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By Mr. Golden of Boston, petition of the Associated Industries of

Massachusetts, Brian Paul Golden and other members of the General
Court relative to chances in the lax code for manufacturers. Taxation.
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In the Year Two Thousand and Thrci

An Act making definitional changes to the state's tax code for

MANUFACTURERS.

Be it enacted hv the Senate and House of Representatives in General
Court assembled, and hv the authority of the same, asfollows:

1 SECTION 1. Clause 16A of section 5 of chapter 59 of the
2 General Laws, as appearing in the 2000 Official Edition is hereby
3 repealed.

1 SECTION 2. Section 31 B of chapter 63 of the General Laws, as
2 appearing in the 2000 Official Edition, is hereby repealed.

1 SECTION 3. Section 32 of said chapter 63 of the General
2 Laws, as appearing in the 2000 Official Edition, is hereby
3 amended by striking out lines 40 through 42 and inserting in place
4 thereof the following section:—
5 (2) Nine and one-half percent of its net income determined to
6 be taxable in accordance with the provisions of this chapter.

1 SECTION 4. Subparagraph (1) of paragraph (1) of section 38
2 of said chapter 63 of the General Laws, as appearing in the 2000
3 Official Edition, is hereby amended by striking it in its entirety.

1 SECTION 5. Subparagraph (2) of paragraph (1) of said section
2 38 of said chapter 63 of the General Laws, as so appearing, is
3 hereby amended by striking in line 322 the words “in paragraph
4 (I)” and replacing them with the phrase “in section 38C or 428"
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1 SECTION 6. Section 38C of said chapter 63 of the General
Laws, as so appearing, is hereby amended by striking it in its
entirety and replacing it with the following new section

4 Section 38C. (a) Every corporation, organized under or subject
5 to chapter 1568 or limited liability company organized under
6 chapter 156 C and otherwise subject to this chapter, which is
7 engaged in manufacturing as herein defined shall for the purposes
8 of this chapter be deemed to be a domestic manufacturing corpo-
-9 ration.

10 In order to be engaged in manufacturing, the corporation must
11 be engaged, in substantial part, in transforming raw or finished
12 physical materials by hand or machinery and through human skill
13 or knowledge into a product possessing a new name, nature and
14 adapted to a new use. Manufacturing shall not include the opera-
-15 tion of a solid waste disposal facility, as defined in section 18 of
16 chapter 16, but may include activities using material or other
17 product therefrom which otherwise meet this definition, A
18 domestic corporation’s manufacturing activities will be considered
19 to be “in substantial part” if any one of the following five tests is
20 met;

21 1. twenty-five percent or more of its gross receipts are derived
22 from the sale of manufactured goods that it manufacturers;
23 2. twenty-five percent or more of its payroll is paid to
24 employees working it its manufacturing operations and 15 percent
25 or more of its gross receipts are derived from the sale of manufac-
-26 tured goods that it manufacturers;
27 3. twenty-five percent or more of its tangible personal property
28 is used in its manufacturing operations and 15 percent or more of
29 its gross receipts are derived from the sale of manufactured goods
30 that it manufactures;

31 4. thirty-five or more of its tangible personal property is used in
32 its manufacturing operations; or
33 5. the corporation’s manufacturing activities are otherwise
34 deemed substantial under relevant regulations promulgated by the
35 commissioner.
36 For the purposes of determining “payroll paid to employees
37 working in manufacturing operations” employees involved in
38 research and development activities that are an integral part of
39 manufacturing and employees involved in the design and creation
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40 of a prototype which is a prerequisite to manufacturing shall be
41 included in the calculation.
42 Every domestic manufacturing corporation shall be taxed in the
43 same manner and shall have the same duties under this chapter
44 and chapter 62C as a domestic business corporation, except
45 insofar as the determination of the excise under this chapter may
46 be affected by reason of the exemption from local taxation of the
47 machinery of a domestic manufacturing corporation.
48 (b) Every corporation, organized under or subject to chapter
49 1568 or limited liability company organized under chapter 156C
50 and otherwise subject to this chapter, which is engaged in research
51 and development, as herein defined, shall for the purposes of this
52 chapter be deemed to be a domestic research and development
53 corporation. A domestic research and development corporation for
54 the purposes of this section is one whose principal activity is
55 research and development and which during the taxable year,
56 derives more than two-thirds of its receipts or incurs more than
57 two-thirds of its expenditures from such activity. For purposes of
58 this section, research and development is experimental or labora-
-59 tory activity having as its ultimate goal the development of new
60 products, the improvement of existing products, the development
61 of new uses for existing products, the development or improve-
-62 ment of methods for producing products; provided that research
63 and development does not include testing or inspection for quality
64 control purposes, efficiency surveys, management studies, con-
-65 sumer surveys or other market research, advertising or promo-
-66 tional activities, or research in connection with literacy, historical
67 or similar projects.
68 Nothing in this section shall be construed to provide for an
69 exemption from local taxation of the machinery of a corporation
70 deemed to be a domestic research and development corporation
71 that is not deemed to be a domestic manufacturing corporation.

1 SECTION 7. Section 39 of said chapter 63 of the General
2 Laws, as appearing in the 2000 Official Edition, is amended by
3 striking out lines 40 through 42 and inserting in place thereof the
4 following subsection:—
5 (a) Nine and one-half percent of its net income determined to
6 be taxable in accordance with the provisions of this chapter.
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1 SECTION 8. Section 428 of said chapter 63 of the General
2 Laws, as so appearing, is hereby amended by striking it in its
3 entirety and replacing it with the following new section:—
4 Section 428. (a) Every corporation, association or organization
5 established, organized or chartered under laws other than those of
6 the commonwealth, which has a usual place of business in the
7 commonwealth and is engaged in manufacturing in substantial
8 part therein as defined in section 38C, shall for the purposes of
9 this chapter be deemed to be a foreign manufacturing corporation.

10 Every foreign manufacturing corporation shall be taxed in the
11 same manner and shall have the same duties under this chapter
12 and chapter 62C as other foreign corporations, except insofar as
13 the determination of the excise under this chapter may be affected
14 by reason of the exemption from local taxation of the machinery
15 of a foreign manufacturing corporation.
16 (b) A foreign research and development corporation for the pur-
-17 poses of this section is one whose principal activity herein is
18 research and development and which during the taxable year,
19 derives more than two-thirds of its receipts assignable to the com-
-20 monwealth from such activity and derives more than one-third of
21 its receipts assignable to the commonwealth from the research and
22 development of tangible personal property. For purposes of this
23 section, research and development is experimental or laboratory
24 activity having as its ultimate goal the development of new prod-
-25 ucts, the improvement of existing products, the development of
26 new uses for existing products, the development or improvement
27 of methods for producing products; provided that research and
28 development does not include testing or inspection for quality
29 control purposes, efficiency surveys, management studies, con-
-30 sumer surveys or other market research, advertising or promo-
-31 tional activities, or research in connection with literacy, historical
32 or similar projects. Nothing in this section shall be construed to
33 provide for an exemption from local taxation of the machinery of
34 a corporation deemed to be a foreign research and development
35 corporation that is not deemed to be a foreign manufacturing cor-
-36 poration.

1 SECTION 9. Section 1 of chapter 64H of the General Laws, as
2 appearing in the 2000 Official Edition, is hereby amended by



2003] 5HOUSK —No. 2169

3 inserting after the definition of “gross receipts” the following new
4 definition:—
5 “Manufacturing facility", either a building or other facility at
6 tixed location or a complex comprised of all buildings and fixe
7 structures used by a purchaser and affiliated entities at a single
8 location which is primarily engaged in the manufacture of tan-
-9 gible personal property to be sold in the regular course of busi-

-10 ness. For the purposes of this chapter, the manufacture of tangible
11 personal property shall include the conversion or processing of
12 tangible personal property.

1 SECTION 10. Subpart (f) of section 6 of said chapter 64H of
2 the General Laws is hereby amended by deleting the last two

sentences and replacing them with the following
4 In this paragraph the words “building materials and supplies”
5 shall included all materials, tools, equipment and supplies con-
-6 sumed, employed or expended in the construction, reconstruction.
7 alteration, remodeling or repair of any building, structure, public
8 highway, bridge or other public work, as well as such materials
9 and supplies physically incorporated therein. For purposes of this

10 paragraph, any materials, tools, equipment and supplies with a
11 useful life of less than one vear as determined under the regula-

12 tions of the Internal Revenue Code, as amended and in effect for
13 the taxable year, shall be conclusively presumed to have been con-
14 sumed, employed or expended in the construction, reconstruction,
15 alteration, remodeling or repair of any public work described in
16 this paragraph. Said terms shall also include rental charges for
17 construction vehicles, equipment and machinery rented specifi-

-18 cally for use on the site on any such tax-exempt project or while
19 being used exclusively for the transportation of materials for any
20 such tax-exempt project.

1 SECTION 1 1. Subsection (i) of section 6 of said chapter 6411,

2 as so appearing, is hereby amended by striking out clause (3) and
inserting in place thereof the following new clause

4 (3) gas, steam, electricity or fuel, or any substitute therefor,
5 which is consumed and used directly and exclusively in a manu-
-6 facturing facility; provided, however that if 75 percent or more of
7 gas, steam, electricity or fuel is consumed and used directly in the
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8 process of manufacturing at a metered building, location or
9 premises, other than a manufacturing facility, such building loca-

-10 tion or premises shall be deemed a manufacturing facility for pur-
-11 poses of this subsection.

1 SECTION 12. Said section 6 of said chapter 64H, as so
2 appearing, is hereby further amended by striking subsection (j)
3 and inserting in place thereof the following new subsection: —

4 (j) Sales of: (1) fuel used for residential heating purposes; (2)
5 fuel used in the operation of aircraft; and (3) fuel used in the oper-
-6 ation of railroads.

1 SECTION 13. Said section 6 of said chapter 64H, as so
2 appearing, is hereby further amended by striking subsection (r)
3 and inserting in place thereof the following new subsection:—
4 (r) Sales of materials, tools and fuel, or any substitute therefor,
5 which become an ingredient or component part of tangible per-
-6 sonal property to be sold or which arc consumed or used directly
7 and exclusively in one or more of the following:
8 (1) in agricultural production, including the raising of poultry
9 and livestock;

10 (2) in commercial fishing;
11 (3) in the process of a manufacturing facility manufacturing
12 tangible personal property to be sold, including the publishing of a
13 newspaper, to the extent allowable in paragraph (i);
14 (4) in the operation of commercial radio broadcasting or televi-
-15 sion transmission;
16 (5) in the furnishing of power to a manufacturing facility;
17 (6) in the furnishing of gas, water, steam or electricity when
18 delivered to consumers through mains, lines or pipes;
19 (7) in the production of animals for research, testing or other
20 purposes relating to the promotion or maintenance of the health,
21 safety or well being of human beings or animals;
22 (8) in research and development by a manufacturing corpora-
-23 tion or research and development corporation within the meaning
24 of sections 38C or 428 of chapter 63.
25 For purposes of this subsection, any material, tool or fuel shall
26 be construed to be consumed and used only if its normal useful
27 life is less than one year or if its cost is allowable as an ordinary
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28 and necessary business expense for federal income tax purposes or
29 it it is nuclear fuel or a nuclear fuel assembly.

1 SECTION 14. Said section 6 of said chapter 64H, as so
2 appearing, is hereby further amended by striking subsection (s)
3 and inserting in place thereof the following new subsection:—
4 (s) Sales of machinery, or replacement parts thereof, used
5 directly and exclusively in one or more of the following;—
6 (1) in agricultural production, including the raising of poultry

and livestock;
8 (2) in commercial fishing
9 (3) in the process of the manufacture of tangible personal prop-

-10 erty to be sold, including the publishing of a newspaper;
11 (4) in the operation of a commercial radio broadcasting or tele-
-12 vision transmission;
13 (5) in the furnishing of power to a manufacturing facility;
14 (6) in the furnishing of gas, water, steam or electricity when
15 delivered to consumers through mains, lines or pipes;
16 (7) in the production of animals for research, testing or other
17 purposes relating to the promotion or maintenance of the health,
18 safety or well being of human beings or animals;
19 (8) in research and development by a manufacturing corpora-

-20 tion or research and development corporation within the meaning
21 of sections 38C or 428 of chapter 63.
22 For purposes of this subsection and subsection (r), the process
23 of manufacturing includes any process at a manufacturing facility
24 that ultimately modifies or affects raw materials or components,
25 commencing with the initial manipulation of raw materials or
26 components and ending when the manufactured product is placed
27 in primary packaging. Without limitation, the process of manufac-
-28 turing includes processes necessary to actual manufacture, such as
29 pollution control including the treatment of waste and the oper-
-30 ating supplies used therefor, quality control, lighting and worker
31 safety; processes that protect materials or components from conta-
-32 mination during manufacture such as air filtration, and the fabri-
-33 cation of machinery or tools which, in turn, modify or affect raw
34 materials or components in a manufacturing facility. Without limi-
-35 tation, the process of manufacturing excludes activities primarily
36 characterized as sales, administration, or research and develop-
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37 ment. The process of manufacturing further excludes all
38 processes, such as storage, loading, unloading, transportation or
39 inspection of raw materials or components, which take place
40 before the initial manipulation of such materials or components at
41 a manufacturing facility, and all processes, such as storage,
42 loading, unloading, packaging, transportation or inspection of a
43 product, which take place after the product has been placed in its
44 primary packaging or removed from the manufacturing facility.

1 SECTION 15. Section 18 of chapter 546 of the Acts of 1969 is
2 hereby amended by striking out the first two sentences and
3 replacing them with the following sentence;—

4 There is hereby imposed, in addition to the taxes levied under
5 the provisions of chapter 63A and chapter 63C of the General
6 Laws, and taxes levied under the provisions of chapter 531 of the
7 Acts of 1943 and of chapter 486 of the Acts of 1948, an additional
8 tax equal to 14 percent of the taxes imposed under the provisions
9 of said chapters, acts and sections.
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