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A MESSAGE FROM THE COMMISSIONER

It is my pleasure to present the Connecticut Department of Revenue Services (CTDRS)
Annual Report, which offers a summary of Fiscal Year 2017-18 statistical data for taxes
administered by our agency.

Built into these pages is the work of 555 dedicated employees, who are extraordinarily
successful at their jobs. CTDRS endeavors to be the best tax collection agency in the
country, and will continue to focus on excellent customer service, superior voluntary tax
compliance, and a robust public presence designed to meet taxpayer needs.

CTDRS collects the taxes that keep the State of Connecticut, and its essential programs,
running. As such, CTDRS is obligated to provide timely and credible information, and —in
addition to our core mission of tax collector and reporter — to contribute leadership in the
development of tax policy. The sources and mix of state revenue will always be in close
proximity to ongoing policy debates; CTDRS is uniquely positioned to offer guidance and
perspective.

| hope you find this Annual Report informative and useful. CTDRS welcomes your
comments and suggestions on how we can better serve both the policymakers and
consumers of the many services offered by the State of Connecticut.
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The mission of the Department of Revenue Services is to
instill public confidence in the integrity and fairness of
tax collection; achieve the highest level of voluntary
taxpayer compliance; continuously improve agency
performance; contribute to the fiscal and economic well
being of the state; and provide a positive and professional

workplace.
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LEGISLATIVE SUMMARY
2018 GENERAL ASSEMBLY REGULAR SESSION

CIGARETTE & TOBACCO PRODUCTS TAXES

Public Act 18-25
e Increases the penalties for Cigarette and Tobacco sales crimes; and
e Modifies the tobacco products tax to clarity, for certain cigar distributors that own
cigars located in a fulfillment center in Connecticut, that only cigars sold within
CT will be subject to the tax at the time of sale.

CORPORATION BUSINESS TAX

Public Act 18-26
Clarifies that no initial Green Building tax credit vouchers were to have been issued after
November 30, 2017.

Public Act 18-49

e Requires businesses, for purposes of the corporation and personal income taxes,
to apportion the federal asset expensing deduction over a five-year period;

e Decouples from the federal business interest expense limitation in I.R.C. §163(j).
A company may deduct the entire amount of its business interest in the year the
interest is paid or accrued; and

e Requires an add-back equal to 5% of the dividend for expenses related to
dividends received.

Public Act 18-145

Eliminates the manufacturing facility and enterprise zone credits, but allows businesses
that were awarded, before July 1, 2018, the 10-year credits for developing facilities in
designated areas to continue to claim them until the end of the 10-year period.

Public Act 18-169
e Requires an add-back equal to 5% of the dividend for expenses related to
dividends received; and
o Excludes grants or contributions made by the state or municipalities to
corporations from tax.

ESTATE AND GIFT TAX

Public Act 18-81
Extends by three years the phase-in of the estate and gift tax threshold to the federal
threshold.
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LEGISLATIVE SUMMARY
2018 GENERAL ASSEMBLY REGULAR SESSION

INSURANCE PREMIUMS TAXES

Public Act 18-13
Makes several changes to the Connecticut Life and Health Insurance Guaranty
Association.

Public Act 18-151
Allows licensed insurance agents and producers to establish an agency captive insurance
company to insure against risks covered by the policies they sell.

MISCELLANEOUS

Public Act 18-08

Creates a blockchain working group lead by the commerce committee to study the
blockchain industry. One of its charges is to study and make recommendations regarding
tax code changes.

Public Act 18-23
Requires a strategic plan on bioscience to be developed and submitted to the Commission
on Economic Competitiveness. DRS is a member of the Commission.

Public Act 18-26
Eliminates the succession tax filing requirements for most estates as of October 1, 2018.

Public Act 18-81
e Modifies the volatility cap; and
e Establishes a panel, of which the Commissioner of DRS is a member, to study and
make recommendations regarding the proposals made by the Commission on
Fiscal Stability and Economic Growth.

Public Act 18-136
Increases the rental surcharge on machinery rented for a period of less than 365 days from
1.5% to 2.75%. Effective for machinery rented on or after July 1, 2018.

Public Act 18-152

Lowers the threshold for tax offsets by the CT Lottery Corporation from $5,000 in
winnings to $2,000. Effective July 1, 2018.
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LEGISLATIVE SUMMARY
2018 GENERAL ASSEMBLY REGULAR SESSION

Special Act 18-09
Allows for the establishment of the Transportation Center Improvement District in
Stamford and exempts the district from all state and local taxes.

PASS-THROUGH ENTITY TAX

Public Act 18-49

Establishes a pass-through entity tax that requires entities to pay tax on their own
income at the entity level for taxable years beginning on or after January 1, 2018.
Partners in pass-through entities that are subject to this tax will be entitled to a
corresponding credit against their own tax liability.

PERSONAL INCOME TAX

Public Act 18-26
o C(larifies that all reportable transactions under the Internal Revenue Code are
required to be reported to DRS; and
e Makes clarifying changes to mandatory non-wage withholding.

Public Act 18-49

e Requires individuals receiving income from pass-through businesses to add back
the federal bonus depreciation deduction for property placed in service after
September 9, 2017, when calculating their CT AGI, but allows them to deduct 25%
of the add-back for four succeeding tax years;

e Allows municipalities to provide a property tax credit to taxpayers who make
voluntary charitable donations to a “community supporting organization”
approved by the municipality;

e Requires businesses, for purposes of the corporation and personal income taxes,
to apportion the federal asset expensing deduction over a five-year period;

e Provides Connecticut residents that work in New York a credit for taxes paid to
another jurisdiction if their employer elects into New York’s new voluntary
employer compensation expense tax; and

e Creates a “convenience of the employer” test for sourcing income of
nonresidents that work for a Connecticut employer in the same manner that the
taxpayer’s resident state sources income for its nonresidents.

Public Act 18-147
Exempts from the personal income tax certain income received by a manager of a venture
capital fund that invests in Connecticut bioscience businesses, as defined in statute.

6 Connecticut Department of Revenue Services Fiscal Year 2017-18 Annual Report



LEGISLATIVE SUMMARY
2018 GENERAL ASSEMBLY REGULAR SESSION

MOTOR VEHICLE FUELS TAXES

Public Act 18-81

Exempts dyed diesel fuel sold by licensed special fuel distributors if the sale is made
directly to licensed owners or operators of marine fuel docks. Effective for sales occurring
on or after July 1, 2018

SALES AND USE TAXES

Public Act 18-47
Modifies the definition of “veteran” for purposes of the sales tax exemption for farmers
under Conn. Gen. Stat. §12-412 (63) (D).

Public Act 18-81
Establishes a new lower sales tax rate of 2.99% on the sales of boats, boat motors, and
trailers used for transporting boats. Effective for sales occurring on or after July 1, 2018.

Public Act 18-152
e Amends the definition of “retailer” and “engaged in business in the state” for
purposes of the Sales and Use Tax. Any remote seller making at least 200
transactions in the state and having gross receipts of $250,000 or more for a twelve
month period shall be responsible for collecting and remitting the sales and use
tax; and

o Establishes definitions for marketplace facilitator and referrer and their various
responsibilities. Marketplace facilitators” collection requirement begins
December 1, 2018. Referrer notification requirements also begin December 1, 2018,
with additional informational reporting and notice requirements phasing in by
January 2020.
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CONNECTICUT TAXES

The Department collected $19.5 billion in
state taxes for fiscal year 2017-18.

The Personal Income, Sales and Use and

Corporation Business Taxes comprised 83%
of all collections.

Fiscal Year 2017-18 Revenue Sources

$3.3B

$899.7M All Other Taxes

Corporation
Business
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State Revenue Sources

Tax Type & Citation FY 2015-2016  FY 2016-2017 FY 2017-2018
Admissions & Dues Tax Ch. 225 $39,330,813 $39,508,556 $40,351,508
Alcoholic Beverages Tax Ch. 220 63,113,361 63,155,221 63,211,086
Ambulatory Surgical Centers Ch. 211a 10,377,388 14,810,087 17,484,454
Beverage Container Deposits Ch. 446d 33,530,941 35,600,873 36,519,543
Business Entity Tax Ch. 213a 6,638,031 44,826,063 14,475,479
Cable, Satellite & Video Companies Tax Ch. 211 70,795,676 70,437,231 60,668,588
Cigarette Tax Ch. 214 361,578,691 367,182,708 357,391,958
Connecticut Estate Tax Ch. 217 (repealed) 43,046 13,076 1,331
Controlled Substances Tax Ch. 2284 27,815 53,141 71,097
Controlling Interest Transfer Tax Ch. 228b 13,877,263 18,380,138 7,141,192
Corporation Business Tax Ch. 208 & 209 869,053,285 988,559,001 899,728,100
Dry Cleaning Surcharge Ch. 211b 774,744 728,065 633,493
Electric Distribution Companies Ch. 212 157,147,427 146,500,947 131,957,173
Electric Generation Tax Ch. 212b (repealed) 87,673 0 0
Estate and Gift Tax Ch. 217& 228¢ 221,821,138 218,660,130 223,787,857
Gas Companies Ch. 212 66,811,800 62,731,069 63,681,211
Gasoline Motor Vehicle Fuels Tax Ch. 221 373,196,137 378,174,916 378,268,296
Gift Tax Ch. 228c¢ (repealed) 336,697 129,112 337,347
Health Care Centers Tax Ch. 207 2,354,633 2,077,569 2,840,433
Hospitals Tax Ch. 211c 537,955,538 513,784,032 883,885,779
Income Tax Ch. 229 and Pass-Through Entity Tax 9,181,708,938 8,988,607,484 10,769,830,624
Insurance Premiums Tax, Domestic Ch. 207 42,234,573 35,093,986 46,373,210
Insurance Premiums Tax, Foreign Ch. 207 167,912,010 157,518,330 152,009,829
Insurance: Nonadmitted / Unauthorized Ch. 698d 6,113,202 6,884,549 7,802,111
Intermediate Care Facility User Fee Ch. 211c 8,350,476 7,845,690 7,437,832
Motor Carrier Road Tax Ch. 222 and Transportation

Network Carrier Fee Ch. 244c P 16,909,309 14,303,964 13,572,067
Nursing Home User Fee Ch. 211c 145,049,484 141,349,377 132,179,528
Occupational Tax Ch. 876 7,491,394 11,076,833 10,463,347
Petroleum Products Gross Earnings Tax Ch. 227 250,170,373 238,354,213 320,890,549
Prepaid Wireless E-9-1-1 Fee Ch. 518a 1,658,219 1,745,782 2,375,445
Public, Educational & Gov. Programming Tax Ch. 289 3,676,706 3,717,465 3,952,365
Railroad Companies Tax Ch. 210 338,427 46,429 924,455
Real Estate Conveyance Tax Ch. 223 182,620,666 191,616,129 195,376,456
Rental Surcharge Ch. 228h 407,484 323,801 269,319
Sales and Use Taxes Ch. 219 4,335,567,554 4,381,614,724 4,530,508,619
Solid Waste Tax Ch. 446d 3,100,569 3,045,726 3,013,079
Special Fuel Tax Ch. 221 128,403,162 106,304,395 109,058,789
Succession Tax Ch. 216 (repealed) 335,254 131,948 121,148
Tobacco Products Tax Ch. 214a 12,255,744 14,594,924 19,481,725
Tourism Surcharge Ch. 228e 5,338,305 5,381,432 5,310,837
Unrelated Business Income Tax Ch. 208a 4,593,450 4,200,458 6,423,832
Total $17,333,087,396 $17,279,069,575 $19,519,811,091
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ADMISSIONS AND DUES TAX

Revenue
FY 2017-18 $40,351,508
2016-17 39,508,556
2015-16 39,330,813

Exemptions:

10

Admissions

Under $1

Non-profit organizations

Motion pictures for not more than $5.00

Live performances at non-profit theaters or playhouses, Gateway’s Candlewood
Playhouse, and Ocean Beach Park

Sporting or athletic activities in which patrons participate

Carnival or amusement rides

Cabarets

Interscholastic athletic events held at Rentschler Field

Events at the XL Center in Hartford. This exemption is eliminated effective
December 1, 2017.

Any event at the Dunkin” Donuts Park in Hartford, from June 2, 2016 through
November 30, 2017. The exemption is repealed December 1, 2017.

Any athletic event presented by a member team of the Atlantic League of
Professional Baseball at the New Britain Stadium, effective July 1, 2017 through
November 30, 2017. The exemption is repealed beginning December 1, 2017.
Events at the Webster Bank Arena in Bridgeport. This exemption is repealed
effective December 1, 2017.

Dues:

$100 or less;

Lawn Bowling Clubs

Locker Rental Fees

Additional charges used to acquire open space land

Charitable, religious, governmental or non-profit educational institution

Society, order or association operating under the lodge system or local fraternal
organizations among students of a college or university

Connecticut Department of Revenue Services Fiscal Year 2017-18 Annual Report



ADMISSIONS AND DUES TAX (cont.)

Number of Taxpayers / Filing Frequency

596 taxpayers / Monthly

Admissions
Dues

392 taxpayers
310 taxpayers

Note: 106 taxpayers collect both taxes

Basis and Rate

Admissions

10% of the admission charge to any other place of amusement,

entertainment, or recreation.

Dues

sporting club organization.

Comparative Data

6% of the admissions charge to motion picture shows.

10% of membership dues or initiation fees to any social, athletic or

Tax Due FY 2015-16 FY 2016-17 FY 2017-18
Motion Picture Admissions $5,596,331 $5,613,402 $5,689,368
Other Admissions 8,632,451 9,753,551 11,281,629
Dues 25,102,031 24,141,603 23,380,511
Total $39,330,813 $39,508,556 $40,351,508
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ALCOHOLIC BEVERAGES TAX

A tax is imposed on all distributors of alcoholic beverages on the sale of alcoholic beverages
within Connecticut. Distributors must report the total number of gallons of each alcoholic
beverage sold during the month, the opening and closing inventories and the amount of tax due.
Sales of alcoholic beverages are also subject to the Sales and Use Tax.

Revenue
FY 2017-18 $63,211,086
2016-17 63,155,221
2015-16 63,113,361

Exemption

Sales of malt beverages which are consumed on the premises of an establishment

covered by a manufacturer’s permit.

Number of Taxpayers/Filing Frequency

875 distributors/ Monthly

Basis and Rate

Beer $7.20 per barrel (31 gallons)
Beer 24¢ per gallon
Still Wines 72¢ per gallon
Small Wineries 18¢ per gallon
Sparkling Wines $1.80 per gallon
Alcohol $5.40 per proof gallon
Distilled Liquor $5.40 per gallon
Liquor Coolers $2.46 per gallon
Comparison of Gallonage
TYPE FY 2015-16 FY 2016-17 FY 2017-18
(gallons) (gallons) (gallons)
Beer - barrels 216,272 220,399 204,360
Beer - gallons 50,627,280 49,361,385 47,730,419
Still Wine 13,500,987 13,267,532 13,018,428
Small Wineries 271,329 299,572 314,501
Sparkling Wine 657,989 712,951 706,500
Distilled Liquor 7,069,342 7,093,791 7,215,014
Liquor Cooler 13,248 11,163 40,104
Alcohol 66,142 64,500 65,414
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AMBULATORY SURGICAL CENTERS TAX

A tax is imposed on the gross receipts of each ambulatory surgical center for each calendar
quarter. Gross receipts do not include net patient revenue of a hospital that is subject to the
Hospitals Tax.

Revenue

FY 2017-18 $17,484,454
FY 2016-17 14,810,087
FY 2015-16 10,377,388

Basis and Rate

6%

Number of Taxpayers/Filing Frequency
48/Quarterly
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ATTORNEY OCCUPATIONAL TAX

An occupational tax is levied against any person who has been admitted as an attorney by the
judges of the superior court, and who is engaged in the practice of law in Connecticut.

Revenue
FY 2017-18 $10,463,347
2016-17 11,076,833
2015-16 7,491,394

Exemptions

e Employees of the State of Connecticut including judges and referees;

e Probate court employees;

e Any attorney employed by a political subdivision of Connecticut;

e Employees of the federal government;

» Any attorney serving on active duty with the United States Armed Forces for
more than six months of a given year;

o Attorneys who received less than $1,000 in compensation during the calendar
year;

» Those engaged in practice of law exclusively outside the state;

e Those removed from the roll of attorneys;

o Those who did not work or were not employed as an attorney; and

« Any attorney who has retired from the practice of law or died during the
calendar year.

Number of Taxpayers/Filing Frequency
12,220 Attorneys/ Annually

Basis and Rate

$565 per practicing attorney.

14 Connecticut Department of Revenue Services Fiscal Year 2017-18 Annual Report



BEVERAGE CONTAINER DEPOSITS

Connecticut requires all deposit initiators, certain distributors or manufacturers who engage in
the sale of beverages subject to the Connecticut bottle bill, to collect the five cent deposit per
beverage container sold to any person within Connecticut. These deposit initiators must
maintain a separate bank account in which to deposit the monies collected. The unclaimed
amount is the amount left in the account after refunds paid to customers and bank fees have been
deducted. Each deposit initiator files a quarterly report and remits the unclaimed deposits
amount to the state.

Revenue
FY 2017-18 $36,519,543
2016-17 35,600,873
2015-16 33,530,941

Exemption

Any manufacturer which, on an annual basis, bottles and sells less than 250,000
noncarbonated beverage containers

Number of Taxpayers/Filing Frequency
119 Entities/ Quarterly
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BUSINESS ENTITY TAX

The following business entities are subject to a Business Entity Tax if they were formed under
Connecticut law or are foreign entities that are transacting business in Connecticut and required
to register with or obtain a certificate of authority from the Connecticut Secretary of the State:

e S corporations (Qualified subchapter S subsidiaries (QSSS) are not liable);

e Limited liability companies (LLCs or SMLLCs) that are, for federal income tax purposes,
either:
« Treated as a partnership, if it has two or more members; or
» Disregarded as an entity separate from its owner, if it has a single member;

e Limited liability partnerships (LLPs); and

e Limited partnerships (LPs).

Revenue
FY 2017-18 $ 14,475,479
2016-17 44,826,063
2015-16 6,638,031

Exemptions

e LLCsand SMLLCs that have elected to be taxed as a corporation for federal tax
purposes; and

e Any domestic LP that is not formed under Chapter 610 of the Connecticut
General Statutes.

Number of Taxpayers/Filing Frequency
169,425 Entities/Biennially*

* This tax is payable every other year. Tax returns for a biennial period that
began January 1, 2015 and ended December 31, 2016 were due on April 15, 2017.

Basis and Rate

$250 per biennial period.
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CIGARETTE TAX

An excise tax is imposed on all cigarettes sold in Connecticut. Payment is indicated by affixing
stamps or heat applied decals to each pack of cigarettes. The stamps are sold to licensed dealers
and licensed distributors. Sales of cigarettes are also subject to the Sales and Use Tax.

Revenue
FY 2017-18 $357,391,958
2016-17 367,182,708
2015-16 361,578,691

Exemption

Cigarettes sold to any state institution other than a correctional institution.
Cigarettes sold on armed services bases.

Number of Taxpayers/ Filing Frequency
34 taxpayers/ Monthly

Basis and Rate*

Effective Date Rate

7/1/16 -11/30/17 195 mills per cigarette or
$3.90 per pack of twenty

12/1/17 and after 217.5 mills per cigarette or
$4.35 per pack of twenty.

* The tax is reduced by 50% for any product the Secretary of the United States
Department of Health and Human Services determines to be a “modified risk tobacco
product” pursuant to 21 U.S.C. §387k.
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CONTROLLED SUBSTANCES TAX

A tax is levied on marijuana and controlled substances which creates an economic burden on
drug dealers. Payment of the tax is indicated by the affixing of stamps to the marijuana or

controlled substance. The tax is due and payable immediately upon acquisition or possession of
the drug in Connecticut by a dealer.

Revenue
FY 2017-18 $71,097
2016-17 53,141
2015-16 27,815

Basis and Rate

$3.50 per gram of marijuana;
$200 per gram of controlled substance; and
$2,000 per 50-dosage unit of controlled substance not sold by weight.
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CONTROLLING INTEREST TRANSFER TAX

A tax is imposed on the transfer of a controlling interest in a corporation, partnership,
association, trust or other entity, where an entity owns an interest, directly or indirectly, in
Connecticut real property with a value of at least $2,000. In a corporation, "controlling
interest" means more than 50% of the combined voting power of all classes of stock in the
corporation. For all other entities, "controlling interest" is an amount greater than 50% of the
capital, profits or beneficial interest in that entity.

Revenue
FY 2017-18 $ 7,141,192
2016-17 18,380,138
2015-16 13,877,263

Exemptions

Sales or transfers that effectuate a mere change of identity or form of
ownership or organization where there is no change in the beneficial
ownership of the entity;

Sale or transfer of a controlling interest in any entity which possesses an
interest in real property located in an enterprise zone;

Transfers of land resulting from eminent domain proceedings;

Deeds releasing any property which is a security for a debt or other obligation;
Mortgage deeds;

Deeds to or by the United States of America, State of Connecticut or any
political subdivision or agency thereof;

Tax deeds; and

Deeds to any corporation, trust or other entity, of land to be held in perpetuity
for educational, scientific, aesthetic or other equivalent passive uses (pending
determination by the Internal Revenue Service).

Filing Frequency / Number of Taxpayers

The month following the month in which the transfer was made.
72 transfers in FY 2017-18.

Basis and Rate

1.11% on the sale or transfer of a controlling interest.

An additional tax which varies between 1% and 10% on the value of open space
land, farmland, forestland, and maritime heritage land, depending on the
holding period, may also be levied.
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CORPORATION BUSINESS TAX

A corporation carrying on or doing business in Connecticut is subject to the Corporation
Business Tax. Most corporations in Connecticut must file returns and pay corporation business
tax although some corporations are exempt.

Corporations must calculate their tax under two alternate methods and remit the higher tax. If a
corporation owes less than $250 under both methods, it pays the minimum tax of $250.

Revenue
FY 2017-18 $899,728,100
2016-17 988,559,001
2015-16 869,053,285

Basis and Rate

20

Net Income Base Method

The method under which most Corporation Business Tax revenue is derived is
the net income base. Corporations compute their Connecticut net income by
starting with federal taxable income and then applying the adjustments allowed
or required by Connecticut.

For Connecticut net income purposes, corporations must add back certain items
deducted in arriving at federal taxable income, such as:
e Exempt interest income
State and local income taxes
Royalties or interest paid to a related member
Bonus depreciation

Certain other deductions are then allowed, such as:
e Certain dividends
e Capital loss carryovers not deducted in computing federal gain
e Deferred cancellation of debt income.

Companies that conduct business in multiple states are allowed to apportion
their net income based upon the percentage of their sales made in Connecticut.
Market-based sourcing rules consider sales of services and most intangible
property to be made where the customer is located. Special apportionment rules
are provided for certain industries such as financial service companies and
broadcasters.
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CORPORATION BUSINESS TAX (cont.)

Apportioned net operating losses incurred for income years beginning on or
after January 1, 2000, may be carried forward for 20 successive income years.
Effective for income years beginning on or after January 1, 2015, a taxpayer’s net
operating loss (NOL) deduction may not exceed 50% of its net income.

Connecticut net income is taxed at the rate of 7.5%.

Capital Base Method

Corporations must also compute their tax under the capital base method. The
capital base is the total value of the average capital stock, surplus and undivided
profits, and surplus reserves, less the average values of deficits and
stockholdings in private corporations. Multi-state corporations multiply their
capital base by an apportionment fraction.

The capital base is taxed at a rate of 3.1 mils ($0.0031) per dollar. Under the
capital base method, a corporation is limited to a maximum tax of $1,000,000.
Financial service companies are excluded from the capital base method, but are
subject to the minimum tax.

Corporations are subject to tax on the greater of the net income base method or
the capital base method calculations.

Minimum Tax

If a corporation's calculation of the tax is less than $250 under both of the two
previous methods, it pays a minimum tax, which is currently $250. The majority
of corporations pay the minimum tax.

Surtax

For income years 2012 through 2017, corporations, other than those paying the
minimum tax of $250, pay a surtax in an amount equal to 20% of the tax due
before credits are applied. The surtax rate is reduced to 10% for income year
2018 and eliminated for income year 2019.

Corporations whose gross income is less than $100 million are exempt from the
surtax unless they file as part of a combined unitary return.

The total amount of surtax reported on income year 2016 returns was $112.7 M.
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CORPORATION BUSINESS TAX (cont.)

Combined Unitary Reporting

Effective for income years beginning on or after January 1, 2016, commonly
owned corporations that are engaged in a unitary business, where at least one
corporation is subject to the Corporation Business Tax, are required to file their
Corporation Business Tax returns on a combined unitary basis.

Under combined unitary filing, a combined group’s tax liability, prior to surtax
and credits, cannot exceed the amount calculated on a nexus combined basis by
more than $2,500,000. This is referred to as the aggregate maximum tax. If the
aggregate maximum tax is less than the tax on the standard combined unitary
basis, the group is subject to the aggregate maximum tax. Otherwise, the group is
subject to tax on the standard combined unitary basis.

Exemptions

e Cooperative housing corporations;

e Homeowners associations;

e Domestic international sales corporations;

¢ Insurance companies;

e Certain political organizations or associations exempt from federal income
taxes under §527 of the Internal Revenue Code;

¢ Railroad companies subject to the gross earnings tax;

e Companies whose corporate headquarters are located in the insurance and
financial services export zone in the City of Hartford and are conducting all of
their business outside the United States;

e Connecticut passive investment companies formed by financial service
companies to hold and manage loans secured by real property;

e Non-United States corporations whose sole activity conducted in Connecticut
is the trading of stocks, commodities and securities; and

e Subchapter S corporations.
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CORPORATION BUSINESS TAX (cont.)

Filing Frequency

Annually with four estimated installments.

Number of Taxpayers

2016 Corporation Business Tax Returns

Number of | Tax Due Before Tax Due After
Returns Tax Credits Tax Credits
Single Filers

Net Income 7,628 $96,889,868 $85,082,855
Capital Base 3,438 20,104,847 16,046,767
Minimum Tax 16,107 4,024,110 4,023,478
Exempt 3,964 0 0

Combined Unitary
Net Income 2,296 509,408,153 439,312,027
Minimum Tax Base 2,372 54,045,941 37,568,168
Nexus Combined 8 72,647,213 57,077,836
Total 35,813 $757,120,132 $639,111,130
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CORPORATION BUSINESS TAX (cont.)

2016 Corporation Business Tax Returns

Number of Tax Due Tax Due After

Industry Sector Returns | Before Credits Credits
11 Agriculture, Forestry, 128|  $1,436250 $1,326,795
Fishing and Hunting
21 Mining 33 315,783 268,513
22 Utilities 81 24,191,412 12,566,929
23 Construction 2,585 6,736,356 6,312,091
31-33 Manufacturing 3,248 123,548,398 96,407,767
42 Wholesale Trade 2,153 44,514,239 41,015,170
44-45 Retail Trade 2,788 88,930,816 75,328,452
48-49 Transporting and 602 17,417,526 14,573,577
Warehousing
51 Information 889 60,761,347 46,057,494
52 Finance and Insurance 2,452 137,883,690 126,346,069
53 Real Estate and Rental 3,465 12,684,936 12,126,086
and Leasing
54 Professwna.l, Scientific 5,305 51,004,821 44,958,049
and Tech Services
55 Management of 978 83,480,991 64,214,176
Companies and Enterprises
56 Administrative and 1,052 16,436,433 15,454,843
Support Services
61-62 Education, Health
Care and Social Assistance 1,389 7,291,937 6,284,577
71 Arts,' Entertainment, and 387 1,305,712 888,378
Recreation
72 Accommodation and 865 5,746,628 5,543,890
Food Services
81-92 Other Services 3,366 9,010,321 8,768,512
99 Not Yet Assigned 4,047 64,422,536 60,669,761

Total 35,813 $757,120,132 $639,111,130

Connecticut Department of Revenue Services Fiscal Year 2017-18 Annual Report



CORPORATION BUSINESS TAX (cont.)

2016 Corporation Business Tax Returns

Number of Tax Due Tax Due After

Tax Due Before Credits Returns | Before Credits Credits
Exempt 3,964 $0 $0

$250 or less 16,785 4,191,252 4,191,252

$251 to $999 5,233 2,881,828 2,791,823
$1000 to $24,999 7,775 41,062,994 38,708,062
$25,000 to $49,999 625 22,275,097 20,510,752
$50,000 to $99,999 515 36,990,132 34,134,367
$100,000 to $249,999 438 67,783,082 61,284,340
$250,000 to $499,999 207 72,974,523 63,804,659
$500,000 to $999,999 128 87,417,689 75,041,808
$1 million to $2 million 86 118,731,937 96,957,715
$2 million to $5 million 36 104,806,171 90,805,697
$5 million and over 21 198,005,427 150,880,654
Total 35,813 $757,120,132 $639,111,130
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CORPORATION BUSINESS TAX CREDITS

The State of Connecticut offers many Corporation Business Tax credits which a
corporation may take advantage of to reduce its liability to the state.

Generally, the amount of tax credits allowable cannot exceed 50.01% of the amount of
tax due or reduce the amount of tax to less than $250. However, taxpayers may use
Research and Development, Research and Experimental Expenditures, and Urban and
Industrial Site Reinvestment tax credits that remain after the application of the 50.01%
limitation, provided the total of all tax credits applied shall not exceed:

Income Years Beginning In Limit
2016 55%
2017 60%
2018 65%
2019 and after 70%

Apprenticeship Training
Reference: Conn. Gen. Stat. §12-217¢

A corporation that hires apprentices in the manufacturing trades may apply for a credit
of up to $7,500 per apprenticeship. The amount of the credit is computed by
multiplying the total number of apprentice work hours by $6 up to a maximum of
either $7,500 or 50% of the total wages paid during the first half of a two-year program
or three-quarters of a four year program.

Pass-through entities may also earn this tax credit for apprenticeships in manufacturing.
Their credits may be sold, assigned or transferred in whole or part no more than three
times and may be used to offset the Corporation Business, Utilities Companies and
Petroleum Products Gross Earnings taxes.

A corporation that hires apprentices in the plastics trades may apply for a credit of up
to $4,800 per apprenticeship. The amount of the credit is computed by multiplying the
total number of apprentice work hours by $4. The credit may not exceed 50% of the
actual wages paid or $4,800, whichever is less.

Corporations that hire apprentices in the construction trades may apply for a credit of
up to $4,000 per apprenticeship completed. The amount of the credit is computed by
multiplying the total number of apprentice work hours by $2. The credit may not
exceed $4,000 or 50% of the actual wages paid over the first four years of the
apprenticeship, whichever is less.
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CORPORATION BUSINESS TAX CREDITS (cont.)

Digital Animation Production
Reference: Conn. Gen. Stat. §12-21711

A credit is available for digital animation production activity in the state. Any state-
certified digital animation production company incurring production expenses or costs
from $100,000 up to $500,000 will be eligible for a credit equal to 10% of the production
expenses or costs. This credit percentage increases to 15% for costs more than $500,000
up to $1 million and a 30% credit for costs over $1 million.

This tax credit is administered by the Department of Economic and Community
Development (DECD). Credits may be claimed in the year the costs were incurred or
the three succeeding years after the year the cost were incurred.

Donation of Land
Reference: Conn. Gen. Stat. §§ 12-217dd and 12-217ff

This credit is available in an amount equal to 50% of the use value of the donation of
land to be permanently preserved as protected open space or for educational use.
Donations of land must be made to the state, a political subdivision of the state, or a
nonprofit land conservation organization and may include any discount in the sales
price.

Unused credit for donations of land for educational use made prior to the 2013 income
year may be carried forward for 15 succeeding income years. All other unused credits
for donations of land may be carried forward for up to 25 years.

Electronic Data Processing Equipment
Reference: Conn. Gen. Stat. §12-217t

The Electronic Data Processing Equipment Property Tax credit provides a 100% credit
for property tax owed and paid on electronic data processing equipment.

Unused credits may be carried forward for five succeeding income years.
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CORPORATION BUSINESS TAX CREDITS (cont.)

Enterprise Zone Credit for Qualifying Corporations
Reference: Conn. Gen. Stat. §12-217v as amended by 2018 Conn. Pub. Acts 145, § 3

A credit is allowed to any qualifying corporation which hires at least 150 local
employees qualifying under the Job Training Partnership Act to work within a
designated Enterprise Zone. The credit is 100% of the corporation's tax liability for its
first three years and 50% of its liability for the next seven.

Beginning with income year 2017, certain bioscience, clean technology, and cyber-
security firms created on or after July 1, 2015, which are located within a designated
enterprise zone and meet certain employment criteria also qualify for this credit.

Effective July 1, 2018, the Enterprise Zone Tax Credit for Qualifying Corporations has
been repealed.

Film Production
Reference: Conn. Gen. Stat. §12-217jj

Any eligible film production company incurring qualified production expenses or costs
from $100,000 up to $500,000 is eligible for a credit equal to 10% of the production
expenses or costs. This credit percentage increases to 15% for costs more than $500,000
up to $1 million and a 30% credit for costs over $1 million. This tax credit is
administered by the Department of Economic and Community Development (DECD).

Credit vouchers may be claimed in the year the costs were incurred or the five
succeeding years after the year the costs were incurred. Tax credit vouchers issued
before July 1, 2015 may be claimed in the year the expenses were incurred or in the next
three income years. These may be sold, assigned or transferred in whole or part no
more than three times.

Film Production Infrastructure
Reference: Conn. Gen. Stat. §12-217kk

A tax credit is available to any taxpayer that invests in a capital project to provide basic
buildings, facilities, or installations needed for the functioning of the digital media and
motion picture industry in this state, provided that the project has been approved by
DECD.

A 20% credit is allowed for costs $3 million and over. Credits may be claimed in the
year the costs were incurred or the next three succeeding income years. These may be
sold, assigned or transferred in whole or part no more than three times.
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CORPORATION BUSINESS TAX CREDITS (cont.)

Fixed Capital Investments
Reference: Conn. Gen. Stat. §12-217w

This credit is based on 5% of the amounts paid or incurred for any new tangible
personal property that has a class life of more than four years, is not sold or leased
within 12 months, and will be held and used in Connecticut for at least five years.
Inventory, land, buildings and mobile transportation equipment are not included.
Unused credits may be carried forward for five succeeding income years.

Green Buildings
Reference: Conn. Gen. Stat. §12-217mmas amended by 2018 Conn. Pub. Acts 26, § 2

This tax credit had been available for eligible construction, renovation, or rehabilitation
projects designed to meet the applicable requirements for LEED Green Building Rating
System gold or platinum certification or another equivalent certification determined by
DEEP.

Credit percentages ranged between 5% and 11% and depended on the location and
certification level of the project. Credits may be assigned to another taxpayer or
taxpayers. Unused credits may be carried forward for five succeeding income years.

The Green Buildings tax credit is sunset as of December 1, 2017.

Historic Homes Rehabilitation
Reference: Conn. Gen. Stat. §10-416

The Department of Economic and Community Development (DECD) may allocate up to
$3 million in vouchers for this credit during any fiscal year. Owners of historic homes
must incur qualified rehabilitation expenditures that exceed $15,000 in order to qualify.

After the work is performed and verified, a tax credit is allowed for 30% of the qualified
rehabilitation expenditures. The credit is limited to $30,000 per dwelling. This

maximum is increased to $50,000 for owners that are nonprofit corporations.

Unused credits may be carried forward for four succeeding income years.
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CORPORATION BUSINESS TAX CREDITS (cont.)

Historic Preservation
Reference: Conn. Gen. Stat. §10-416b

This tax credit was available to owners rehabilitating certified historic buildings with
mixed residential and nonresidential uses. After the rehabilitation work was performed
and verified, a credit of 25% of the qualified rehabilitation expenditures was allowed.
The credit increased to 30% of the qualified expenditures if the rehabilitated building
contained affordable housing. Unused credits could be carried forward for five
succeeding income years.

The Historic Rehabilitation tax credit effectively consolidates the provisions of the
Historic Preservation and the Historic Structures Rehabilitation tax credits. DECD no
longer reserves Historic Preservation tax credits.

Historic Rehabilitation
Reference: Conn. Gen. Stat. §10-416¢

This tax credit, which effectively consolidated the provisions of the Historic
Preservation and the Historic Structures Rehabilitation tax credits, provides for a 25%
credit for income years beginning on or after January 1, 2014. The credit is based on the
qualified rehabilitation expenditures associated with the rehabilitation of a certified
historic structure for either 1) residential use of five units or more, 2) mixed residential
and nonresidential use or 3) nonresidential use consistent with the historic character of
such property or the district in which such property is located.

The amount of the available credit increases to 30% of the qualified expenditures if at
least 20% of the units are rental units and qualify as affordable housing or at least 10%

of the units are individual homeownership units and qualify as affordable housing.

Unused credits may be carried forward for five succeeding income years or may be
sold, assigned or transferred in whole or part no more than three times.
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CORPORATION BUSINESS TAX CREDITS (cont.)

Historic Structures Rehabilitation
Reference: Conn. Gen. Stat. §10-416a

This tax credit was available to owners rehabilitating certified historic structures for
residential use. DECD could allocate up to $15 million in vouchers for this credit during
any fiscal year. After the rehabilitation work was performed and verified, a tax credit
was allowed for 25% of the qualified rehabilitation expenditures not to exceed $2.7
million. Unused credits could be carried forward for five succeeding income years.

The Historic Rehabilitation tax credit effectively consolidates the provisions of the
Historic Preservation and the Historic Structures Rehabilitation tax credits. DECD no
longer reserves Historic Structures Rehabilitation tax credits.

Housing Program Contribution
Reference: Conn. Gen. Stat. §8-395

This tax credit program enables corporations to contribute to housing programs that
benefit low and moderate income individuals and families. These programs are
sponsored, developed or managed by nonprofit corporations and must be approved by
the Connecticut Housing Finance Authority. The credit is the amount of the
contribution, not to exceed $75,000 per business. Unused credits may be carried back to
the five preceding income years and forward for five succeeding income years.

Human Capital Investments
Reference: Conn. Gen. Stat. §12-217x

The Human Capital Investments credit is based on 5% of the amounts paid or incurred
for various job training and work education programs, child care subsidies to
Connecticut employees, day care facility establishment costs and donations to
institutions of higher education for improvements to technology. Unused credits may
be carried forward for five succeeding income years.

Connecticut Department of Revenue Services Fiscal Year 2017-18 Annual Report 31



CORPORATION BUSINESS TAX CREDITS (cont.)

Insurance Reinvestment Fund
Reference: Conn. Gen. Stat. §38a-88a

A credit may be applied against the corporation business tax for investments made
through a fund manager registered with the Commissioner of Economic and
Community Development (DECD). These investments must be specifically earmarked
for insurance businesses incorporated in Connecticut that occupy new facilities and
create new jobs. The credit is 10% of amounts invested in qualified insurance
businesses, beginning 3 years but not later than 7 years from the date of investment.
For years 7 through 10, the credit increases to 20% of the invested amounts. Unused
credits may be carried forward for five succeeding income years or assigned to another
taxpayer.

New eligibility certificates for insurance businesses which enable investors to claim a
corporation tax credit cannot be issued on or after July 1, 2010. Any new eligibility
certificates issued on or after July 1, 2010 now qualify investors for the Second
Insurance Reinvestment Fund tax credit applicable against the insurance premiums tax
(Chapter 207); health care centers tax (Chapter 207); and surplus lines brokers tax
(Section 38a-743).

Machinery and Equipment
Reference: Conn. Gen. Stat. §12-2170

This credit is based upon the incremental increase in expenditures for machinery and
equipment acquired for and installed in Connecticut. The rate of credit is either 5% or
10% depending on the number of full time employees in Connecticut.

Manufacturing Facility in a Targeted Investment Community/Enterprise Zone
Reference: Conn. Gen. Stat. §12-217e as amended by 2018 Conn. Pub. Acts 145, § 1

A business may earn a credit of 50% of its allocable tax for operating a manufacturing
facility which meets certain employment criteria and is located within a designated
enterprise zone or other area designated as having enterprise zone level benefits. A
credit of 25% may be applied against the portion of the Corporation Business tax
allocable to a manufacturing facility located within a Targeted Investment Community,
but not in an Enterprise Zone.

Certification was required from the Department of Economic and Community
Development. Corporations may claim this credit for 10 years beginning with the first

year following the year of certification.

This tax credit is being sunset. Only those companies that first claimed the credit on a
return for an income year beginning before 2018, may continue to claim the credit.
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CORPORATION BUSINESS TAX CREDITS (cont.)

Neighborhood Assistance Act Program
Reference: Chapter 228a of the Conn. Gen. Stat.

The Connecticut Neighborhood Assistance Act (NAA) tax credit program is designed
to provide funding for municipal and non-profit organizations. Businesses are granted
a tax credit of 60% of the amount contributed to certain approved programs (or 100% in
the case of energy conservation programs)conducted by municipal and non-profit
organizations. Unused credits may be carried back to the two preceding income years.

The NAA program has several statutory limits. A business is limited to receiving
$150,000 in tax credit annually. A non-profit organization is limited to receiving
$150,000 in contributions in the aggregate. The minimum contribution on which credit
can be granted is $250. The program has a $5M cap, which if exceeded, results in
proration of approved donations.

Research and Development Expenditures
Reference: Conn. Gen. Stat. §12-217n

A credit may be applied against the Corporation Business Tax for expenses of research
and development conducted in Connecticut. The amount allowed as credit increases
ratably from 1% of the annual research and development expenses paid or incurred,
where such expenses equal $50 million or less, to 6% where expenses exceed $200
million. The 6% credit is extended to qualified small businesses with a gross income that
does not exceed $100 million.

Qualified small businesses may exchange unused amounts of this credit with the state
for a cash payment of 65% of the value of the credit or carry these amounts forward at
full value. Credit refunds are limited to $1.5 million in any one income year. Unused
credits may be carried forward until fully taken.

Research and Experimental Expenditures
Reference: Conn. Gen. Stat. §12-217]

This is a tax credit based on the incremental increase in expenditures for research and
experiments conducted in Connecticut. The amount of the credit equals 20% of the
amount spent by the corporation directly on research and experimental expenditures
that exceeds the amount spent in the preceding income year. Unused credits may be
carried forward for fifteen succeeding income years.

Qualified small businesses may exchange unused amounts of this credit with the state
for a cash payment of 65% of the value of the credit or carry these amounts forward at
full value. Credit refunds are limited to $1.5 million in any one income year.
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CORPORATION BUSINESS TAX CREDITS (cont.)

Service Facility
Reference: Conn. Gen. Stat. §12-217¢

This credit is available to companies with a service facility located in a Connecticut
targeted investment community which hire new employees and have an eligibility
certificate issued by the Commissioner of Economic and Community Development
(DECD). The credit is based on the portion of tax allocable to such facility and the
number of new employees working there. Credit percentages range from 15% to 50%
depending on the number of new employees. The credit period is ten years.

This tax credit is being sunset. Only those companies that first claimed the credit on a
return for an income year beginning before 2018, may continue to claim the credit.

Small Business Guaranty Fee
Reference: Conn. Gen. Stat. §12-217cc

Small businesses with less than $5 million in gross receipts may claim this credit equal
to the amount paid to the federal Small Business Administration as a guaranty fee to
obtain guaranteed financing during the income year. Unused credits may be carried
forward for four succeeding income years. This credit was repealed for income years
beginning on or after January 1, 2014.

Traffic Reduction Programs
Reference: Conn. Gen. Stat. §12-217s

This is a 50% credit for traffic reduction program expenses related to the attainment of
federal Clean Air Act standards. The credit cannot exceed $250 per participating
employee. This credit is available for corporations employing 100 or more people
located in a severe non-attainment area. Currently, no such area is designated in
Connecticut.

Urban and Industrial Site Reinvestment
Reference: Conn. Gen. Stat. §32-9t

This credit is available for investments in eligible urban reinvestment projects and
industrial site investment projects. Investments may be made directly or through a
registered fund manager and must be certified by the Commissioner of Economic and
Community Development. The credit is 10% of the qualified investments, beginning 4
years but not later than 7 years from the date of investment. For years 8 through 10, the
credit increases to 20% of the invested amounts. Unused credits may be carried forward
for five succeeding income years or assigned to another taxpayer.
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CORPORATION BUSINESS TAX CREDITS (cont.)

The table below shows the number and amount of corporation tax credits claimed by
businesses. The figures represent credit claimed on 2016 returns and any credits carried

forward from prior years and used in 2016.

Tax Credits Claimed on 2016 Corporation Business Returns

Type of Credit Number of Amount

Credits Claimed
Apprenticeship Training 13 $161,302
Digital Animation 4 1,475,222
Donation of L