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General Information

All financial institutions subject to Massachusetts General Laws
(MGL) Ch. 683, sections 1 through 2B and which do any or all of their
business in Massachusetts and which is not part of combined group
required to file Form 355U must complete and file Massachusetts
Form 63FI.

Financial institutions that are members of a combined group engaged
in a unitary business are required to file a combined return under
M.G.L. c. 63, s. 32B. See 830 CMR 63.32B.2 for additional informa-
tion. A financial institution that is a member of such a combined group
files Form 355U instead of Form 63FI. Financial institutions that are
not members of such a group are not allowed participation in the fil-
ing of combined returns.

Major 2011 Tax Law Changes

There are several significant changes that apply to corporate tax-
payers for tax year 2011.

The regular financial institution excise rate has been reduced from
10% 10 9.5%.

The tax rate for S corporation qualified taxable income and passive
income has been reduced from 10% to 9.5%.

If the S corporation has income taxable in Massachusetts of $6 mil-
lion or more but less than $9 million, the income measure rate has
been reduced from 3.13% to 2.8%.

If the S corporation has income taxable in Massachusetts of $9 mil-
lion or more, the income measure rate has been reduced from 4.7%
t0 4.2%.

The Life Sciences Tax Incentive Program in G.L. c. 28I, § 5, has a
new tax incentive. A corporation may in certain circumstances be al-
lowed a refundable jobs credit against its tax liability under G.L. c. 63.
The credit must be authorized by the Life Sciences Tax Incentive Pro-
gram; this is not a credit a taxpayer can claim without prior approval.
Among the conditions for claiming this credit is the taxpayer’s com-
mitment to create a minimum of 50 net new permanent full-time po-
sitions in Massachusetts. See TIR 11-06.

Effective for tax years beginning on or after January 1, 2011, a
credit is allowed for qualified donations of certified land to a public
or private conservation agency. The credit is equal to 50% of the fair
market value of the qualified donation. The amount of the credit that
may be claimed by a taxpayer for each qualified donation cannot
exceed $50,000. The credit is refundable but not transferable. The
certification process is conducted by the Executive Office of Energy
and Environmental Affairs (EEA). EEA has promulgated a regula-
tion, 301 CMR 14.00, entitled Conservation Land Tax Credit, which
sets forth criteria for authorizing and certifying the credit. See also,
830 CMR 62.6.4, entitled Conservation Land Tax Credit, promul-
gated by DOR to explain the calculation of the allowable credit.

There are administrative changes that will affect corporations, relat-
ing to interest charges after audit, at G.L. c. 62C, § 32(f), and to
overpayments of tax, applications for abatement and refunds, at G.L.
c. 62C, §§ 36, 36A and 37. See FY 2012 budget, St. 2011, c. 68,
and TIR 11-06.

S Corporation Financial Institutions

Financial institutions that are S corporations for federal purposes are
now taxed as financial institution S corporations. ltems of S corpora-
tion income, loss and deduction are passed through the S corpora-
tion to the shareholders, and reported and taxed on their return. For
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taxable years beginning on or after January 1, 2009, financial insti-
tution S corporations with income that is taxed to the S corporation
for federal income tax purposes is still taxable on such income at the
regular financial institution rate of 9.5% but all other income of the S
corporation is taxable at a lower rate and is not subject to tax at the
corporate level if receipts are less than $6 million.

Financial institution S corporations with receipts of $9 million or more
pay an income measure of excise at a rate of 4.2% on income allo-
cated or apportioned to Massachusetts. S corporations with receipts
of at least $6 million but less than $9 million pay tax at a rate of 2.8%.
S corporations with receipts of less than $6 million are not subject to
the income measure of excise. Financial institution S corporations
must calculate the tax using the correct rate.

To determine if an S corporation is liable for the income measure of
the corporate excise, complete Massachusetts Schedule S, lines 1
through 17. If line 17 of Schedule S is at least $6 million, an income
measure of corporation excise will be due. If line 17 of Schedule S is
less than $6 million, Schedule E is not required. If an S corporation
and any other entity share common ownership and are engaged in a
unitary business, then the total receipts less inter-company transac-
tions of all such entities must be combined according to the rules of
Regulation 830 CMR 62.17A.1(11)(e) and (f), to determine the dollar
amount of such S corporation’s total receipts. “Total receipts” means
gross receipts or sales, less returns and allowances, and includes
dividends, interest, royalties, capital gain net income, rental income
and all other income.

If an S corporation that is liable for the income measure is not part
of a combined group (see below), it must complete Massachusetts
Schedule A with Form 63FI and must complete a pro-forma U.S.
Form 1120 which must be available upon request. A financial institu-
tion S corporation that is not liable for an income measure of excise
must still file Form 63F| but must enter “0” on line 1 of the tax calcula-
tion and is not required to complete Schedules A, B or D. A financial
institution S corporation must always complete Schedule S and sub-
mit Schedules SK-1 and is liable for the minimum excise of $456.

Requirement for Financial Institution S
Corporations to File a Combined Report
An S corporation that is doing business in the state is subject to
combined reporting within the meaning of Ch. 63, sec.32B, when it is
engaged in a unitary business with one or more other corporations,
including one or more S corporations. In such cases, if the S corpo-
ration is liable for an income measure of excise, it is required to be
included in a combined report, and is to compute its net income sub-
ject to tax and its income measure along with the other members of
the group on Form 355U.

Further, even where an S corporation is not itself liable for an income
measure of excise, it is required to include its income in a combined
report if any member of the combined group is a C corporation that is
subject to Massachusetts tax. Where one or more S corporations that
are taxable in Massachusetts are members of a combined group
that is composed entirely of S corporations and the S corporations
are not liable for the income measure of excise, the S corporations
are not required to file Form 355U. Further, where one or more S
corporations that are taxable in Massachusetts are members of a
combined group that is composed entirely of one or S corporations
and one or more C corporations and the S corporations are not li-
able for the income measure of the excise and each of the C corpo-
rations is not taxable in Massachusetts, the S corporations are not



required to file Form 355U. (Note that in the latter cases, Form 355U
would be required irrespective as to whether the S corporations were
liable for the income measure of the excise if one or more of the C
corporations were subject to Massachusetts tax).

In any case where one or more S corporations that are members of
a combined group are not required to file Form 355U, such members
are also not required to complete Form 63FI, Schedule A.

A financial institution S corporation that is a member of a combined
group filing form 355U must also file Form 63FI for the purpose of
submitting Schedules S and SK-1. Such a corporation completes
Schedule E (apportionment), if required to determine shareholder in-
come derived from sources within the commonwealth, without regard
to the combined reporting apportionment rules. An S corporation sub-
ject to this requirement does not report on Schedule A any income
included in the combined report.

Who Must File and Pay the Financial
Institution Excise?

The Massachusetts financial institution excise applies to banks, trust
companies and federal or state savings and loan associations exist-
ing by authority of the United States, or any state or a foreign coun-
try. It also applies to bank holding companies and subsidiaries of
bank holding companies, savings and loan holding companies, cor-
porations subject to supervision by the Massachusetts Division of
Banks or other corporations in substantial competition with financial
institutions in Massachusetts which derive more than 50% of gross
income from loan origination, lending activities or credit card activi-
ties. Credit unions are not subject to the excise. See Technical Infor-
mation Release (TIR) 95-6.

Corporations included in the new definition of financial institution
which were taxed under Massachusetts General Laws (MGL) Ch. 62
(income tax on individuals, trusts, corporate trusts, partnerships and
S corporations) or MGL Ch. 63, secs. 30 to 42, inclusive (corporate
excise), are now taxed under MGL Ch. 63, sections 1 through 2A
inclusive and must now file a Form 63FI, Financial Institution Excise
Return for tax years beginning on or after January 1, 1999.

The minimum excise for a financial institution is $456. The minimum
excise cannot be prorated.

What is Nexus for Purposes of the Mass-
achusetts Financial Institution Excise?
The financial institution excise applies to any financial institution en-

gaged in business in Massachusetts. The term “engaged in business”
as defined in MGL Ch. 63, sec. 1 includes:

a. having a business location in Massachusetts;

b. having employees, representatives or independent contractors
conducting business activities on its behalf in Massachusetts;

c. maintaining, renting or owning any tangible or real property in
Massachusetts;

d. regularly performing services in Massachusetts;

e. regularly engaging in transactions with customers in Massachu-
setts that involve intangible property and result in income flowing to
the taxpayer from residents of Massachusetts;

f. regularly receiving interest income from loans secured by tangible
personal property or real property located in Massachusetts; or

g. regularly soliciting and receiving deposits from customers in
Massachusetts.

With respect to the activities described in (d) through (g) inclusive, ac-
tivities are presumed, subject to rebuttal, to be conducted on a regu-
lar basis within Massachusetts if any of such activities are conducted
with 100 or more residents of Massachusetts during any taxable year
or if the taxpayer has $10,000,000 or more of assets attributable
to sources within Massachusetts or if the taxpayer has in excess of
$500,000 in receipts attributable to sources within Massachusetts.

Apportionment

For tax years beginning on or after January 1, 1995, Massachusetts
has adopted a three-factor apportionment formula based on receipts,
property and payroll. Apportionment applies to financial institutions
with income from business activity which is taxable both in Mass-
achusetts and in any other state. See MGL Ch. 63, sec. 2A. The
apportionment calculations are reported in Schedule E. It may be
necessary to refer to the detailed provisions of MGL Ch. 63, sec. 2A
in order to complete Schedule E.

Elections Relating to Apportionment

Financial institutions subject to the excise under MGL Ch. 63, secs. 1,
2 and 2A and filing Form 63 FI may make certain elections. Two elec-
tions may be made by the taxpayer without prior approval from the
Department and two elections require prior approval from the De-
partment. Once making an election to use an alternative method of
valuation, the taxpayer will generally be required to use the alterna-
tive method on subsequent returns. However, a request for an alter-
native method of apportionment of income must be made for each
taxable period.

Elections Not Requiring Prior Approval from

the Department

Receipts Factor. Valuation of Investment and/or Trading Assets and
Activities by Average Value or Gross Income Method, Schedule E,
line 1. Interest, dividends, net gains (but not less than zero) and other
income from investment and/or trading assets and activities are gen-
erally included in the numerator of the receipts factor by multiplying
all income from such assets and activities by a fraction, the numera-
tor of which is the average value of such assets which are properly
assigned to a regular place of business of the taxpayer in Massachu-
setts and the denominator of which is the average value of all such
assets. In lieu of using this method, the taxpayer may elect to deter-
mine the income from investment and/or trading assets and activities
that is included in the numerator of the receipts factor by multiplying
all such income by a fraction, the numerator of which is the gross in-
come from such assets which are properly assigned to a regular place
of business of the taxpayer in Massachusetts and the denominator
of which is the gross income from all such assets and activities.

If the taxpayer elects or is required by the Department to use the
gross income method, the taxpayer must use this method on subse-
quent returns unless the taxpayer receives permission or the Depart-
ment requires a different method.

Property Factor. Valuation of All Property Owned, Schedule E, line
2e. The average value of property owned by the taxpayer is com-
puted on an annual basis by adding the value of the property on the
first day of the taxable year and the value of the property on the
last day of the taxable year and dividing the sum by two. If averaging
on this basis does not properly reflect average value, the taxpayer
may elect or the Department may require averaging on a more fre-
quent basis.

A taxpayer electing to average on a more frequent basis must use
the same method of valuation consistently with respect to property
inside and outside of Massachusetts and on all subsequent returns
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unless the taxpayer receives permission or the Department requires
a different method of determining average value.

Elections Requiring Prior Approval from

the Department

Property Factor. The average value of rented property (real or tan-
gible) is generally determined annually by multiplying the gross rents
payable during the taxable year by eight. A financial institution which
believes that this general method results in inaccurate valuations of
rented property may apply to use any other method which properly
reflects the value. The taxpayer should make this request by submit-
ting Form AA-1. A taxpayer that has been unable to obtain prior ap-
proval of an alternative method of valuation of rental property should
use the statutory method of valuing rental property on its return and
submit Form AA-1 describing the proposed alternative method. If the
alternative method is approved by the Department, a refund of any
overpayment, with interest, if due, will be made.

If an alternative method of valuing rented property is approved, that
method must be used on all subsequent returns unless the taxpayer
receives prior approval or the Department requires a different method.

Alternative Apportionment. A financial institution which believes
that the statutory provisions contained in MGL Ch. 63, sec. 2A are
not reasonably adapted to approximate its net income derived from
business carried on within Massachusetts may apply to the Depart-
ment to use an alternative method by filing Form AA-1 with its duly
filed return. (The Department may also require use of an alternative
method of apportionment without the taxpayer’s application.) The
taxpayer should use the statutory method of apportionment in calcu-
lating the excise due on Form 63 FI. If an alternative method of ap-
portionment of net income is approved by the Department, a refund
of any overpayment, with interest, if due, will be made. In process-
ing taxpayer requests for alternative apportionment, the Department
will generally follow the procedures in Regulation 830 CMR 63.42.1 to
the extent that they are not inconsistent with other provisions of MGL
Ch. 63, as amended, pertaining to financial institutions. Note: Be sure
to check the box of the registration section if requesting alternative
apportionment. A request for an alternative method of apportionment
must be made for each taxable period.

When Are Returns Due?

Financial institution excise returns, together with payment in full of
any tax due, must be filed on or before the 15th day of the third
month after the close of the taxable year, calendar or fiscal.

An extension of time for filing returns will be granted for reasonable
cause upon request. To request an extension, file Form 355-7004
Misc., on or before the normal due date of the return and pay in full
the estimated tax due.

Note: An extension of time to file is not valid if the financial institu-
tion fails to pay at least the minimum tax of $456, or 50% of the total
tax liability, whichever is greater, through estimated payments or with
Form 355-7004 Misc.

Any tax not paid on or before the due date, without regard to the ex-
tension, will be subject to an interest charge.

Should the Financial Institution

Be Making Estimated Tax Payments?

All financial institutions which reasonably estimate their excise to be
in excess of $1,000 for the taxable year are required to make esti-
mated tax payments to the Commonwealth. Payments must be made
in quarterly installments of 40%, 25%, 25% and 10% of the esti-
mated annual tax liability.
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Note: New corporations in their first full taxable year with less than 10
employees have different estimated payment percentages — 30%,
25%, 25% and 20% respectively.

Any corporation having $1 million or more of federal taxable income
in any of its three preceding taxable years (as defined in Section
6655(g) of the IRC) may only use its prior year’s tax liability to cal-
culate its first quarterly estimated tax payment. Any reduction in the
first installment payment that results from using this method must
be added to the second installment payment

A company that claims the exception to the underpayment penalty of
equaling the prior year’s tax liability must provide federal tax returns
(front page only) for the three preceding taxable years to verify that
federal taxable income is less than $1 million.

Financial institutions which underpay or fail to pay their estimated
taxes may incur an additional charge on the amount of the under-
payment for the period of the underpayment at the rate established
under MGL Ch. 62C, sec. 32 (which is the rate the Department
uses to calculate interest on underpayments and overpayments).
Form M-2220, Underpayment of Massachusetts Estimated Tax by
Corporations, is used to compute the additional charge.

See Regulation 830 CMR 63B.2.2 for additional information about es-
timated payments.

Credit Recapture

If the corporation is required to recapture any amount of previously
claimed EOA Credit, Historic Rehabilitation Credit, Brownfields Credit,
Life Science Credit or Low-Income Housing Credit, complete Sched-
ule H-2 and enter the result in line 6 of the return. Current year cred-
its can then be used to offset the total excise due which will include
the recapture amount.

Economic Opportunity Area Credit and
Abandoned Building Renovation Deduction
Financial institutions may qualify for the Economic Opportunity Area
Credit or the Abandoned Building Renovation Deduction. For further
information, see Schedule EOAC or contact the Massachusetts Of-
fice of Business Development, One Ashburton Place, Room 2101,
Boston, MA 02108.

Refundable Economic Development
Incentive Credit

Under the provisions of the Economic Development Incentive Pro-
gram (EDIP) established pursuant to M.G.L. Ch. 23A, the Economic
Assistance Coordination Council (EACC) may authorize taxpayers
participating in certified projects to claim tax credits under M.G.L.
Ch. 62 sec. 6(g) and M.G.L. Ch. 63 sec. 38N. Taxpayers authorized
by the EACC to claim tax credits for projects certified on or after
January 1, 2010 must use Form EDIP, Refundable Economic De-
velopment Incentive Program Credit, to claim such credits. Tax-
payers seeking to claim credits for projects certified prior to January
1, 2010 must use Schedule EOAC. See TIR 10-01 for further infor-
mation.

Low-Income Housing Credit

This credit is administered through the Massachusetts Department
of Housing and Community Development (DHCD). The low-income
housing credit is available to taxpayers that claim a federal credit for
the construction or development of low-income housing. The state
credit is taken over five years, and the amount of credit a taxpayer
may claim for a qualified Massachusetts project is allocated by the
DHCD and is based on a total pool of money awarded to the Com-



monwealth. In order to claim the credit, documentation must be
enclosed with the return.

For further information regarding this credit, contact the Department
of Housing and Community Development, Division of Private Hous-
ing, at (617) 727-7824.

Historic Rehabilitation Credit

Effective for tax years beginning on or after January 1, 2005 and end-
ing on or before December 31, 2017, taxpayers may be eligible for
the Historic Rehabilitation Credit (HRC). To claim this credit, a historic
rehabilitation project must be complete and have been certified by
the Massachusetts Historical Commission. Unused portions of the
credit may be carried forward for a maximum of 5 years. This credit
may be transferred or sold to another taxpayer. The HRC is not sub-
ject to the 50% limitation rule for corporate taxpayers. If the taxpayer
disposes of the property generating the HRC, a portion of the credit
may be subject to recapture. For further information, see Regulation
830 CMR 63.38R.1: Massachusetts Historic Rehabilitation Tax Credit.

Film Incentive Credit

For tax years beginning on or after January 1, 2006 and before Jan-
uary 1, 2013, motion picture companies may claim a credit equal to
20% of the total qualifying aggregate payroll for employing persons
within the Commonwealth in connection with the filming and pro-
duction of a motion picture, and a credit equal to 25% of their Mass-
achusetts productions expenses. The credits are transferable. For
further information, see TIR 06-1.

Medical Device Credit

For tax years beginning on or after January 1, 2006, medical device
companies that develop or manufacture medical devices in Mass-
achusetts can claim a credit equal to 100% of the user fees paid to
the U. S. Food and Drug Administration. The credit is transferable.
For more information, see TIR 06-22.

Brownfields Credit

Recent legislation extends the Brownsfield credit to nonprofit organi-
zations, extends the time frame for eligibility for the credit, and per-
mits the credit to be bought, sold or assigned. Under prior law, net
response and removal costs incurred by a taxpayer between August
1, 1998 and August 5, 2005, were eligible for the credit provided
that the taxpayer commenced and diligently pursued an environmen-
tal response action before August 5, 2005. As a result of the recent
legislation, the environmental response action commencement cut-
off date is changed from August 5, 2005 to August 5, 2013, and the
time for incurring eligible costs that qualify for the credit is extended
to January 1, 2014. For further information, see TIR 06-16.

Life Science Company Investment
Tax Credit

For taxable years beginning on or after January 1, 2009, a new In-
vestment Tax Credit (ITC) may be available to taxpayers.

This credit, which is available to certified life sciences companies only
to the extent authorized pursuant to the Life Sciences Tax Incentive
Program, is equal to 10% of the cost of qualifying property acquired,
constructed or erected during the taxable year and used exclusively
in the Commonwealth.

The refundable ITC can apply to purchases made on or after Janu-
ary 1, 2009 even if a construction project started before that date.
The scope of qualifying property for purposes of the new credit is
the same as that provided by the existing ITC under M.G.L. Ch. 63,
sec. 31A.

Life sciences companies or persons also qualifying for the Economic
Opportunity Area Credit (EOAC) for the same property may only
take such EOAC to the extent of an additional 2% of the cost of the
qualifying property. Corporations taking these credits are not allowed
to take the ITC under M.G.L. Ch. 63, sec. 31A or the Low-Income
Housing Credit under M.G.L. Ch. 63, sec. 31H for the same qualify-
ing property.

If a life sciences ITC exceeds the tax otherwise due as applicable,
90% of the balance of such credit may, at the option of the taxpayer
and to the extent authorized pursuant to the Life Sciences Tax Incen-
tive Program, be refundable to the taxpayer for the tax year in which
the qualified property giving rise to such credit is placed in service. If
such refund is elected by the taxpayer, then the carryover provisions
for this credit that would otherwise apply shall not be available. For
further information, see TIR 08-23.

Life Science Company FDA User Fees Credit

For taxable years beginning on or after January 1, 2009, a new
credit may be available to taxpayers for user fees paid on or after
June 16, 2008 to the U. S. Food and Drug Administration (USFDA)
upon submission of an application to manufacture a human drug in
the Commonwealth.

This credit, which is available to certified life sciences companies only
to the extent authorized pursuant to the Life Sciences Tax Incentive
Program, is equal to 100% of the user fees actually paid by the tax-
payer, as specified in the certification, and may be claimed in the
taxable year in which the application for licensure of an establish-
ment to manufacture the drug is approved by the USFDA.

To be eligible for the credit, more than 50% of the research and de-
velopment costs for the drug must have been incurred in Massachu-
setts. Taxpayers may use the FDA user fees credit to reduce their
tax to zero. To the extent authorized pursuant to the Life Sciences
Tax Incentive Program, 90% of the balance of credit remaining is re-
fundable. The deduction otherwise allowable for user fees qualifying
for the credit is disallowed. For further information, see TIR 08-23.

Life Sciences Company Research Credit
For taxable years beginning on or after January 1, 2009, a new credit
may be available for certified life sciences companies pursuant to the
Life Sciences Tax Incentive Program, to provide qualifying companies
with @ means to obtain a research credit for certain expenditures
not qualifying for the existing research credit under c. 63, § 38M. St.
2008, c. 130, §§ 30 and 53, codified at G.L. c. 63, § 38W. Under this
new provision, the credit is generally calculated in the same manner
as the research credit under section 38M. However, the qualified re-
search expenditures which form the basis for the calculation in new
section 38W differ from those of section 38M in that they can qualify
when the activities are performed both inside and outside of the
Commonwealth, to the extent they relate to legally mandated clinical
trial activities. The new life sciences research credit is not refund-
able. For further information, see TIR 08-23.

Refundable Dairy Credit

A taxpayer who holds a certificate of registration as a dairy farmer
pursuant to M.G.L. Ch. 94, sec. 16A is allowed a refundable tax credit
based on the amount of milk produced and sold. The dairy farmer
tax credit as originally enacted was 90% refundable. Under recent
legislation, the dairy farmer tax credit is now 100% refundable.

Refundable Life Science Credit
There are two different credits which the Massachusetts Life Sci-
ences Center, with the approval of the Secretary of Administration

5



and Finance, may authorize a taxpayer to have refunded in lieu of
carrying forward such credit to a future year.

A taxpayer may apply for a refund of 90% of the unused Investment
Tax Credit granted under M.G.L. Ch. 63, sec. 38U or the additional
credit on the same property that may be granted under M.G.L. Ch.
63, sec. 38N if property for which the 38U credit is granted is used in
a certified project.

A taxpayer may apply for a refund of 90% of the unused FDA User
Fee Credit granted under M.G.L. Ch. 63, sec. 38M, including credits
carried over from prior years. Schedule RLC, Refundable Life Sci-
ence credit, is used by taxpayers to claim the refund.

Conservation Land Tax Credit

Effective for tax years beginning on or after January 1, 2011, a
credit is allowed for qualified donations of certified land to a public
or private conservation agency. The credit is equal to 50% of the fair
market value of the qualified donation. The amount of the credit that
may be claimed by a taxpayer for each qualified donation cannot
exceed $50,000. The credit is refundable but not transferable. The
certification process is conducted by the Executive Office of Energy
and Environmental Affairs (EEA). EEA has promulgated a regula-
tion, 301 CMR 14.00, entitled Conservation Land Tax Credit, which
sets forth criteria for authorizing and certifying the credit. See also,
830 CMR 62.6.4, entitled Conservation Land Tax Credit, promul-
gated by DOR to explain the calculation of the allowable credit.

What is a Proper Return?

A proper return is a return upon which all required amounts have
been entered in all appropriate items on all forms. Data sheets, ac-
count forms or other schedules may be attached to explain amounts
entered on the forms. A subchapter S corporation should include
Schedule S and Schedule SK-1. Referencing items to enclosures in
lieu of entering amounts onto the return is not sufficient.

A properly filed return must also include exact and complete copies of
the financial institution’s U.S. Form 1120, 1120S, 1120-REIT or other
federal return as filed. Copies of all accompanying schedules and
supplemental statements to the federal return must be enclosed.

Disclosure Schedule

Form 63 FI requires the taxpayer to enter certain information from its
federal return. The Department has been mandated by statute to
collect and annually report aggregate information about financial in-
stitution filers to the legislature.

What if the Taxpayer Is a Fiscal or Short
Year Filer?

File the 2011 return for calendar year 2011 and fiscal years that
began in 2011 and ended in 2012. For a fiscal year return, fill in the
tax year space at the top of page 1. Short year filers should file using
the tax form for the calendar year within which the short year falls. If
the short year spans more than one calendar year, the filer should
file use the tax form for the calendar year in which the short year
began. If the current form is not available at the time the short year
filer must file, the filer should follow the rules explained in TIR 11-12.

Schedule S

Distributive Income

In the following Schedule S and SK-1 instructions only certain items
are addressed in detail. Lines without specific instructions are con-
sidered to be self-explanatory.

Line 1

Enter the total amount of gross receipts or sales from U.S. Form
11208, line 1c. Returns and allowances are subtracted in reaching
this amount.

Line 11

Enter the total amount of other income not included in lines 1
through 10. Include income U.S. Form 1120S, line 5, and U.S. Form
1120S, Schedule K, lines 10. If an S corporation is a partner in a
partnership, include the amount of its distributive share of the part-
nership’s total receipts not included in lines 1 through 10. Include all
tax exempt income. Also enter any other items included in an en-
tity’s gross income under IRC sec. 61 and not included in lines 1
through 10. Also include in line 11 any difference that results from
the annualization of income for a short period return.

Line 13

Enter only those receipts from intercompany transactions that are
included in lines 1 through 11. Do not include receipts from related
entities included in 15 below.

Line 15

Enter here the aggregated total receipts less receipts from inter-
company transactions for all entities other than the S corporation
that share common ownership and are engaged in a unitary busi-
ness with the S corporation according to Regulation 830 CMR
62.17A.1 (11)(e) and (f).

Enclose a supporting schedule for each entity clearly stating all
items of total receipts and intercompany transactions.

Line 18

Enter the amount of ordinary income or loss from U.S. 1120S, line
21. Do not include interest, dividends, and other portfolio income in-
cluded in line 21. Enter such income on lines 23 through 29.

Line 19
If reporting other income or loss from U.S. Form 1120S, Schedule
K, line 10, enclose a statement and explain.

Line 20

Enter total foreign, state or local income, franchise, excise or capital
stock taxes deducted from U.S. income. These taxes are deductible
for U.S. tax purposes, but are not deductible in Massachusetts.

Line 22

Enter in line 22 any income or loss included in lines 18 and/or 19
which is granted treatment by the U.S. government or is classified
as a capital gain or loss for Massachusetts purposes. For Mass-
achusetts purposes capital gain or loss is the gain or loss from the
sale or exchange of a capital asset.

A capital asset is: (1) an asset which is a capital asset for U.S. in-
come tax purposes or (2) property that is used in a trade or busi-
ness within the meaning of IRC section 1231(b) without regard to
the holding period defined in said section 1231(b).

Line 24

Report and describe any other adjustments to Massachusetts in-
come and deductions not reported elsewhere on Schedule S. For
Massachusetts tax purposes, an S corporation is allowed only
those expense deductions that an individually owned business is al-
lowed. Deductions that are itemized by an individual on Schedule A
of U.S. Form 1040, are not allowed. The deductions for a net oper-
ating loss carryover or carryback are neither allowed to the S corpo-
ration nor to an individual under Massachusetts income tax law.



If an S corporation is taxable at the federal level, and thus at the
state level, on passive investment income under IRC sec. 1375,
then such income passed through to the shareholder is reduced by
the item’s portion of the tax paid at the U.S. and state level. Reduce
the S corporation’s Massachusetts ordinary income by the amount
of the federal and state tax paid by the S corporation. Enclose the
computation of the tax shown on U.S. Form 1120S, line 22(b).

Also report the cost of renovating a qualifying abandoned building.
Enclose a statement detailing the location and cost of renovating
the qualifying abandoned building.

Line 28

Add U.S. Form 1120S, Schedule K, lines 4, 5a and 6 and enter the
total in line 28.

Line 29

Enter the total amount of interest on U.S. debt obligations reported
in line 28 which is taxable by the U.S. government, but is tax-ex-
empt in Massachusetts.

Line 30

Enter the total amount of interest from Massachusetts banks in-
cluded in line 28. Report any interest from Massachusetts savings
accounts, saving share accounts and NOW accounts. Also report
any interest from term and time deposits. Enclose a statement list-
ing bank sources and amounts.

Note: This amount should not include any 5.3% interest from Mass-
achusetts banks derived in the ordinary course of the trade or busi-
ness activity of the S corporation, and properly reported in line 18.

Line 31

Enter the total amount of interest (other than from Massachusetts
banks) and dividend income included in line 28. Do not include in-
terest on U.S. debt obligations that is taxable by the U.S. govern-
ment, but is tax-exempt in Massachusetts. Enclose a statement
listing sources and amounts.

Line 32

Enter the total amount of the S corporation’s non-Massachusetts
state and municipal bond interest. This interest is taxable in Mass-
achusetts but not taxed by the U.S. government and thus not re-
ported on U.S. Form 1120S, Schedule K, line 4.

Line 33
Enter the total amount of royalty income included in line 28.

Note: This amount should not include any royalty income derived in
the ordinary course of the trade or business activity of the S corpo-
ration and properly reported in line 18.

Line 34
Enter the total amount of other income included in line 28, less the
amounts of other income included in lines 29 through 33.

Capital Gains and Losses

If the S corporation had any income or loss reported in U.S. Form
1120S, Schedule K, line 10 that is granted capital gains treatment
by the U.S. government, include that amount in lines 35 through 42,
as applicable.

Line 38

Enter the amount of any loss on the sale exchange or involuntary
conversion of property used in a trade or business and held for one
year or less (from U.S. Form 4797).

Line 41

Enter in line 41 any long-term capital gain or loss that is not in-
cluded in lines 39 and/or 40 that is granted capital gains treatment
by the U.S. government or is classified as a capital gain or loss for
Massachusetts purposes.

For Massachusetts purposes capital gain or loss is the gain or loss
from the sale or exchange of a capital asset. A capital asset is: (1)
an asset which is capital asset for U.S. income tax purposes or (2)
property that is used in a trade or business within the meaning of
IRC sec. 1231(b) without regard to the holding period defined in
said section 1231(b).

Line 42

Enter the amount of any gain from collectibles held for more than
one year. Collectibles are defined as any capital asset that is a col-
lectible within the meaning of IRC sec. 408(m), as amended and in
effect for the taxable year, including works of art, rugs, antiques,
metals, gems, stamps, alcoholic beverages, certain coins, and any
other items treated as collectibles for federal tax purposes.

Line 43

Report any adjustments to Massachusetts capital gain and losses.
Enclose a complete statement explaining any such adjustments. If
an S corporation is taxable at the federal level, and thus the state
level, on certain capital gains under IRC sec. 1374, then the amount
of the capital gains passed through to the shareholder is reduced by
the tax paid at the federal and state level. Reduce the S corpora-
tion’s capital gain by the amount of federal and state tax paid by the
S corporation and enclose the computation of the tax shown on
U.S. Form 1120S, line 22(b).

Resident and Nonresident Reconciliation

Lines 44 through 47 should be completed only if all three of the fol-
lowing conditions are met: (a) there is one or more nonresident
shareholders; (b) there is any income derived from business activi-
ties or ownership of any interest in real or tangible property in an-
other state; (c) such business activities provide the other state the
jurisdiction to levy any income or franchise tax.

When completing line 45 exclude any income from unrelated busi-
ness activities prior to apportionment, see Regulation 830 CMR
63.38.1, sections (3) and (4). Enclose a statement and explain any
adjustments.

Form 63FI, Schedule E should be completed before completing
lines 44 through 47.

Schedule SK-1

On the Schedule SK-1 for each shareholder, the S corporation
should indicate the entity type of the shareholder. The S corporation
should obtain this information from the shareholder. The S corpora-
tion should select “Bank” if the shareholder is an IRA or a Roth IRA
and the S corporation is a bank or depository institution holding
company. The S corporation should select “Exempt organization” if
the shareholder is exempt from federal income tax under IRC sec.
501.

S corporations that have indicated on the SK-1 that they are report-
ing transactions under M.G.L. Ch. 62C, 32A, identified as IRC sec-
tion 453A or 453(1)(2)(B) transactions, must separately
communicate information to the partner/shareholder that will enable
the shareholder to calculate the addition to tax.



For 453A transactions, the shareholder must inform the shareholder
of the shareholder’s share of the aggregate face amount of install-
ment sales transactions arising in and outstanding as of the close of
the taxable year, and any other information the shareholder may
need to calculate the addition to tax. The $150,000/$5 million
thresholds apply at the level of the individual shareholder. The S
corporation must therefore communicate to the shareholder all
453A installment sale transactions exceeding $150,000. The “ap-
plicable percentage” is the ratio of the aggregate face amount of in-
stallment sale obligations arising in and outstanding as of the close
of the taxable year in excess of $5 million to the aggregate face
amount of such obligations arising in and outstanding at the close of
the taxable year. The “applicable percentage” will be determined by
each shareholder.

For 453(l) (2)(B) transactions, the S corporation must inform the
shareholder of the shareholder’s share of gain on installment trans-
actions, the date of the transactions, and any other information the
shareholder may need to calculate the addition to tax.

Shareholder’s Massachusetts Information

The shareholder’s distributive share of each item of income, loss,
deduction, or credit is determined by the shareholder’s percentage
of ownership of stock in the S corporation computed on a daily
basis during the taxable year.

Note: If the shareholder is a single member of a Limited Liability
Company (LLC), the taxpayer identification number is the share-
holder’s Social Security number, not the Federal Identification num-
ber of the LLC.

For a nonresident shareholder eligible to apportion, enter in lines 1
through 21 the amount of the shareholder’s share of each applica-
ble distributive share item multiplied by the apportionment percent-
age in Form 63FI, Schedule E, line 5.

For all other shareholders, enter in lines 1 through 21 the amount of
the shareholder’s share of each applicable distributive share item.

For lines 17 through 20 the S corporation may provide each share-
holder with a written breakdown of long-term capital gains and
losses by the applicable holding period.

Line 1

Enter the amount of the shareholder’s share of the S corporation’s
Massachusetts ordinary income or loss from Schedule S, line 25.
For a nonresident eligible to apportion, enter the amount of the
shareholder’s share of the S corporation’s Massachusetts ordinary
income or loss multiplied by the apportionment percentage in
Schedule E, line 5.

Line 2

Report and describe in line 2 any other expense that is deductible
from income taxed at 5.3% and properly reportable on Massachu-
setts Form 1 or 1-NR/PY, Schedule E, Part Il, or Form 2 and is not
reported elsewhere on Schedule SK-1. Examples of such deduc-
tions include oil and gas depletion and the expense deduction for
recovery property, IRC sec. 179. An estate or trust may not elect to
expense recovery property.

Line 3

Combine the amounts in lines 1 and 2. The result in line 3 includes
each shareholder’s share of the S corporation’s Massachusetts or-
dinary income. The correct Massachusetts amount of the share-
holder’s share of ordinary income may differ from the comparable
U.S. total reported on the shareholder’s Form 1 or 1-NR/PY, Sched-
ule E, Part Il; or Form 2. Each shareholder should make adjust-

ments in Form 1 or 1-NR/PY, Schedule E, Part Il if applicable; or
Form 2, to reflect the correct Massachusetts amount. Each share-
holder should enclose a statement with the shareholder’s Mass-
achusetts tax return and explain the adjustments.

The S corporation should also provide each shareholder with the
amount of any costs of renovating a qualifying abandoned building.
Each shareholder should use this amount to complete Form 1 or 1-
NR/PY, Schedule E, Part II; or Form 2. Enclose a statement detail-
ing the location and cost of renovating the qualifying abandoned
building.

The S corporation should provide each shareholder with the
amount of the shareholder’s share of any 5.3% interest from Mass-
achusetts banks and interest (other than from Massachusetts
banks) and dividend income included in line 3. Each shareholder
should use these amounts to complete Form 1 or 1-NR/PY, Sched-
ule E, Part Il.

Line 4

Enter the shareholder’s share of any tax due from the S corporation
to any other state, territory or possession of the United States, or
Canada or any of its provinces on income taxable to the share-
holder in Massachusetts and otherwise allowable as a credit to indi-
viduals. This credit is available only to resident shareholders and
may be taken by using Form 1, Schedule Z, or Form 1NR/PY,
Schedule Z or if applicable, on Form 2.

Where the credit is available, the S corporation must also provide
each resident shareholder with separately stated totals of 5.3% in-
terest (other than from Massachusetts banks), dividends and cer-
tain capital gains taxed at 12% income and long-term capital gain
taxed by other jurisdictions to enable each shareholder to calculate
the amount of the credit. The S corporation should provide each
shareholder with the nhames of each applicable jurisdiction and the
amount taxed.

Enter the shareholder’s proportionate share of the Lead Paint
Credit, Economic Opportunity Area Credit, Full Employment Credit,
Brownfields Credit, Low-Income Housing Credit, Historic Rehabilita-
tion Credit, Home Energy Efficiency Credit, Solar Heat Credit, Film
Incentive Credit, Medical Device Credit or other applicable credit.
Supporting documentation must be made available upon request.

Line 5

Enter the shareholder’s share of the S corporation’s net rental in-
come or loss from real estate activities from Schedule S, line 26.
The correct Massachusetts amount of the shareholder’s net income
or loss from rental real estate activities may differ from the compa-
rable U.S. total reported on the shareholder’s Form 1, or 1-NR/PY,
Schedule E, Part Il; or Form 2, Schedule E. Each shareholder
should make adjustments in Form 1, or 1-NR/PY, Schedule E, Part
II; or Form 2, Schedule E, to reflect the correct Massachusetts
amount. Each shareholder should enclose a statement with the
shareholder’s Massachusetts tax return and explain.

Line 6
Enter the shareholder’s share of the S corporation’s net rental in-
come or loss from other activities from Schedule S, line 27.

The correct Massachusetts amount of the shareholder’s share of
net rental income or loss from other activities may differ from the
comparable U.S. total reported on the shareholder’s Form 1 or 1-
NR/PY, Schedule E, Part Il; or Form 2. Each shareholder should
make adjustments in Form 1 or 1-NR/PY, Schedule E, Part II; or
Form 2, to reflect the correct Massachusetts amount. Each share-



holder should enclose a statement with the shareholder’s Mass-
achusetts tax return and explain.

Line 7

Enter the shareholder’s share of the S corporation’s interest on U.S.
debt obligations from Schedule S, line 29. For a nonresident share-
holder eligible to apportion, enter the shareholder’s share without
apportionment. This income is taxable by the U.S. government, but
tax-exempt in Massachusetts. Each shareholder should include the
line 7 total in Form 1 or 1-NR/PY, Schedule B; or Form 2, Schedule B.

Line 8

Enter the shareholder’s share of the S corporation’s 5.3% interest
from Massachusetts banks from Schedule S, line 30. For a nonresi-
dent eligible to apportion, enter the shareholder’s share of the S
corporation’s 5.3% interest from Massachusetts banks multiplied by
the apportionment percentage in Schedule E, line 5.

Each shareholder should include the line 8 total in Form 1, line 5, or
1-NR/PY, line 7; or Form 2.

Each nonresident shareholder whose income is apportioned should
also receive from the S corporation the amount of the shareholder’s
pre-apportionment share of 5.3% interest from Massachusetts banks.

Each nonresident individual whose income is apportioned should
include this amount in Form 1-NR/PY, Schedule B. This amount
should be used instead of any amount from Form 1-NR/PY, line 7
because the shareholder’s full distributive share of such income is
included in the U.S. amount reported in Form 1-NR/PY, Schedule B,
line 1. Each nonresident trust or estate whose income is apportioned
should also receive from the S corporation the amount of sharehold-
ers pre-apportionment share of 5.3% interest from Massachusetts
banks and should include its pre-apportionment share of 5.3% inter-
est from Massachusetts banks in Form 2, Schedule B, instead of
any amount from Form 2, line 5.

Line 9

Enter the shareholder’s share of the S corporation’s interest (other
than from Massachusetts banks) and dividend income from Sched-
ule S, line 31. For a nonresident shareholder eligible to apportion,
enter the shareholder’s distributive share of the (other than from
Massachusetts banks) interest and dividend income from Schedule
S, line 26, multiplied by the apportionment percentage in Schedule
E, line 5.

The correct Massachusetts amount of the shareholder’s share of
(other than from Massachusetts banks) interest and dividend in-
come may differ from the comparable U.S. total reported on the
shareholder’s Form 1, 1-NR/PY, or 2, Schedule B, lines 1 and 2.

Each shareholder should make adjustments to reflect the correct
Massachusetts amount in Form 1 and 1-NR/PY, Schedule B, line 6;
or Form 2, Schedule B. Each shareholder should enclose a state-
ment to the shareholder’s Massachusetts tax return and explain any
adjustments.

Line 10

Enter the shareholder’s share of the S corporation’s non-Massachu-
setts state and municipal bond interest from Schedule S, line 32.
For a nonresident shareholder eligible to apportion, enter the share-
holder’s distributive share of the S corporation’s non-Massachusetts
and municipal bond interest multiplied by the apportionment per-
centage in Schedule E, line 5. This income is not taxed by the U.S.
government, but is taxable in Massachusetts.

Each shareholder should include the line 9 total in Form 1, 1-
NR/PY, or 2, Schedule B, line 3.

Line 11

Enter the shareholder’s share of the S corporation’s royalty income
from Schedule S, line 33. For a nonresident shareholder eligible to
apportion, enter the shareholder’s distributive share of the S corpo-
ration royalty income from Schedule S, line 33, multiplied by the ap-
portionment percentage in Schedule E, line 5.

The correct Massachusetts amount of the shareholder’s share of
royalty income may differ from the comparable U.S. total reported
on the shareholder’s Form 1, or 1-NR/PY, Schedule E, Part I, line 1;
or Form 2, Schedule E, line 1.

Each shareholder should make adjustments to reflect the correct
Massachusetts amount in Form 1, or 1-NR/PY, Schedule E, Part |,
line 2; or Form 2, Schedule E.

Each shareholder should enclose a statement to the shareholder’s
Massachusetts tax return and explain any adjustments.

Line 12

Enter the shareholder’s share of the S corporation’s income from
Schedule S, line 34. For a nonresident shareholder eligible to ap-
portion, enter the shareholder’s distributive share of the S corpora-
tion’s other income from Schedule S, line 29 multiplied by the
apportionment percentage in Schedule E, line 5.

The correct Massachusetts amount of the shareholder’s share of
other income may differ from the comparable U.S. total reported on
the shareholder’s Form 1, 1-NR/PY; or 2. Each partner should
make adjustments on the applicable lines of Form 1, 1-NR/PY, or 2
to reflect the correct Massachusetts amount. If any income reported
to the S corporation from a Real Estate Mortgage Investment Con-
duit (REMIC) in which the S corporation is a residual interest holder
is reported in line 12, then any such adjustment should be made on
Form 1, or 1-NR/PY, Schedule E, Part |, line 2 or Form 2, Schedule
E.

Each shareholder should attach a statement to the shareholder’s
Massachusetts tax return and explain any adjustments.

Line 13
Enter the shareholder’s share of the S corporation’s short-term cap-
ital gain from Schedule S, line 35.

For a nonresident shareholder eligible to apportion, enter the share-
holder’s share of the S corporation’s short-term capital gain or loss
multiplied by the apportionment percentage in Schedule E, line 5.

The correct Massachusetts amount of the shareholder’s share of
short-term capital gain may differ from the comparable U.S. total re-
ported on the shareholder’s Form 1, or 1-NR/PY, Schedule B, line 8;
or Form 2, Schedule B.

Each shareholder should make adjustments in Form 1, 1-NR/PY,
Schedule B, line 8 or Form 2, Schedule B, to reflect the correct
Massachusetts amount. Each shareholder should enclose a state-
ment with the shareholder’s Massachusetts tax return and explain
any adjustments.

Line 14

Enter the shareholder’s share of the S corporation’s short-term cap-
ital losses from Schedule S, line 36. For a nonresident shareholder
eligible to apportion, enter the shareholder’s share of the S corpora-
tion’s short-term capital losses multiplied by the apportionment per-
centage in Schedule E, line 5.



The correct Massachusetts amount of the shareholder’s share of
short-term capital losses may differ from the comparable U.S. total
reported on the shareholder’s Form 1, 1-NR/PY or 2, Schedule B.
Each shareholder should make adjustments in Form 1 or 1-NR/PY,
Schedule B, line 14; or Form 2, Schedule B.

Each shareholder should enclose a statement with the share-
holder’s Massachusetts tax return and explain any adjustments.

Line 15

Enter the shareholder’s share of the S corporation’s gain on the
sale exchange or involuntary conversion of property used in trade
or business and held for one year or less from Schedule S, line 37.

For a nonresident shareholder eligible to apportion, enter the share-
holder’s share of the S corporation’s gain on the sale exchange or
involuntary conversion of property used in trade or business and
held for one year or less multiplied by the apportionment percent-
age in Schedule E, line 5.

The correct Massachusetts amount of the shareholder’s share of
gain on the sale, exchange or involuntary conversion of property
used in trade or business and held for one year or less may differ
from the comparable U.S. total reported on the shareholder’s Form
1, 1-NR/PY; or 2, Schedule B.

Each shareholder should make adjustments in Form 1 or 1-NR/PY,
Schedule B, line 10; or Form 2, Schedule B. Each shareholder
should enclose a statement with the shareholder’s Massachusetts
tax return and explain any adjustments.

Line 16

Enter the shareholder’s share of the S corporation’s loss on the
sale, exchange or involuntary conversion of property used in trade
or business and held for one year or less from Schedule S, line 38.

For a nonresident shareholder eligible to apportion, enter the share-
holder’s share of the S corporation’s loss on the sale exchange or
involuntary conversion of property used in trade or business and
held for one year or less multiplied by the apportionment percent-
age in Schedule E, line 5.

The correct Massachusetts amount of the shareholder’s share of
loss on the sale, exchange or involuntary conversion of property
used in trade or business and held for one year or less may differ
from the comparable U.S. total reported on the shareholder’s Form
1, 1-NR/PY; or 2, Schedule B.

Each shareholder should make adjustments in Form 1 or 1-NR/PY,
Schedule B, line 15, or Form 2, Schedule B. Each shareholder
should enclose a statement with the shareholder’s Massachusetts
tax return and explain any adjustments.

Line 17

Enter the shareholder’s share of the S corporation’s long-term capi-
tal gain or loss from Schedule S, line 39. For a nonresident share-
holder eligible to apportion, enter the shareholder’s share of the
long-term capital gain or loss multiplied by the apportionment per-
centage in Schedule E, line 5.

The correct Massachusetts amount of the shareholder’s share of
long-term capital gain or loss may differ from the comparable U.S.
total reported on Form 1, 1-NR/PY, or 2, Schedule D, line 1.

Each shareholder should make adjustments in Form 1, 1-NR/PY,
Schedule D, line 9; or Form 2, Schedule D, to reflect the correct
Massachusetts amount. Each shareholder should enclose a state-
ment with the shareholder’s Massachusetts tax return and explain
any adjustments.
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Line 18
Enter the shareholder’s share of the S corporation’s section 1231
gain or loss from Schedule S, line 40.

For a nonresident shareholder eligible to apportion, enter the share-
holder’s share of the S corporation’s section 1231 gain or loss multi-
plied by the apportionment percentage in Schedule E, line 5.

The correct Massachusetts amount of the shareholder’s share of
section 1231 gain or loss may differ from the comparable U.S. total
reported on the shareholder’s Form 1, 1-NR/PY, or 2, Schedule D.

Each shareholder should make adjustments in Form 1 or 1-NR/PY,
Schedule D, line 9; or Form 2, Schedule D. Each shareholder
should enclose a statement with the shareholder’s Massachusetts
tax return and explain any adjustments.

Line 19

Enter the shareholder’s share of the S corporation’s other long-term
capital gains or losses from Schedule S, line 41. For a nonresident
shareholder eligible to apportion, enter the shareholder’s share of
the S corporation’s other long-term capital gains and losses multi-
plied by the apportionment percentage in Schedule E, line 5.

The correct Massachusetts amount of the shareholder’s share of
other long-term capital gains or losses may differ from the compara-
ble U.S. total reported on the shareholder’s Form 1, 1-NR/PY, or 2,
Schedule D. Each shareholder should make adjustments in Form 1
or 1-NR/PY, Schedule D, lines 6 and/or 9, or Form 2, Schedule D,
lines 6 and/or 11.

Line 20

Enter the shareholder’s share of the S corporation’s long-term gains
on collectibles from Schedule S, line 42. For a nonresident share-
holder eligible to apportion, enter the shareholder’s share of the S
corporation’s long-term gains on collectibles multiplied by the appor-
tionment percentage in Schedule E, line 5.

The correct Massachusetts amount of the shareholder’s share of
long-term gains on collectibles may differ from the comparable U.S.
total reported on the shareholder’s Form 1, 1-NR/PY or 2, Schedule
D, line 1.

Each shareholder should make adjustments in Form 1 or 1-NR/PY,
Schedule D, line 9 or Form 2, Schedule D. Each shareholder
should enter the correct Massachusetts amount in Form 1 or 1-
NR/PY, Schedule D, line 11 or Form 2, Schedule D, line 13. Each
shareholder should enclose a statement with the shareholder’s
Massachusetts tax return and explain any adjustments.

Shareholder’s Basis Information

The information in lines 22 through 26 may be needed by the
shareholder to determine the limitation of losses passed through to
the shareholder, or the gain or loss from sale or other disposition of
the shareholder’s stock and indebtedness.

Line 23

For a calendar year S corporation, enter in line 23 the number of
the shareholder’s shares and the amount of the shareholder’s fed-
eral basis as of December 31, 1985. If the S corporation was a fis-
cal year entity, enter the number of the shareholder’s shares and
the amount of the shareholder’s federal basis as of the last day of
the taxable year prior to becoming a Massachusetts S corporation.

If the S corporation became a Massachusetts S corporation after
December 31, 1985, enter in line 23 the number of the share-
holder’s shares and the amount of the shareholder’s federal basis
as of the last day of the taxable year prior to becoming a Massachu-



setts S corporation. If reporting a federal basis other than Decem-
ber 31, 1985, specify the year.

Line 25

Enter the net amount of the adjustments made share of S corpora-
tion income, decreased by distributions to the shareholder, and oth-
erwise adjusted to reflect changes that affect the basis of the stock.
Make comparable entries for adjustments to the shareholder’s
Massachusetts indebtedness.

More detailed information on Massachusetts basis adjustment is
provided in Regulation 830 CMR 62.17A.1.

Line 26
Enter the net amount of the adjustments made to the shareholder’s
federal basis for the taxable year.

Make comparable entries for adjustments to the shareholder’s fed-
eral indebtedness.

Declaration Election Code

Under declaration election code, the S corporation should indicate
how the shareholder will be meeting its Massachusetts tax obliga-
tion.

The S corporation should select the “Composite” oval if it is filing a
composite return on behalf of the shareholder, or if a lower-tier
pass-through entity has filed a composite return on behalf of the
shareholder.

The S corporation should select the “Member self-file” oval if the
shareholder has indicated to the S corporation on the Form PTE-EX
that the shareholder will be filing its own return (i.e., has checked
box 3 under Individual Certification, or boxes 2 or 3 under Organiza-
tion Certification).

For more information about the Form PTE-EX, see the Guide for
Pass-Through Entities.

The S corporation should select “Exempt PTE” if the shareholder
has indicated to the S corporation, by checking box 4 under Organi-
zation Certification on the Form PTE-EX, that the shareholder is a
pass-through entity all of whose members are exempt from with-
holding.

The S corporation should select “Non-profit” if the shareholder has
checked box 1 under Organization Certification on the form
PTE-EX.

If the shareholder has not made a declaration to the S corporation
that the shareholder is exempt from withholding, the S corporation
should select the “Withholding” oval.

If the S corporation has selected the “Composite” oval under the
Declaration election code and the S corporation itself made esti-
mated payments on behalf of the shareholder, the S corporation
should indicate on line 34 the estimated payments that the S corpo-
ration made on behalf of the shareholder.

This number should be the shareholder’s share of the amount en-
tered on line 13 of the Form MA NRCR, the composite return. This
number is informational only, and is not to be used by the partner-
ship or the partner for any other purpose.

Line 28

If the S corporation has selected the “Withholding” oval under the
declaration election code, the S corporation should indicate on line
28 the amount of Massachusetts tax that the S corporation withheld
on the shareholder’s distributive share and paid for the year on the
shareholder’s behalf.

Line 29

If the S corporation has selected the “Composite” oval under the
Declaration election code and the S corporation itself made esti-
mated payments on behalf of the shareholder, the S corporation
should indicate on line 29 the estimated payments that the S corpo-
ration made on behalf of the shareholder.

This number should be shareholder’s share of the amount entered
on line 13 of the Form MA NRCR, the composite return. This num-
ber is informational only, and is not to be used by the partnership or
the partner for any other purpose.

Line 30

If the S corporation is a member of one or more lower-tier entities,
and amounts were withheld for the S corporation by one or more of
those entities, the S corporation should indicate how much of the
total amount withheld by all lower-tier entities of which the S corpo-
ration is a member should be allocated to this shareholder.

Line 31

If the S corporation is a member of one or more lower-tier entities,
and composite returns with estimated payments were made on be-
half of this shareholder by one or more of those entities, the S cor-
poration should indicate the amount of estimated payments made
on behalf of this shareholder. This number should be the share-
holder’s share of the amount entered on line 13 of the Form MA
NRCR, the composite return. This number is informational only, and
is not to be used by the S corporation or the shareholder for any
other purpose.
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