) the qualified research expenses and the gross receipts
7 of the taxpayer attributable to defense-related activities; and
8 (B) the qualified research expenses and the gross
9 receipts of the taxpayer attributable to other activities.

10 (2) For purposes of this subsection, defense-related activi-
-11 ties shall mean any activity carried out in this commonwealth,
12 relating to the business of researching, developing and producing
13 for sale pursuant to a contract or subcontract thereof, of:
14 (A) any arm, ammunition, or implement of war desig-
-15 nated in the munitions list published pursuant to section 38 of the
16 Arms Export Act, 22 U.S.C. 2778, but only to the extent that such
17 property is specifically designed, modified, or equipped for mili-
-18 tary purposes, or
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19 (B) equipment for the National Aeronautics and Space
20 Administration.
21 (3) This subsection shall apply to taxable years beginning
22 on or after January first, nineteen hundred and ninety-five.

1 SECTION 3. The department of revenue is hereby directed to
2 conduct an investigation and study relative to the business tax
3 policy of the commonwealth, including, but not limited to, adop-
-4 tion of the single sales method for apportioning income to the
5 commonwealth for manufacturing and all corporations. Such
6 investigation and study shall include, but not be limited to: (1) an
7 evaluation of the equity, neutrality and simplicity of the common-
8 wealth’s taxes on business, including an analysis of the corpora-
-9 tion excise tax and sales and use tax; (2) an analysis of whether

10 the commonwealth should alter the manner in which it currently
11 taxes corporations, including but not limited to: (a) adoption of the
12 single sales method and the period over which it might be phased
13 in, if at all; (b) reduction in the rate for the corporation excise tax;
14 (c) adoption of a destination-based test for apportionment pur-
-15 poses for all financial institutions; (d) adoption of a jobs training
16 tax credit; (e) exemption of certain items or activities from the
17 sales/use tax including pollution control equipment, research and
18 development or overhead materials for United States contracts;
19 and (f) making permanent the three percent investment tax credit;
20 (3) an evaluation of the commonwealth’s business tax climate,
21 including but not limited to: (a) a comparison of the tax payments
22 and burdens on all business in the commonwealth with the tax
23 payments and burdens on businesses in competitor states; and (b)
24 a comparison of the tax payments and burdens on manufacturers
25 in the commonwealth with the tax payments and burdens on man-
-26 ufacturers in competitor states. The department shall take into
27 account all taxes for which business are liable, including, but not
28 limited to, state excise taxes on businesses, sales taxes on business
29 purchases, and local property taxes on businesses. The depart-
-30 ment, in the course of its investigation and study, shall consider
31 the single sales method in the context of the goals of equity, neu-
-32 trality, tax competitiveness and maintenance of commonwealth’s
33 infrastructure including but not limited to education, welfare and
34 additional services needed to foster business development in the
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35 commonwealth. The department shall report to the House and
36 Senate committees on ways and means and the joint committee on
37 taxation the results of its investigation and study, together with its
38 recommendations and drafts of legislation necessary to carry said
39 recommendations into effect, on or before December thirty-first,
40 nineteen hundred and ninety-six.








