
HOUSE No. 3155
By Mr. Natsios of Holliston, petition of Andrew S. Natsios relative

to the taxation of international banks within the Commonwealth.
Taxation.

In the Year One Thousand Nine Hundred and Eighty-One

An Act relative to taxation of international banks within the

commonwealth.

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

1 SECTION I. Section I of chapter 63 of the General Laws is
2 hereby amended by deleting the third and fourth paragraphs there-
3 of, defining the term "net income", and inserting the following in
4 lieu thereof:
5 "International banking facility" shall have the same meaning as
6 is set forth in the regulations of the commissioner of banks or as is
7 set forth in the laws of the United States or regulations of the board
8 of governors of the federal reserve system.

1 SECTION 2. Chapter 63 of the General Laws is amended by
2 inserting after section 1 thereof the following section:
3 Section I A. Net Income.
4 When used in sections two to seven, inclusive, the term "net
5 income" shall have the following meaning:
6 (a) Except as provided in paragraph (b), the term "net income"
7 shall mean the gross income from all sources, without exclusion,
8 for the taxable year, less the deductions, but not credits, allowable
9 under the provisions of the Federal Internal Revenue Code, as

10 amended and in effect for the taxable year. Deductions with re-
11 spect to the following items, however, shall not be allowed:
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12 (i) dividends received,
13 (ii) losses sustained in other taxable years, and
14 (iii) taxes on or measured by income, franchise taxes measured
15 by net income, franchise taxes for the privilege of doing business
16 and capital stock taxes imposed by any state of the United States,
17 the District of Columbia, the Commonwealth of Puerto Rico, any
18 territory or possession of the United States orany foreign country,
19 or a political subdivision of any of the foregoing.

20 There shall be allowed as an additional deduction from net
21 income, to the extent not allowable under the provisions of the
22 federal Internal Revenue Code, as amended and in effect for the
23 taxable year, the adjusted eligible net income of an international
24 banking facility determined as follows:
25 (|) The eligible net income of an international banking facility
26 shall be the amount remaining after subtracting from the eligible
27 gross income the applicable expenses.
28 (2) Eligible gross income shall be the gross income derived by an
29 international banking facility from:
30 (A) making, arranging for, placing or servicing loans to foreign
31 persons, provided, however, that in the case of a foreign person
32 which is an individual, or which is a foreign branch of a domestie
33 corporation (other than a bank), or which is a foreign corporation
34 or foreign partnership which is eight per centum or more owned or
35 controlled, cither directly or indirectly, by one or more domestic
36 corporations (other than banks), domestic partnerships orresident
37 individuals, substantially all the proceeds of the loan are for use
38 outside of the United States;
39 (B) making or placing deposits with foreign persons which are
40 banks or foreign branches of banks (including foreign subsidiaries
41 or foreign branches of the taxpayer) or with other international
42 banking facilities; or
43 (C) entering into foreign exchange trading or hedging transac-
44 tions related to any of the transactions described in this paragraph.
45 (3) Applicable expenses shall be any expenses or other deduc-
46 tions attributable, directly or indireclty, to the eligible gross in-
47 come described in paragraph two of this subsection.
48 (4) Adjusted eligible net income shall be determined by subtract-
45 ing from eligible net income the ineligible funding amount, and by
50 subtracting from the amount then remaining the floor amount.
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51 (5) The ineligible funding amount shall be the amount, if any,
52 determined by multiplying eligible net income by a fraction, the
53 numerator of which is the average aggregate amount for the taxa-
54 ble year of all liabilities, including deposits, and other sources of
55 funds of the international banking facility which were not owed to
56 or received from foreign persons, and the denominator of which is
57 the average aggregate amount for the taxable year ofall liabilities,
58 including deposits and other sources of funds of the international
59 banking facility.
60 (6) The floor amount shall be the amount, if any, determined by
61 multiplying the amount remaining after subtracting the ineligible
62 funding amount from the eligible net income by a fraction, not
63 greater than one, which is determined as follows:
64 (A) The numerator shall be
65 (i) the percentage, as set forth in subparagraph (C) of this
66 paragraph, of the average amount of the taxpayer's loans to for-
67 eign persons and deposits with foreign persons which are banks or
68 foreign branches of banks (including foreign subsidiaries or for-
69 eign branches of the taxpayer), which loans and deposits were
70 recorded in the financial accounts of the taxpayer for its branches,
71 agencies and offices within the commonwealth for taxable years
72 nineteen hundred seventy-six, nineteen hundred seventy-nine and
73 nineteen hundred eighty, minus
74 (ii) the average aggregate amount of such loans and such depos-
75 its for the taxable year of the taxpayer (other than such loans and
76 deposits of an international banking facility), provided, however,
77 that in no case shall the amount determined in this clause exceed
78 the amount determined in clause (i) of this subparagraph; and
79 (B) The denominator shall be the average aggregate amount of
80 the loans to foreign persons and deposits with foreign persons
81 which are banks or foreign branches of banks (including foreign
82 subsidiaries or foreign branches of the taxpayer), which loans and
83 deposits were recorded in the financial accounts of the taxpayer's
84 international banking facility for the taxable year.
85 (C) The percentage shall be one hundred percent for the first
86 taxable year in which the taxpayer establishes an international
87 banking facility and for the next succeeding four taxable years. The
88 percentage shall be eighty percent for the fifth, sixty percent for the
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88 sixth, forty percent for the seventh, and twenty percent for the
89 eighth taxahle year next succeeding the year such taxpayer estab-
90 lishes such international banking facility, and zero in the ninth
91 succeeding year and thereafter.
92 (7) In the event adjusted eligible net income is a loss, the amount
93 of such loss shall be added to net income.
94 (8) For the purposes of this section the term "foreign person"
95 means
96 (A) an individual who is not a resident of the United States,
97 (B) a foreign corporation, a foreign partnership or a foreign
98 trust, as defined in the Federal Internal Revenue Code, as amended
99 and in effect for the taxable year, other than a domestic branch
100 thereof,
101 (C) a foreign branch of a domestic corporation (including the
102 taxpayer),
103 (D) a foreign government or an international organization oran
104 agency of either, or
105 (E) an international banking facility.
106 For purposes of this paragraph, the terms "foreign" and "domes-
107 tic" shall have the same meaningas set forth in the Federal Internal
108 Revenue Code, as amended and in effect for the taxable year.
109 (b) In the case of a bank existing by the authority of a foreign
110 country which is subject to taxation in another state or in a foreign
11 1 country, the term "net income" shall mean the United States gross
1 12 income of the bank for the taxable year, less the deductions attribu-

I 13 table to such income, other than losses sustained by the bank in
114 other fiscal or calendar years and other than dividends, allowable
115 by the Federal Internal Revenue Code applicable for said taxable

I 16 year, multiplied by a fraction, the numerator of which is an amount
117 equal to the gross income of the bank from all Massachusetts
118 sources for the taxable year and the denominator of which is an
1 19 amount equal to the United States gross income of the bank for the
120 taxable year. The United States gross income shall mean the gross
121 income which is effectively connected with the conduct of the trade
122 or business of such bank within the United States within the
123 meaning of the Federal Internal Revenue Code.
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1 SECTION 3. Section 2 of chapter 63 of the General Laws is
2 hereby amended by read as follows:
3 Section 2. Annual Tax Rate for Banks.
4 Every bank shall pay, on account of each taxable year, a tax
5 measured by its net income, as defined in section one A, at the rate
6 of twelve and fifty-four hundredths percent.

1 SECTION 4. Paragraph (a) of subsection 5 of section 30 of
2 chapter 63 of the General Eaws is hereby amended by adding the
3 following thereto:
4 There shall be allowed as an additional deduction from net
5 income, to the extent not allowable under the provisions of the
6 Federal Internal Revenue Code, as amended and in effect for the
7 taxable year, the adjusted eligible net income of an international
8 banking facility determined as follows:
9 (1) The eligible net income of an international banking facility

10 shall be the amount remaining after subtracting from the eligible
11 gross income the applicable expenses.
12 (2) Eligible gross income shall be the gross income derived by an
13 international banking facility from:
14 (A) making, arranging for, placing or servicing loans to foreign
15 persons, provided, however, that in the case of a foreign person
16 which is an individual, or which is a foreign branch of a domestic
17 corporation (other than a bank), or which is a foreign corporation
18 or foreign partnership which is eight per centum or more owned or
19 controlled, either directly or indirectly, by one or more domestic
20 corporations (other than banks), domestic partnerships or resident
21 individuals, substantially all the proceeds of the loan are for use
22 outside of the United States;
23 (B) making or placing deposits with foreign persons which are
24 banks or foreign branches of banks (including foreign subsidiaries
25 or foreign branches of the taxpayer) or with other international
26 banking facilities; or

(C) entering into foreign exchange trading or hedging transac-
28 tions related to any of the transactions described in this paragraph.
29 (3) Applicable expenses shall be any expenses or other deduc-
30 tions attributable, directly or indirectly, to the eligible gross in-
31 come described in paragraph two of this subsection.
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32 (4) Adjusted eligible net income shall be determined bysubtract-
33 ing from eligible net income the ineligible funding amount, and by
34 subtracting from the amount then remaining the floor amount.
35 (5) The ineligible funding amount shall be the amount, if any,
36 determined by multiplying eligible net income by a fraction, the
37 numerator of which is the average aggregate amount for the taxa-
38 ble year of all liabilities, including deposits, and other sources of
39 funds of the international banking facility which were not owed to
40 or received from foreign persons, and the denominator of which is
41 the average aggregate amount for the taxable year ofall liabilities,
42 including deposits and other sources of funds of the international
43 banking facility.
44 (6) The floor amount shall be the amount, if any, determined by
45 multiplying the amount remaining after subtracting the ineligible
46 funding amount from the eligible net income by a fraction, not
47 greater than one, which is determined as follows:
48 (A) The numerator shall be
49 (i) the percentage, as set forth in subparagraph (C) of this
50 paragraph, of the average amount of the taxapayer's loans to
51 foreign persons and deposits with foreign persons which are banks
52 or foreign branches of banks (including foreign subsidiaries or
53 foreign branches of the taxpayer), which loans and deposits were
54 recorded in the financial accounts of the taxpayer for its branches,
55 agencies and offices within the commonwealth for taxable years
56 nineteen hundred seventy-six, nineteen hundred seventy-nine and
57 nineteen hundred eighty, minus
58 (ii) the average aggregate amount of such loans and suchdepos-
59 its for the taxable year of the taxpayer (other than such loans and
60 deposits of an international banking facility), provided, however,
61 that in no case shall the amount determined in this clause exceed
62 the amount determined in clause (i) of this subparagraph; and
63 (B) The denominator shall be the average aggregate amount of
64 the loans to foreign persons and deposits with foreign persons
65 which are banks or foreign branches of banks (including foreign
66 subsidiaries or foreign branches of the taxpayer), which loans and
67 deposits were recorded in the financial accounts of the taxpayer's
68 international banking facility for the taxable year.
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69 (C) The percentage shall be one hundred percent for the first
70 taxable year in which the taxpayer establishes an international
71 banking facility and for the next succeeding four taxable years. The
72 percentage shall be eighty percent for the fifth, sixty percent for the
73 sixth, forty percent for the seventh, and twenty percent for the
74 eighth taxable year next succeeding the year such taxpayer estab-
75 lishes such international banking facility, and zero in the ninth
76 succeeding year and thereafter.
77 (7) In the event adjusted eligible net income is a loss, the amount
78 of such loss shall be added to net income.
79 (8) For the purposes of this section the term "foreign person"
80 means
81 (A) an individual who is not a resident of the United States,
82 (B) a foreign corporation, a foreign partnership or a foreign
83 trust, as defined in the Federal Internal Revenue Code, as amended
84 and in effect for the taxable year, other than a domestic branch
85 thereof,
86 (C) a foreign branch of a domestic corporation (including the
87 taxpayer),
88 (D)a foreign government or an international organization or an
89 agency of either, or
90 (E) an international banking facility.
91 For purposes of this paragraph, the terms "foreign" and "domes-
92 tic" shall have the same meaningas set forth in the Federal Internal
93 Revenue Code, as amended and in effect for the taxable year.

1 SECTION 5. Section 30 of chapter 63 of the General Laws is
2 hereby amended by inserting after subsection 5 thereof the follow-
3 ing:
4 5B. "International banking facility" shall have the same meaning
5 as is set forth in the regulations of the commissioner of banks or as
6 is set forth in the laws of the United States or regulations of the
7 board of governors of the federal reserve system.

1 SECTION 6. This act shall apply to all taxable years ending on
2 or after the date on which it takes effect, but only to such years or
3 the portions thereof which occur on and alter the effective date of
4 laws of the United States or regulations of the board of governors
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5 of the federal reserve system relating to reserve requirements with
6 respect to deposits received by an international banking facility
7 from foreign persons and relating to the payment of interest on
8 such deposits.
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