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INITIATIVE PETITION OF JOSEPH P. KENNEDY II 
AND OTHERS

OFFICE OF THE SECRETARY 
BOSTON. JANUARY 6, 1994.

Mr. Robert E. MacQueen
Clerk of the House of Representatives
State House
Boston, MA 02108

Sir — I herewith transmit to you, in accordance with the require
ments of Article XLVIII of the Amendments to the Constitution, an 
Initiative Petition for an Income Tax Reform Act of 1994, signed by 
ten qualified voters and filed with this department on December 1, 
1993, together with additional certified signatures of qualified voters 
in the number of 93,386, being sufficient number to comply with the 
Provisions of said Article.

Sincerely,

MICHAEL J. CONNOLLY, 
State Secretary.

AN INITIATIVE PETITION.

Pursuant to Article XLVIII of the Amendments to the Constitution 
of the Commonwealth, as amended, the undersigned qualified voters 
of the Commonwealth, ten in number at least, hereby petition for the 
enactment into law of the following measure:
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Z be  Commontoealtfj of JflaMncfju*ett<

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

A n A ct the income tax reform act of 1994.

Be it enacted by the People, and by their authority, as follows:

1 SECTION 1. Subsection (m) of section 1 of chapter 62 of the
2 General Laws is hereby amended by striking the words “on any
3 Part A taxable income”, and said subsection (m) is hereby further
4 amended by striking the words “paragraph (2) of subsection (c)”
5 and inserting in place thereof the following: — paragraph (3) of
6 subsection (b).

1 SECTION 2. Section 1 of said chapter 62 is hereby further a:
2 amended by inserting at the end thereof the following new sub- pi
3 sections: —
4 (n) The term “cost-of-living adjustment” shall mean, for any ft
5 calendar year, the percentage (if any) by which the consumer price
6 index (CPI) for the preceding calendar year exceeds the CPI for ft
7 calendar year 1994. a
8 (o) The term “CPI” shall mean the “CPI for any calendar year” ft
9 as defined in section one (f)(4) of the Code.

10 (p) The term “head of household” shall have the same meaning fi
11 as in section two (b) of the Code. . 4

Hi
1 SECTION 3. Subsection (a) of section 2 of said chapter 62 is
2 hereby amended by striking in subparagraph (I) of paragraph (1) jB
3 the words “subparagraph (4) of paragraph (a) of Part B” and 0|
4 inserting in place thereof the words: — paragraph (4) of subsec-
5 tion (a). i \

1 SECTION 4. Said subsection (a) of section 2 of chapter 62 is
2 hereby further amended by inserting at the end of paragraph (2)1
3 the following new subparagraph: — )
4 (K) An amount determined by applying the “applicable per-’)
5 centage,” as defined in subsection (b) of section two A of this!(
6 chapter, to each category of gain from the sale or exchange of is

26
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7 “qualified investment stock” that meets the requirements of
8 subsection (a) of said section two A (“Capital Formation
9 Incentive”). For purposes of this subparagraph there shall be
10 three categories of gain. In applying the applicable percentage
11 set forth in paragraph (1) of subsection (b) of said section
12 two A, the category shall include only gain from any such stock
13 held for at least three but less than five years. In applying the
14 applicable percentage set forth in paragraph (2) of said sub-
15 section (b), the category shall include only gain from any such
16 stock held for at least five but less than seven years. In applying
17 the applicable percentage set forth in paragraph (3) of said sub-
18 section (b), the category shall include only gain from any such
19 stock held for at least seven years.

1 SECTION 5. Said section 2 of said chapter 62 is hereby
2 amended by striking subsections (b) and (c) and inserting in
3 place thereof the following: —
4 (b) Massachusetts adjusted gross income shall mean the
5 Massachusetts gross income less the following deductions: —
6 (1) The deductions allowable under section sixty-two and
7 four hundred and four, without regard to section two hundred
8 and sixty-five, of the Code; provided, however, that the
9 following deductions shall not be allowed: —

10 (A) The deductions allowed to life tenants and income bene-
11 ficiaries by section sixty-two (a)(5) of the Code insofar as such
12 deductions are allowed to a trust or estate subject to taxation
13 under this chapter.
14 (B) Any deduction relating or allocable to any income not
15 included in Massachusetts gross income or a proportionate part
16 of any deduction which is in part so relating or allocable.
17 (C) Any net operating loss deduction allowed by section one
18 hundred and seventy-two of the Code.
19 (D) In the case of an individual who is an employee within
20 the meaning of section four hundred and one (c)(1) of the Code,
21 the deductions allowed by section four hundred and four ot the
22 Code to the extent attributable to contributions made on behalf
23 of such individuals; provided, however, that no contribution on
24 behalf of such individual shall be treated as an excess contribu-
25 tion under this chapter unless treated as an excess contribution
26 for federal tax purposes in the year made.



4

27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65

HOUSE — No. 4006 [January

(E) The deduction allowed by section one thousand three hun
dred and seventy-nine (b)(3) of the Code.

(F) The deduction allowed by section two hundred and nineteen 
of the Code relating to certain retirement savings.

(G) The deduction allowed by section four hundred and two 
(e)(3) of the Code relating to the ordinary income portion of a 
lump sum distribution.

(H) The deduction allowed by section one hundred and sixty- 
five of the Code relating to forfeitures because of premature with
drawal of funds to the extent that the income represented by such 
forfeiture was not included in Massachusetts gross income.

(I) The deduction allowed by section one hundred and sixty- 
two (h) of the Code.

(J) Any deduction allowed by Subchapter S of the Code with 
respect to a federal S corporation which is subject to taxation 
under this chapter as a corporate trust.

(K) The deduction allowed by section one hundred and sixty- 
four (f) of the Code.

(L) The deduction allowed for losses from sales or exchanges 
of capital assets under sections one hundred and sixty-five and 
one thousand two hundred and eleven of the Code.

(2) An amount equal to the deductions allowed by Part VI 
of the Code which (i) consist of expenses of travel, meals and 
lodging while away from home, or expenses of transportation paid 
or incurred by the taxpayer in connection with the performance 
by him of services as an employee; or (ii) are attributable to a 
trade or business carried on by the taxpayer, if such trade or 
business consists of the performance of services by the taxpayer 
as an employee and if such trade or business is to solicit, away 
from the employer’s place of business, business for the employer; 
provided, however, that the taxpayer itemizes deductions on his 
federal income tax return and the deductions under clauses (i) and 
(ii) are allowed as itemized deductions under subsection (a) of 
section sixty-seven of the Code. No deduction shall be allowed 
under this paragraph to a taxpayer who files a joint federal income 
tax return with his spouse unless a joint return is also filed under 
this chapter.

(3) A deduction equal to the losses from sales or exchanges of 
capital assets, but only to the extent of the gains (as reduced by



1994] HOUSE —  No. 4006 5

66 any deduction allowed under subparagraph (K) of paragraph (2) of
67 subsection (a) of section two of this chapter) from such sales or
68 exchanges. In addition, if such losses exceed such gains, there
69 shall be allowed as a deduction the excess, if any, of the net short-
70 term capital loss for the year over the net long-term capital gain
71 for the year, but not more than one thousand dollars, and, if the
72 amount of such excess is less than one thousand dollars, then the
73 excess, if any, of the net long-term capital loss for the year over
74 the net short-term capital gain for the year; provided, however,
75 that the aggregate amount of the deduction under this paragraph
76 shall not be more than one thousand dollars. The excess of the net
77 short-term capital loss over the net long-term capital gain, reduced
78 by the amount allowed under this paragraph which is attributable
79 to such excess, shall be a short-term capital loss in the succeeding
80 taxable year. The excess of the net long-term capital loss over the
81 net short-term capital gain, reduced by the amount allowed under
82 this paragraph which is attributable to such excess, shall be a
83 long-term capital loss in the succeeding taxable year.
84 (c) Massachusetts taxable income shall mean the Massachusetts
85 adjusted gross income less the deductions and exemptions allow-
86 able under section three.

1 SECTION 6. Said section 2 of chapter 62 is hereby further
2 amended by striking subsections (d), (e), (f), and (g).

1 SECTION 7. Said chapter 62 is hereby further amended by
2 inserting after section 2 the following new section: —
3 Section 2A. Capital Formation Incentive
4 (a) Gain from the sale or exchange of capital stock in a corpo-
5 ration shall qualify for the deduction referred to in subparagraph
6 (K) of paragraph (2) of subsection (a) of section two of this chap-
7 ter as gain from the sale or exchange of “qualified investment
8 stock” only if all of the following conditions are met: —
9 (1) The stock was acquired by original issue from the corpora-

10 tion solely in exchange for services, money or other property on
11 or after January first, 1995;
12 (2) In the case of stock issued for property as described in para-
13 graph (1), such property is not stock or debt securities;
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14 (3) For the taxable year in which the corporation issued such
15 stock and each of its taxable years thereafter to and including the
16 year ended immediately before the year in which the sale or
17 exchange by the taxpayer occurred, the corporation has met the
18 following requirements: —
19 (A) The corporation has been a “C-corporation” as defined in
20 section one thousand three hundred and sixty-one (a)(2) of the
21 Code,
22 (B) The corporation has been engaged in an “active business”
23 as described in subsection (c) of this section, and
24 (C) The corporation has not been engaged in a “disqualified
25 business” as defined in subsection (d) of this section; and
26 (4) On the date of issue of the stock, at least fifty percent of the
27 corporation’s employees were employed in Massachusetts, and the
28 corporation represents in good faith, as of the date of such
29 issuance, that it does not intend to use the proceeds of such
30 issuance in a manner which would substantially reduce the per-
31 centage of its employees employed in Massachusetts. If the corpo-
32 ration is a member of an “affiliated group” (as determined under
33 section one thousand five hundred and four of the Code without
34 regard to the exceptions contained in subsection (b) thereof), all
35 of the employees of all of the members of such group shall be
36 counted in making the determination under this paragraph.
37 (5) The commissioner shall require by regulation that any
38 corporation seeking to qualify its stock as a qualified investment
39 stock certify to the commissioner within one year prior to such
40 issuance that the criteria set forth in this subsection have been
41 met. Annually the commissioner shall publish a list of those
42 companies which have submitted such certification to him within
43 the prior year.
44 (b) For purposes of subparagraph (K) of paragraph (2) of sub-
45 section (a) of section two of this chapter, the term “applicable
46 percentage” shall have the following meanings: —
47 (1) In the case of qualified investment stock held for at least
48 three years, the applicable percentage is thirty percent;
49 (2) In the case of qualified investment stock held for at least
50 five years, the applicable percentage is fifty percent; and
51 (3) In the case of qualified investment stock held for at least
52 seven years, the applicable percentage is seventy percent.
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53 (c) In determining whether a corporation meets the “active
54 business” requirement of subsection (a)(3)(B) of this section, the
55 following provisions shall apply: —
56 (1) For purposes of this section, a corporation shall be deemed
57 to be engaged in an “active business” if substantially all of its
58 assets are used in the active conduct of a trade or business which,
59 for this purpose, shall include any of the following: —
60 (A) Start-up activities as described in section one hundred and
61 ninety-five (c)(1)(A) of the Code,
62 (B) Activities resulting in the payment or incurring of ex-
63 penditures that may be treated as research and experimental
64 expenditures under section one hundred and seventy-four of the
65 Code, and
66 (C) Activities with respect to in-house research expenses
67 described in section forty-one (b) (4) of the Code.
68 (2) Notwithstanding any other fact, a corporation shall be
69 deemed not to be engaged in an active business for any taxable
70 year if any of the following provisions apply: —
71 (A) If at the beginning or end of the corporation’s taxable year
72 more than ten percent of the value of its assets consists of stock or
73 debt securities of other corporations or business organizations that
74 are not subsidiaries of such corporation, except that such stock or
75 debt securities shall not be considered for this purpose to the
76 extent that the corporation holds them for future use in the con-
77 duct of any active business of such corporation. For purposes of
78 the preceding sentence, a corporation or business organization
79 shall be considered a subsidiary if the parent corporation owns
80 more than fifty percent of the combined voting power of all class-
81 es of stock entitled to vote, or more than fifty percent in value of
82 all outstanding stock of such corporation;
83 (B) If more than ten percent of the value of the corporation’s
84 assets is used during a material portion of the taxable year in a
85 “passive activity” as that term is defined in section four hundred
86 and sixty-nine (c) of the Code;
87 (C) If more than ten percent of the total value of the corpora-
88 tion’s assets consists of real property which is not used (or to be
89 used) in the active conduct of a trade or business during any part
90 of the taxable year. For purposes of the preceding sentence; —
91 (i) The ownership of, dealing in, or renting of real property
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shall not be treated as the active conduct of a trade or business, 
and

(ii) The total value of the assets and of any real property shall 
be reduced by all liabilities to which the property is subject.

(3) Rights to com puter software that produces income 
described in section five hundred and forty-three (d) of the Code 
shall be treated as an asset used in the active conduct of a trade or 
business.

(d) For purposes of this section, a corporation shall be deemed 
to be engaged in a “disqualified business” if any of the following 
provisions apply to such corporation: —

(1) The corporation is a regulated investment company as 
defined in section eight hundred and fifty-one of the Code;

(2) The corporation is a real estate investment trust as defined 
in section eight hundred and fifty-six of the Code;

(3) The corporation is a REMIC as defined in section eight 
hundred and sixty D of the Code;

(4) The corporation is a DISC as defined in section nine 
hundred and ninety-two of the Code;

(5) The corporation is a corporation with respect to which an 
election under section nine hundred and thirty-six of the Code is 
in effect;

(6) The corporation is a cooperative or other organization 
subject to section one thousand three hundred and eighty-one of 
the Code; or

(7) A majority of the corporation’s assets are used in the 
conduct of: —

(A) Any banking, insurance, financing or similar business,
(B) Any farming business,
(C) Any business involving the production or extraction of 

products of a character with respect to which a deduction is allow
able under section six hundred and thirteen or section six hundred 
and thirteen A of the Code, or

(D) Any business of franchising or operating a hotel, motel, 
restaurant, or similar business.

(e) Notwithstanding any other provision of this section, stock 
treated as “redemption stock” under this subsection shall not be 
treated as qualified investment stock.

(1) Stock issued by a corporation shall be treated as “redemp-



1994] HOUSE —  No. 4006 9

131 tion stock” for purposes of this subsection if such corporation has
132 purchased or purchases, through redemption or otherwise, any of
133 its stock within the two-year period beginning one year before the
134 issuance of such stock.
[35 (2) Stock of the issuing corporation purchased by such cor-
136 poration shall not be treated as “purchased” for purposes of
137 paragraph (1) if:
138 (A) The issuing corporation establishes that there was a busi-
139 ness purpose for the purchase of the stock and such purchase is
140 not inconsistent with the purposes of this section;
141 (B) The purchase of such stock is part of a transaction or series
142 of transactions in which the corporation purchases five percent or
143 less (by vote or value) of the outstanding shares of the corpora-
144 tion; or
145 (C) The stock purchased is convertible stock and the purchase
146 of such stock is required by its terms.
147 (3) For purposes of this subsection, the purchase of any stock
148 of the issuing corporation by any corporation which, as of the
149 time of such purchase, is a member of the same affiliated group
150 (as determined under section one thousand five hundred and four
151 of the Code without regard to the exceptions contained in subsec-
152 tion (b) thereof) as the issuing corporation shall be treated as a
153 purchase by the issuing corporation of its stock.
154 (f) If any stock is acquired through the conversion of other
155 stock which is qualified investment stock in the hands of the
156 taxpayer: —
157 (1) Paragraph (a)(2) of this section shall not apply to such
158 acquired stock and,
159 (2) For purposes of determining the applicable percentage to
160 apply to such stock under subsection (b), the stock so acquired
161 shall be treated as having been held during the period during
162 which the converted stock was held.
163 (g) In the case of stock which is acquired by the taxpayer
164 through the exercise of an applicable warrant, through the conver-
165 sion of convertible debt, or in exchange for securities of the cor-
166 poration in a transaction described in section three hundred and
167 s ix ty -e ig h t  of th e  Code: —
168 (1) Paragraph (a)(2) of this section shall not apply to such
169 acquired stock,
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170 (2) Such stock shall be treated as acquired by the taxpayer at
171 original issue, and
172 (3) In the case of stock acquired in exchange for securities, the
173 holding period of such stock shall be treated for purposes of
174 subsection (b) as including the period such security was out-
175 standing.
176 For purposes of this subsection, the term “applicable warrant”
177 means a warrant that is not transferrable other than by will or the
178 laws of descent or distribution and that was granted in connection
179 with the performance of services for the corporation granting such
180 warrant (or its parent or subsidiary).
181 (h) In the case of stock which is acquired by the taxpayer
182 through the exercise of an applicable option, such stock shall be
183 treated as acquired by the taxpayer at original issue. For purposes
184 of this subsection, the term “applicable option” means an option
185 that is not transferrable other than by will or the laws of descent
186 or distribution and that was granted in connection with the perfor-
187 mance of services for the corporation granting such option (or its
188 parent or subsidiary).
189 (i) Any amount included in income under this chapter by reason
190 of holding an interest in a “pass-thru entity” as defined in subsec-
191 tion (j) shall be treated as gain from the sale of qualified invest-
192 ment stock if such amount meets the following requirements: —
193 (1) Such amount is attributable to gain on the sale or exchange
194 by the pass-thru entity of stock that is qualified investment stock
195 in the hands of such entity, and
196 (2) Such amount is includable in the gross income of the tax-
197 payer by reason of the holding of an interest in such entity that
198 was held by the taxpayer on the date on which the pass-thru entity
199 participating in the sale or exchange acquired such stock and at all
200 times thereafter before the disposition of such stock by such pass-
201 thru entity.
202 This subsection shall not apply to any amount to the extent
203 such amount exceeds the amount to which this subsection would
204 have applied if such amount were determined by reference to the
205 interest the taxpayer held in the pass-thru entity on the date the
206 qualified investment stock was acquired by the pass-thru entity
207 participating in such sale or exchange. For purposes of calculating
208 the applicable deduction for gains to which this subsection
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209 applies, the taxpayer shall be deemed to have held the stock for
210 the same period that it was held by the pass-thru entity.
211 (j) For purposes of subsection (i), the term “pass-thru entity”
212 includes any of the following entities: —
213 (1) Any partnership;
214 (2) Any “S-corporation” as defined in section one thousand
215 three hundred and sixty-one of the Code;
216 (3) Any regulated investment company as defined in section
217 eight hundred and fifty-one of the Code; and
218 (4) Any common trust fund as defined in section five hundred
219 and eighty-four of the Code.
220 (k) For purposes of determining whether stock that is acquired
221 in any “qualified transfer” as defined herein is qualified invest-
222 ment stock, the acquiring transferee shall be treated as having
223 acquired such stock in the same manner as the transferor. For
224 purposes of determining the applicable percentage under subsec-
225 tion (b) to be applied to any qualified investment stock that
226 is acquired in any “qualified transfer” as defined herein, the
227 acquiring transferee shall be treated as having held such stock
228 during any continuous period immediately preceding the transfer
229 during which it was held (or treated as held under this subsection)
230 by the transferor.
231 (1) For purposes of this subsection, the term “qualified trans-
232 fer” includes any of the following: —
233 (A) A transfer by gift,
234 (B) A transfer at death,
235 (C) A transfer from a partnership to a partner of stock with
236 respect to which the requirements of subsection (i) are met at the
237 time of the transfer,
238 (D) A transfer of qualified investment stock for other qualified
239 investment stock in a transaction described in section three hun-
240 dred and fifty-one of the Code or a reorganization described in
241 section three hundred and sixty-eight of the Code,
242 (E) A transfer that constitutes a stock distribution of qualified
243 investment stock in a transaction not subject to tax under section
244 three hundred and five of the Code, or
245 (F) Any other transfer to the extent that the basis of the prop-
246 erty in the hands of the transferee is determined by reference to
247 the basis of the property in the hands of the transferor by reason
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248 of section three hundred and thirty-four (b) of the Code, but only
249 if requirements similar to the requirements of subsection (i) are
250 met with respect to the stock.
251 (2) In the case of a qualified transfer in a transaction described
252 in section three hundred and fifty-one of the Code or a reorganiza-
253 tion described in section three hundred and sixty-eight of the
254 Code, the following provisions shall apply: —
255 (A) If qualified investment stock is transferred for stock that,
256 but for paragraph (a)(2) of this section, would be qualified invest-
257 ment stock: —
258 (i) Such transfer shall be treated as a transfer to which this sub-
259 section applies, and
260 (ii) Subparagraph (a)(2) of this section shall not apply in deter-
261 mining whether the acquired stock is qualified investment stock.
262 (iii) Except in the case of a transaction described in section
263 three hundred and sixty-eight of the Code, this subparagraph shall
264 apply only if, immediately after the transaction, the corporation
265 issuing the stock owns, directly or indirectly, stock representing
266 control (within the meaning of section three hundred and
267 sixty-eight (c) of the Code) of the corporation whose stock was
268 transferred.
269 (B) If qualified investment stock is transferred for stock that is
270 not qualified investment stock: —
271 (i) Such transfer shall be treated as a transfer to which this sub-
272 section applies;
273 (ii) The stock acquired shall be treated as qualified investment
274 stock, but only to the extent of the gain (if any) that would have
275 been recognized at the time of the transfer described in this sub-
276 paragraph if such transfer were not a qualified transfer under sec-
277 tion three hundred and fifty-one or section three hundred and
278 sixty-eight of the Code;
279 (iii) Stock treated as qualified investment stock under this sub-
280 paragraph shall be so treated for subsequent qualified transfers
281 under sections three hundred and fifty-one and three hundred and
282 sixty-eight of the Code, except that the limitation contained in
283 clause (ii) shall be applied as of the time of the first transfer to
284 which this subparagraph applied; and
285 (1) For purposes of this section, in determining the basis of
286 stock issued by a corporation in exchange for property (other than
287 money or stock), the following provisions shall apply: —
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288 (1) Such stock shall be treated as having been acquired by the
289 taxpayer on the date of such exchange, and
290 (2) The basis of such stock in the hands of the taxpayer shall in
291 no event be less than the fair market value on the date of the
292 exchange of the property so exchanged.

1 SECTION 8. Said chapter 62 is hereby further amended by
2 striking section 3 and inserting in place thereof the following: —
3 Section 3. Taxable income: adjusted gross income less deduc-
4 tions and exemptions
5 (a) In determ ining M assachusetts taxable income,
6 Massachusetts adjusted gross income shall be reduced by the
7 following deductions: —
8 (1) Such net amount of the adjusted gross income of trustees or
9 other fiduciaries subject to taxation under sections nine or ten as

10 is payable to or accumulated for persons not inhabitants of the
11 commonwealth to the extent that such income would not be sub-
12 ject to taxation under section five A if received by a non-resident.
13 (2) Such net amount of the adjusted gross income of trustees,
14 executors or administrators as is pursuant to the terms of the will,
15 deed or other instrument governing the estate or trust currently
16 payable to or irrevocably set aside for public charitable purposes,
17 or to or for the benefit of any organization or organizations estab-
18 lished and operated exclusively for charitable purposes.
19 (3) Taxes paid to the United States under the provisions of the
20 Federal Insurance Contributions Act or the Federal Railroad
21 Retirement Act. In no event shall the aggregate of the otherwise
22 allowable deductions of this paragraph and of all sums deducted
23 from wages as contributions to an annuity, pension, endowment or
24 retirement fund of the United States government, the common-
25 wealth or any political subdivision thereof, attributable to any one
26 taxpayer, exceed two thousand dollars.
27 (4) All sums deducted from wages as contributions to any
28 annuity, pension, endowment or retirement fund of the United
29 States government, the commonwealth or any political subdivi-
30 sion thereof, provided, that the deduction for such contributions
31 and the deductions otherwise allowable under paragraph (3)
32 hereof attributable to any one taxpayer shall not in the aggregate
33 exceed two thousand dollars, and any income from any
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34 contributory annuity, pension, endowment or retirement fund of
35 the United States government or the commonwealth or any politi-
36 cal subdivision thereof, to which the employee has contributed, or
37 any income from a contributory annuity, pension, endowment or
38 retirement fund of any other state or any political subdivision
39 thereof, provided that income from any such similar fund estab-
40 lished under the laws of the commonwealth is not subject to taxa-
41 tion in such other state or political subdivision.
42 (5) Interests and dividends in the amount of one hundred
43 dollars for a single person or an individual filing as a head of
44 household or a married person filing a separate return, or two hun-
45 dred dollars for a husband and wife filing a joint return, from
46 savings deposits, savings accounts, shares or share savings
47 accounts included in gross income.
48 (6) In the case of an individual who maintains a household
49 which includes as a member one or more individuals under the
50 age of twelve who qualify for exemption as a dependent under
51 section one hundred and fifty-one of the Code, six hundred
52 dollars; provided, that no deduction shall be allowed under this
53 paragraph if a credit is claimed under subsection (b) of section
54 six. If the taxpayer is married at the close of the taxable year, the
55 deduction provided herein shall be allowed only if the taxpayer
56 and his spouse filed a joint return for the taxable year. For the pur-
57 poses of this paragraph, the term “maintaining a household” shall
58 have the same meaning as in section twenty-one of the Code.
59 (7) In the case of an individual who pays rent for his principal
60 place of residence and such residence is located in the common-
61 wealth, an amount equal to fifty percent of such rent; provided,
62 however, that such deduction shall not exceed two thousand five
63 hundred dollars for a single person or for a husband and wife.
64 (8) An amount equal to ten percent of the cost of renovating
65 any abandoned building within an economic opportunity area as
66 determined by the economic assistance coordinating council
67 established by section three B of chapter twenty-three A.
68 (b) In determ ining M assachusetts taxable income,
69 Massachusetts adjusted gross income shall be reduced by the
70 following exemptions: —
71 (1) In the case of a single person not filing as a head of house-
72 hold or in the case of a married person filing a separate return: -
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73 (A) A personal exemption of two thousand two hundred
74 dollars,
75 (B) An additional exemption of two thousand two hundred
76 dollars if the taxpayer was totally blind at the close of his taxable
77 year, and
78 (C) An additional exemption of seven hundred dollars if the
79 taxpayer has attained the age of sixty-five before the close of his
80 taxable year.
81 (2) In the case of an individual filing as a head of household: —
82 (A) A personal exemption of three thousand four hundred
83 dollars,
84 (B) An additional exemption of two thousand two hundred
85 dollars if the taxpayer was totally blind at the close of the taxable
86 year, and
87 (C) An additional exemption of seven hundred dollars if the
88 taxpayer has attained the age of sixty-five before the close of his
89 taxable year.
90 (3) In the case of a husband and wife filing a joint return: —
91 (A) A personal exemption of four thousand four hundred
92 dollars,
93 (B) An additional exemption of two thousand two hundred
94 dollars for each spouse who was totally blind at the close of his
95 taxable year, and
96 (C) An additional exemption of seven hundred dollars for each
97 spouse who has attained the age of sixty-five before the close of
98 his taxable year.
99 (4) An exemption of two thousand dollars for each individual

100 who qualifies for exemption as a dependent under section one
101 hundred and fifty-one (c) of the Code.
102 (5) An amount equal to the deduction for medical, dental and
103 other expenses allowed under section two hundred and thirteen of
104 the Code; provided, however, that the individual itemizes deduc-
105 tions on his federal income tax return. No exemption shall be
106 allowed under this paragraph to an individual who files a joint
107 federal income tax return with his spouse unless a joint return is
108 also filed under this chapter.
109 (6) An amount equal to the fees, in excess of three percent of
110 adjusted gross income, paid within the taxable year to any agency
111 licensed to place children for adoption by the taxpayer on account
112 of the adoption of a minor child.
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113 (c) In determining the personal exemption allowable under sub-
114 section (b) of this section, the following reduction rules shall be
115 taken into account:
116 (1) In the case of any taxpayer whose Massachusetts adjusted
117 gross income for the taxable year exceeds the threshold amount as
118 defined in paragraph (3) of this subsection, the aggregate amount
119 of the exemptions provided under subparagraphs (1)(A), (2)(A), or
120 (3)(A) of subsection (b) shall be reduced by the applicable per-
121 centage as defined in paragraph (2) of this subsection.

(2) For purposes of paragraph (1), the term “applicable percent-
123 age” means two percentage points for each one thousand dollars
124 (or fraction thereof) by which the taxpayer’s Massachusetts
125 adjusted gross income for the taxable year exceeds the threshold
126 amount. In the case of a married individual filing a separate
127 return, the preceding sentence shall be applied by substituting
128 five hundred dollars for “one thousand dollars”. In no event
129 shall the applicable percentage exceed one hundred percent.
130 (3) For purposes of this subsection, the term “threshold
131 amount” means:
132 (A) Sixty thousand dollars in the case of a single individual
133 who is not a head of household;
134 (B) Eighty thousand dollars in the case of a head of household;
135 (C) One hundred thousand dollars in the case of a husband and
136 wife filing a joint return; and
137 (D) Fifty thousand dollars in the case of a married individual
138 filing a separate return.
139 In the case of any taxable year beginning on or after January
140 first, 1996, each threshold amount contained in this paragraph
141 shall be increased by an amount equal to such threshold amount
142 multiplied by the cost-of-living adjustment for the calendar year
143 in which such taxable year begins; provided, however, that if such
144 increase is not a multiple of one thousand dollars, such increase
145 shall be rounded to the next lowest multiple of one thousand
146 dollars.
147 (d) Except as provided in subsection (e), if the taxable year of
148 any person subject to tax under this chapter is a short taxable year,
149 and such short taxable year is not due to the death of such
150 person, any exemption or deduction under this section relating or
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151 allocable in whole or in part to any income not included in
152 Massachusetts gross income shall not be allowed to the extent
153 thereof; and any other exemption or deduction under this section
154 that is not so related or allocable shall be limited to an amount
155 equal to the exemption or deduction otherwise allowable if the
156 person had been a resident of the commonwealth throughout the
157 full taxable year multiplied by a fraction the numerator of which
158 is the number of days in the short taxable year and the denomina-
159 tor of which is three hundred and sixty-five.
160 (e) If any person subject to tax under this chapter is a non-
161 resident for all or any part of a taxable year, any exemption or
162 deduction under this section relating or allocable in whole or in
163 part to any income not included in Massachusetts gross income
164 shall not be allowed to the extent thereof; and any other exemp-
165 tion or deduction under this section that is not so related or
166 allocable shall be limited to an amount otherwise allowable under
167 this section if the person had been a resident of the common-
168 wealth throughout the full taxable year multiplied by a fraction
169 the numerator of which is his Massachusetts gross income and the
170 demoninator of which is the amount which would have been his
171 Massachusetts gross income had he been a resident of the corn-
172 monwealth throughout the full taxable year.

1 SECTION 9. Said chapter 62 is hereby further amended by
2 striking section 4 and inserting in place thereof the following: —
3 Section 4. Rates of tax for residents, non-residents and corpo-
4 rate trusts
5 Residents shall be taxed on their Massachusetts taxable income,
6 non-residents shall be taxed to the extent specified in section
7 five A on their Massachusetts taxable income, and corporate trusts
8 shall be taxed to the extent specified in section eight on their
9 Massachusetts taxable income, as follows; —

10 (a) In the case of a single person or a corporate trust: —
11 (1) For taxable income that does not exceed fifty thousand two
12 hundred dollars, the tax is five and one-half percent of taxable
13 income;
14 (2) For taxable income that exceeds fifty thousand two hundred
15 dollars but does not exceed ninety thousand dollars, the tax is two
16 thousand seven hundred and sixty-one dollars, plus eight and
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17 eight-tenths percent of the taxable income that exceeds fifty
18 thousand two hundred dollars;
19 (3) For taxable income in excess of ninety thousand dollars, the
20 tax is six thousand two hundred and sixty-three dollars, plus nine
21 and eight-tenths percent of the taxable income that exceeds ninety
22 thousand dollars.
23 (b) In the case of a married person filing a separate return: —
24 (1) For taxable income that does not exceed forty thousand five
25 hundred dollars, the tax is five and one-half percent of taxable
26 income;
17 (2) For taxable income that exceeds forty thousand five hun-
18 dred dollars but does not exceed seventy-five thousand dollars, the
19 tax is two thousand two hundred and twenty-eight dollars, plus
20 eight and eight-tenths percent of the taxable income that exceeds
21 forty thousand five hundred dollars;
22 (3) For taxable income in excess of seventy-five thousand dol-
23 lars, the tax is five thousand two hundred and sixty-four dollars,
24 plus nine and eight-tenths percent of the taxable income that
25 exceeds seventy-five thousand dollars.
26 A married person cannot file a separate return in accordance
27 with this subsection unless such person files a separate federal
28 income tax return for the applicable taxable year.
29 (c) In the case of a husband and wife filing a joint return: —
30 (1) For taxable income that does not exceed eighty-one thou-
31 sand dollars, the tax is five and one-half percent;
32 (2) For taxable income that exceeds eighty-one thousand
33 dollars but does not exceed one hundred and fifty thousand
34 dollars, the tax is four thousand four hundred and fifty-five
35 dollars, plus eight and eight-tenths percent of the taxable income
36 that exceeds eighty-one thousand dollars;
37 (3) For taxable income in excess of one hundred and fifty thou-
38 sand dollars, the tax is ten thousand five hundred and twenty-
39 seven dollars, plus nine and eight-tenths percent of the taxable
40 income that exceeds one hundred and fifty thousand dollars.
41 (d) In the case of an individual filing a return as a head of
42 household: —
43 (1) For taxable income that does not exceed sixty thousand one
44 hundred dollars, the tax is five and one-half percent;
45 (2) For taxable income that exceeds sixty thousand one hundred
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46 dollars but does not exceed one hundred and twenty thousand
47 dollars, the tax is three thousand three hundred and six dollars,
48 plus eight and eight-tenths percent of the taxable income that
49 exceeds sixty thousand one hundred dollars;
50 (3) For taxable income in excess of one hundred and twenty
51 thousand dollars, the tax is eight thousand five hundred and
52 seventy-seven dollars, plus nine and eight-tenths percent of the
53 taxable income that exceeds one hundred and twenty thousand
54 dollars.
55 An individual cannot file a tax return as a head of household in
56 accordance with this subsection unless such individual files
57 a federal income tax return as a head of household for the
58 applicable taxable year.
59 (e) Notwithstanding any of the foregoing provisions of this
60 section, if a taxpayer’s Massachusetts gross income includes any
61 gain realized from the sale of the taxpayer’s principal residence,
62 then the tax imposed by this section shall not exceed the sum of:
63 (1) a tax computed at the rates and in the same manner as if this
64 subsection had not been enacted on the greater of: —
65 (A) taxable income reduced by the amount of the gain from sale
66 of the principal residence, or
67 (B) the amount of taxable income taxed at a rate below six
68 percent, plus
69 (2) a tax of six percent of the amount of taxable income in
70 excess of the amount determined under paragraph (1).
71 For purposes of this subsection, a taxpayer’s residence shall be
72 treated as his principal residence if such residence could be so
73 treated under section one thousand and thirty-four of the Code.
74 (f) In the case of any taxable year beginning on or after January
75 first, 1996, this section shall be modified by (i) increasing the
76 minimum and maximum dollar amounts for each rate bracket for
77 which a tax is imposed under this chapter by an amount equal to
78 such minimum and maximum dollar amounts multiplied by the
79 cost-of-living adjustment for the calendar year in which such tax-
80 able year begins; provided, however, that if any such increase is
81 not a multiple of fifty dollars, such increase shall be rounded to
82 the next lowest multiple of fifty dollars; and (ii) adjusting the
83 amounts setting forth the tax to the extent necessary to reflect the
84 adjustments in the rate brackets.
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SECTION 10. Said chapter 62 is hereby amended further by 
striking section 5 and inserting in place thereof the following: —

Section 5. Exempt income of individuals; exemption of stock 
bonus, pension or profit-sharing trust

(a) N otw ithstanding the provisions of section four, 
Massachusetts taxable income shall be exempt from all taxes 
imposed by this chapter if the Massachusetts adjusted gross 
income of the taxable year does not exceed the applicable amount 
as defined in subsection (b). No tax imposed under this chapter 
shall exceed ten percent of the portion of such Massachusetts 
adjusted gross income in excess of the applicable amount; pro
vided, however, that the provisions of this sentence shall not apply 
in any case where such Massachusetts adjusted gross income 
exceeds one and seventy-five hundredths times the applicable 
amount. No exemption shall be allowed under this section to any 
married individual unless a joint return is filed. In the case of a 
short taxable year, occurring for any reason other than residence 
during one portion of the normal taxable year and nonresidence 
during another portion, there shall be substituted for the applica
ble amount that amount which bears the same relation to the 
applicable amount as the number of days in the taxable year bears 
to three hundred and sixty-five. With respect to a person who is a 
non-resident for all or part of the taxable year, Massachusetts 
adjusted gross income for purposes of this section shall be deter
mined as if such non-resident were a resident of the common
wealth throughout the entire taxable year.

(b) The term “applicable amount” shall have the following
meanings: — ’

(1) In the case of a single individual, the applicable amount is 
ten thousand dollars;

(2) In the case of an individual qualifying as a head of house
hold, the applicable amount is twelve thousand dollars;

(3) In the case of a husband and wife filing a joint return, the 
applicable amount is fourteen thousand dollars.

In the case of any taxable year beginning on or after January 
first, 1996, each applicable amount contained in this subsection 
shall be increased by an amount equal to such applicable amount 
multiplied by the cost-of-living adjustment for the calendar year
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39 in which such taxable year begins; provided, however, that if any
40 such increase is not a multiple of one hundred dollars, such
41 increase shall be rounded to the next lower multiple of one hun-
42 dred dollars.
43 (c) Notwithstanding any other provision of this chapter, no tax
44 shall be imposed under this chapter upon any stock bonus, pen-
45 sion or profit-sharing trust qualifying under section four hundred
46 and one of the Code or any individual retirement account qualify-
47 ing under section four hundred and eight of the Code.

1 SECTION 11. Subsection (a) of section 5A of said chapter 62 is
2 hereby amended by striking the first two sentences and inserting
3 in place thereof the following: —
4 The tax on a non-resident shall equal the tax determined pur-
5 suant to the provisions of this chapter as if such a person were a
6 resident of the commonwealth throughout the entire taxable year
7 multiplied by a fraction whose numerator is the amount of taxable
8 income derived from the Massachusetts gross income of such per-
9 son and whose denominator is the amount of taxable income

10 determined as if such person were a resident of the common-
11 wealth throughout the entire year. The Massachusetts gross
12 income of a non-resident shall be determined solely with respect
13 to items of gross income from sources within the commonwealth
14 of such person, and in determining the adjusted gross income only
15 those deductions shall be allowed which are attributable to items 
15 included in Massachusetts gross income as so determined.

1 SECTION 12. Said subsection (a) of section 5A is hereby
2 further amended by striking the last sentence and inserting in
3 place thereof the following: —
4 In com puting the taxable income derived from the
5 Massachusetts gross income, the non-resident shall be allowed the
6 deductions and exemptions provided in section three as modified
7 by subsection (e) thereof.

1 SECTION 13..Subsection (a) of section 6 of said chapter 62 is
2 hereby amended by striking in the first sentence thereof the words
3 “Part A or Part B” wherever they appear.
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SECTION 14. Section 6 of said chapter 62 is hereby amended 
by inserting after subsection (a) the following new subsections: —

(b) A dependent-care credit shall be allowed equal to sixty per
cent of the credit allowable to the taxpayer under section twenty- 
one of the Code, as amended and in effect for the taxable year.

(c) Any owner or tenant of residential property located in the 
commonwealth who is not a dependent of another taxpayer and 
who occupies said property as his or her principal residence shall 
be allowed a credit equal to the amount by which the real estate 
tax payment or the rent constituting real estate tax payment, as 
defined herein, exceeds ten percent of the taxpayer’s 
Massachusetts adjusted gross income, as defined by subsection (b) 
of section two of this chapter, increased by, to the extent they are 
excluded from Massachusetts adjusted gross income, the follow
ing: the total amount of income and receipts from social security, 
retirement, pension, or annuities, cash (but not in-kind) public 
assistance, tax-exempt interest and dividends, net capital losses 
deducted pursuant to paragraph (3) of said subsection (b) of sec
tion two, capital gains deducted pursuant to subparagraph (K) of 
paragraph 2 of subsection (a) of section two of this chapter, 
income from a partnership or trust not included therein and gross 
receipts from any other source other than assistance received 
under this subsection; and reduced by the total amount of the 
exemptions allowed under paragraph (4), and subparagraph (1)(B), 
(1)(C), (2)(B), (2)(C), (3)(B) and (3)(C) of subsection (b) of sec
tion three; provided, however, that the taxpayer’s total income as 
herein provided does not exceed twenty thousand dollars in the 
case of a single individual who is not the head of a household, 
twenty-five thousand dollars in the case of a head of household, 
and thirty thousand dollars in the case of a husband and wife fil
ing a joint return; provided, further, that said credit shall not be 
greater than two hundred dollars. In the case of any taxable 
year beginning on or after January first, 1996, this paragraph shall 
be modified by increasing the income and credit limits by 
amounts equal to such income and credit limits multiplied by the 
cost-of-living adjustment for the calendar year in which such tax
able year begins; provided, however, that if any such increase in 
an income limit is not a multiple of one thousand dollars, 
such increase shall be rounded to the next lowest multiple of one
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43 thousand dollars, and if the increase in the credit limit is not a
44 multiple of ten dollars, such increase shall be rounded to the next
45 lowest multiple of ten dollars. No such credit shall be allowed for
46 a married individual unless a joint return is filed.
47 As used in this subsection, the following words and terms shall
48 have the following meanings: —
49 (1) “Residence,” the building or portion thereof, including a
50 mobile home, owned or rented and actually occupied by the tax-
51 payer as his or her primary dwelling during the taxable year, and
52 located within the commonwealth, together with so much of the
53 land surrounding it, not to exceed one acre, as is reasonably
54 necessary to the use of the dwelling as a home. A residence may
55 consist of a part of a multi-unit or multi-purpose building.
56 (2) “Real estate tax payment,” the real estate tax levied pur-
57 suant to chapter fifty-nine of the general laws on the taxpayer’s
58 residence and actually paid by the taxpayer during the taxable
59 year, including water and sewer debt service charges assessed pur-
60 suant to subsection (n) of section twenty-one C of chapter fifty-
61 nine, exclusive of special assessments and delinquent interest, and
62 less any abatement granted. For owners of residential property
63 located in communities which have not exercised the option
64 to assess water or sewer debt service charges pursuant to sub-
65 section (n) of section twenty-one C of chapter fifty-nine, the real
66 estate tax payment to be considered for purposes of calculating
67 this credit shall also include fifty percent of the owner’s water and
68 sewer charges actually paid in the taxable year for which the cred-
69 it is sought. In the case of a multi-unit dwelling, a land area in
70 excess of one acre, or a multi-purpose building or land area, the
71 real estate tax payment, including the water and sewer charges as
72 applicable, shall constitute that portion of the real estate tax levied
73 and paid, and that portion of applicable water and sewer charges
74 actually paid, on the entire building or area, which corresponds to
75 the portion of the area or building used and occupied as the resi-
76 dence of the taxpayer, in accordance with procedures established
77 by the commissioner.
78 (3) “Rent constituting real estate tax payment,” twenty percent
79 of the rent actually paid by the taxpayer, under a good faith rental
80 agreement, for the right of occupancy of the residence during the
81 taxable year or portion thereof.
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No credit shall be allowed under this subsection with respect to 
the real estate tax payment or rent constituting real estate tax pay
ment on more than one residence of any taxpayer during any tax
able year; provided, however, that a taxpayer whose principal 
place of residence changes during the course of the year may 
claim a credit for the real estate tax payment or rent constituting 
real estate tax payment with respect to each such principal resi
dence actually occupied during the year.

If the tax due as shown by the return of any person (after appli
cation of any other credits allowed pursuant to this section) is less 
than the total amount of the credit which he or she is entitled to 
claim pursuant to this subsection, such person shall be entitled to 
a refund in the amount of the excess of the credit over the tax oth
erwise due. Any person entitled to claim any credit pursuant to 
this subsection and not otherwise required to file a return under 
section six of chapter sixty-two C may obtain a refund in the 
amount of such credit by filing a return and claiming a refund. 
Any refund to which a person is entitled under this subsection 
shall be made in the same manner as other refunds under section 
thirty-six of chapter sixty-two C; provided, however, that any 
funds which cannot be expended without appropriation shall not 
be used to make such refunds except pursuant to a legislative 
appropriation.

Any credit provided under this subsection shall not be counted 
as income in determining eligibility or benefits under any other 
means-tested assistance program, including but not limited to all 
such cash, food, medical, housing, energy and educational assis
tance programs.

SECTION 15. Subsection (a) of section 8 of said chapter 62 is 
hereby amended by striking the second and third sentences of the 
second paragraph and inserting in place thereof the following: —

No deductions or exemptions allowable under section three of 
this chapter shall be allowed to a corporate trust. The 
Massachusetts taxable income shall be the Massachusetts adjusted 
gross income apportioned to Massachusetts in accordance with 
section thirty-eight of chapter sixty-three.



1994] HOUSE — No. 4006 25

1 SECTION 16. Subsection (b) of said section 8 of chapter 62 is
2 hereby amended by striking, in the second sentence, the words
3 “is Part A gross income” and inserting in place thereof the
4 following: —
5 consists of dividends, net capital gain and interest other than
6 interest from loans made in the course of business by persons
7 subject to the provisions of sections seventy to eighty-five, inclu-
8 sive, of chapter one hundred and forty.

1 SECTION 17. Subsection (g) of section 10 of said chapter 62 is
2 hereby amended by striking, in the first sentence, the words
3 “Part A income or Part B”.

1 SECTION 18. Subsection (c) of section 17 of said chapter 62 is
2 hereby amended by striking, in the second sentence, everything
3 following the words “allowed to the partnership: —” and inserting
4 in place thereof the following: —
5 (1) the deduction and the carryover on account of net capital
6 loss provided in paragraph (3) of subsection (b) of section (2);
7 (2) the exemptions provided in section five and in paragraphs (1)
8 through (5) inclusive of subsection (b) of section (3); and (3) the
9 credit for taxes provided in subsection (a) of section six to the

10 extent that such taxes are assessed to the partners in their individ-
11 ual capacities, but such credit shall be allowed to the partners in
12 their individual returns.

1 SECTION 19. Section 64 of said chapter 62 is hereby amended
2 by striking, in the first sentence, the words “for each class of
3 income”.

1 SECTION 20. Subsection (a) of section 6 of chapter 62C of the
2 General Laws is hereby amended by striking the phrase “eight
3 thousand dollars” wherever it appears, and inserting in place
4 thereof the phrase: — the threshold amount defined herein.

1 SECTION 21. Said subsection (a) of section 6 of chapter 62C is
2 hereby further amended by inserting at the end thereof the follow-
3 ing new paragraph: —
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4 For purposes of this subsection, the threshold amount for any
5 taxable year shall be equal to the applicable amount for a single
6 individual, as defined in subsection (b) of section five of chapter
7 sixty-two.

1 SECTION 22. Section 40 of said chapter 62C is hereby
2 amended by inserting after the words “pursuant to” the following
3 words: — section six of chapter chapter sixty-two,.

1 SECTION 23. Notwithstanding any other provisions of this
2 Act, the income tax liability of any qualified taxpayer for the tax-
3 able year beginning during calendar year 1995 as determined
4 under chapter sixty-two of the General Laws as amended by this
5 Act shall not exceed the amount that would have been the income
6 tax liability of such qualified taxpayer in such taxable year as
7 determined under said chapter sixty-two as it was in effect for tax-
8 able years beginning during calendar year 1992. For purposes of
9 this section, the term “income tax liability” shall mean the amount

10 of tax imposed by said chapter sixty-two reduced by the credits
11 allowed by section six of said chapter.
12 For purposes of this section, the term “qualified taxpayers”
13 shall include:
14 (1) In the case of a single person, a taxpayer whose
15 Massachusetts adjusted gross income for his taxable year begin-
16 ning during calendar year 1995 does not exceed sixty thousand
17 dollars;
18 (2) In the case of a person filing a return as a head of house-
19 hold, a taxpayer whose Massachusetts adjusted gross income for
20 his taxable year beginning during calendar year 1995 does not
21 exceed eighty thousand dollars;
22 (3) In the case of a married person filing a separate tax return, a
23 taxpayer whose Massachusetts adjusted gross income for his tax-
24 able year beginning during calendar year 1995 does not exceed
25 fifty thousand dollars; and
26 (2) In the case of a person filing a return as a head of house-
27 hold, a taxpayer whose Massachusetts adjusted gross income for
28 his taxable year beginning during calendar year 1995 does not
29 exceed eighty thousand dollars;
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30 (3) In the case of a married person filing a separate tax return, a
31 taxpayer whose Massachusetts adjusted gross income for his tax-
32 able year beginning during calendar year 1995 does not exceed
33 fifty thousand dollars; and
34 (4) In the case of a husband and wife filing a joint return,
35 taxpayers whose adjusted gross income for their taxable year
36 beginning during calendar year 1995 does not exceed one hundred
37 thousand dollars.
38 (5) For purposes of this subsection, Massachusetts adjusted
39 gross income shall be determined pursuant to the provisions of
40 said chapter sixty-two as amended by this Act.

1 SECTION 24. The provisions of this law are severable, and if
2 any sentence, clause, subparagraph, paragraph, subsection or sec-
3 tion of this Act or an application thereof shall be adjudged by any
4 court of competent jurisdiction to be invalid, such judgment shall
5 not affect, impair or invalidate the remainder thereof but shall be
6 confined in its operation to the sentence, clause, subparagraph,
7 paragraph, subsection or section adjudged invalid.

1 SECTION 25. This Act shall be applicable to taxable years
2 beginning on or after January first, 1995; provided, that this Act
3 shall take effect only upon the ratification, at the biennial state
4 election to be held in the year 1994, of an amendment to Article
5 forty-four of the Amendments to the Constitution authorizing a
6 graduated income tax; and provided further, that if no such
7 amendment is ratified, this Act shall be null and void.
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SUMMARY OF INITIATIVE PETITION

This proposed law would change the state personal income tax 
laws if a proposed amendment to the Massachusetts Constitution 
requiring income tax rates to be graduated is approved at the 1994 
state election. This proposed law would (1) set graduated income tax 
rates to replace the existing tax rate structure, (2) change exemptions 
and deductions relating to dependents, child care expenses, head of 
household status and personal exemptions, (3) establish a property tax 
and water rate credit of up to $200 for taxpayers below certain income 
levels, (4) increase the maximum income levels for no-tax status and 
the limited income credit, (5) establish a “capital formation incentive” 
to replace the existing capital gains exclusion, and (6) provide that 
taxpayers will not pay more Massachusetts income tax for 1995 than 
they would have paid under 1992 law, if their 1995 adjusted gross 
income is below certain levels (for instance, $60,000 for single filers 
and $100,000 for married couples filing jointly).

(1) PROPOSED GRADUATED INCOME TAX RATES WOULD:
• Set the following state tax rates for all Massachusetts taxable 

income (after subtracting applicable deductions and exemptions):

Tax
Rate single

married
filing
jointly

married
Fding
separately

head of 
household

5.5%
up to

$50,200
up to 

$81,000
up to 

$40,500
up to

$60,000

8.8% over
$50,200

over
$81,000

over
$40,500

over
$60,100

up to 
$90,000

up to 
$150,000

up to 
$75,000

up to
$120,000

9.8% over
$90,000

over
$150,000

over
$75,000

over
$ 120,000

A taxpayer whose total taxable income exceeded the upper limit for 
the 5 5% or 8.8% income bracket would still be taxed at the lower 
rate for income within that bracket. For example, a single person
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with $100,000 in taxable income would be taxed at 5.5% on $50,200 
of that income, at 8.8% on the next $39,800, and at 9.8% on the 
remaining $10,000 of that income. The income brackets would be 
increased annually, starting in 1996, to account for changes in the cost 
of living.

• Eliminate the existing division of Massachusetts income into 
Part A income (generally, dividends, capital gains, and certain 
interest), currently taxed at 1 2 percent, and Part B income (all other 
income), currently taxed at 5.95 percent.

• Create a “head of household” filing status for single persons who 
have dependents and who file federal returns as heads of households.

• Prevent any gain from the sale of a taxpayer’s principal residence 
from being taxed by the state at a rate higher than 6%.

• Provide that non-residents would pay tax on their Massachusetts 
income based on the income rate brackets applicable to their total 
income (including Massachusetts and other income).

(2) PROPOSED CHANGES IN EXEMPTIONS DEDUCTIONS, 
AND CREDITS WOULD:

• Replace the child and dependent care expense deduction with a 
child and dependent care tax credit equal to 60% of the federal child 
and dependent care tax credit.

• Increase the existing exemption for each claimed dependent 
from $1,000 to $2,000.

• Allow heads of households a personal exemption of $3,400, 
plus $2,200 if blind and $700 if 65 years of age or over.

• Reduce personal exemptions gradually for taxpayers whose 
adjusted gross income exceeded $60,000 for single filers, $100,000 
for married persons filing jointly, $50,000 for married persons filing 
separately and $80,000 for heads of households. The personal exemp
tion would be eliminated entirely for filers whose adjusted gross 
incomes exceeded these amounts by more than $50,000 ($25,000 for 
married persons filing separately). These amounts would be increased 
annually, starting in 1996, to account for changes in the cost of living.

• Allow interest and dividends from deposits in all banks and insti
tutions to qualify for the $100 deduction ($200 for married couples) 
currently applicable only to Massachusetts bank interest and divi
dends.

• Allow the $1000 net capital loss deduction to be taken against all 
income, not just against Part A income as current law provides.
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(3) PROPOSED PROPERTY TAX AND WATER RATE CREDIT 
WOULD:

• Create a property tax and water rate credit of up to $200 for 
eligible homeowners and renters who have total incomes less than: 
$30,000 for married couples, $25,000 for head of household filers and 
$20,000 for single filers. The amount of the credit would depend on 
the amount by which the taxpayers’ real estate property tax and water 
charges exceeded 10% of their income. 20% of tenants’ rent would be 
treated as a property tax payment for these purposes. If the taxpayer 
had no income tax due, the amount of any credit due would be paid to 
the taxpayer, as long as the state Legislature made any appropriation 
necessary to pay such refunds.

(4) PROPOSED $2000 INCREASE IN THE EXISTING INCOME 
THRESHOLDS FOR NO-TAX STATUS WOULD:

• Exempt taxpayers at or below the following levels of adjusted 
gross income from paying income tax: $14,000 for married couples 
filing jointly, $12,000 for head of household filers, and $10,000 for 
single filers. These levels would be adjusted annually, starting in 
1996, to account for changes in the cost of living. The new levels also 
would apply to the limited income credit which is available to tax
payers with adjusted gross income up to 175 percent of these levels.

(5) PROPOSED CAPITAL FORMATION INCENTIVE WOULD:
• Replace the current 50% capital gains deduction with a “capital 

formation incentive” deduction, which would allow partial deductions 
for gains from the sale or exchange of qualified stock issued by cer
tain corporations that employ 50% or more of their employees in 
Massachusetts.

• Only gains on original stock purchased on or after January 1, 1995 
from certain corporations engaged in active business, and held for 
required periods of time, would qualify for the deduction. The amount 
of the deduction would be 30% of the gain on stock held at least 3 
years; 50% for stock held at least five years; and 70% for stock held 
at least seven years. Detailed provisions would restrict the benefit of 
this deduction to stock issuances which reflect new investments in 
businesses, and would disqualify stock in certain types of corporations 
that receive special tax treatment under existing law.

(6) PROPOSED CAP ON TAX LIABILITY FOR CERTAIN TAX
PAYERS IN 1995 WOULD:

• Excuse taxpayers at or below the following levels of adjusted 
gross income, as determined under the proposed law, from owing
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more Massachusetts income tax in 1995 than they would have owed 
under 1992 law: $100,000 for married couples filing jointly, $80,000 
for heads of households, $60,000 for single filers, and $50,000 for 
married persons filing separately.

(7) EFFECTIVE DATE:
If the State Constitution is amended at the 1994 election to require 

graduated income tax rates, the proposed law would be effective 
beginning in tax year 1995. The proposed law states that if any of its 
provisions were found invalid, the other provisions would remain 
in effect.

Note: Wherever this summary refers to current or existing law, the 
reference is to the law in effect in August 1993, when this summary 
was prepared.
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CERTIFICATE OF THE ATTORNEY GENERAL

September 1, 1993

Honorable Michael J. Connolly
Secretary o f the Commonwealth 
One Ashburton Place, Room 1705 
Boston, Massachusetts 02108

RE: Initiative Petition No. 93-1:
Income Tax Reform Act of 1994.

Dear Secretary Connolly:

In accordance with the provisions of Article 48 of the Amendments 
to the Massachusetts Constitution, I have reviewed the above- 
referenced initiative petition, which was submitted to me on or before 
the first Wednesday of August of this year.

I hereby certify that this measure is in proper form for submission 
to the people; that the measure is not, either affirmatively or nega
tively, substantially the same as any measure which has been qualified 
for submission or submitted to the people at either of the two pre
ceding biennial state elections; and that it contains only subjects that 
are related or are mutually dependent and that are not excluded from 
the initiative process pursuant to Article 48, the Initiative, Part 2, 
Section 2.

In accordance with Article 48, I enclose a fair, concise summary of 
the measure.

Sincerely,

SCOTT HARSHBARGER, 
Attorney General.
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