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Introduction

The Commission’s Report discusses the impacl
of Laxation at various levels and singles out many
classes of taxpayers for analvses. The puirpose
of this part is to examine the impaet of taxation
on individual taxpavers, and recommend specilie
relief,

In stuelying the Commission’s reeommendations
concerning taxation and expenditures in Connecti-
cut, the reader must consider its entire content
and the interrelationship of the entire tax strue-
ture. Only by this process can the reader arvive
at a reasonable conclusion as to wlhether imple-
menting the reconimendations will achieve the
proper ultimate objectives of the tax program —
one that is predictable and equitable for all classes
of taxpayers, provides aderuale revenues without
recurring fiscal crises, does not have a’ negative
effect on the economy, is easy to administer, and
elicits straightforward compliance.

Meeting these objectives is of concern to Con-
necticut citizens particularly when it concerns so-
alled “taxes on individuals.” Idowever, no one
should lose sight of the fact that ail faxes are

paid by individuals divectly or in the cost of goods
and services purchased. Nor shoulil sight be Inst
of the fact that tax refornm does not necessarily
mean yeduetion or elimination of one type of tax
and or imposition of or inerease in vates of an-
other type of tax, This type of “reform” often
lead= to the same taxpayvers paying the same
amount of taxes, but under a different name (the
“thanging pocket theory™). T mayv also lead to
rapicd expansion of governmept spending as new
and major sources of tax revenue are created.

Of course, no tax program can achieve the
ohjective of absotute equality for every taxpayer
and every income letel. The impact of each tax
depends too greatly on the individual circum-
slances of each taxpayer. Nor can a tax program
be devised that will “shift the burden to the next
guy’” — every user of governmental sources must
expect lo assist in providing funds for these serv- -
ices.  Vavertheless, the Commission’s tax program
for individuals reflects an effort to achieve the
previously mentioned objectives to the fullest

extent possible.

Findings and Recommendations

The Commission finds that

1. the State’s sales tax, while seemingly high
in gross rate (7% ), is proportional rather than
regressive due to the exemption of food. The tax
is mo more burdensome than that levied by many
other stuates with lower gross rates due to lack
of exemptions and additional local sales tuxes in
those states.

The Commission recommends that

A, the present 7% rate be continued, with an
orderly program of reduction in the future s
excess revenue develops. As an alternative, a re-
duction to 615% can be effected if coupled with
a broadening of the tax base to include certwin
ttems presently exempt. The base broadening
showld not disturb the 7)7ese71t exemptions for
food and medicine.

The Commission finds that
2. the present tax on dividends received by in-

dividuals is clearly a tax on incomie, as such 1s
discriminatory ws to income sowrce, and falls
heavily on income groups who must depend on
dividends to mect current living costs. The nature
of @ capital gain, on the other hand, is not sn
clearly related to income and since realization 18
more often on the basis of fnvestment decisions
rathier than current income needs, the tax om
guns is not so burdensome.

The Commission recommends that

B. the 66 tax on dividends income of individ-
uals be removed for income years beginning on
or after Jannary 1, 1973, and that the taxr on
capital gains be continued at a 6% rate on the
entire net gain as determined for Federal pur-
noses, without a 50% deduction.

The Commission finds that

3. a tax on real estate cmweyan&s follows «
well established pattern and applies to property



that, for the most part, dors not chunge hands
Jreaquently, aerveasing the rale substantiadly from
the present 81,00 per thousand showld vol be on-
erous in the present continuivg trond of rapidly
increasing rea estale valnes.

The Commission recommends that

C. the present reel estale conveyance tex rate
be inereased to £10 per thousand dollars of sale
price awith local goveraments retaining the pres-

Cent S1.00 and forwarding the balunce to the State.

O

The Commission finds that
b personal income tux is wnpoplar with «

Individual Taxation in Connectlicut ;

At the stute and local level, individual taxpay-
ers are most aware of three types of taxes: prop-
erty, sales and broad-based individual income
taxes. Property tax reform is discussed in detail
in Volume I, Part A of the Commission’s Report.
Of the two other major individual sources, Con-
necticut levies only a sales tax. On the national
level the sales tax and broad-based income tax are
levied as-follows:

No. of states

Sales tax 45
Broad-based income tax 40
Both taxes 34

The states of New Jersey and New IHampshire
apply . an income tax only on commuters from
nearby states; three states tax selected invest-
ment income (Connecticut—dividends and capital
gainsg; New Hampshire—dividends and certain in-
terest; Tennessee—dividends and interest).

Two important factors in the study of the tax
structure of state and local governments are its
“elasticity” and whether it has “progressive-re-
gressive-proportional’” status.

Elasticity can be defined as the percentage
change in tax yield per 19 of change in income.
Thus an elasticity rate of 1.0 means that for
every 1% of change in personal income within
the state, the tax yield will change 195. The elas-
ticity of a particular tax, or the entire tax struc-
ture, can be measured with some certainty.

Elasticity of Connecticut’s structure is. dis-
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ferge megority of the people of Connceticiet, if en-
aeted conld open a new sonree of revenice for wn-
neeesswry futare spending, and is nol regrived in
the Commission's balaneed program. The State's
present lny structiore provides e neeessariy elas-
tiviby to meet expenditwre requiremoents and ecan
be made equilable withont fmiposing an ineome
tae.

The Commission recommends {hat

Doa Connecticut personal ineome tar should
not be imposed. : : '

cussed more fully in Volume [, Parts B and C.

“As diseussed more fully in those parts “the elas-

ticity of Connecticul’s General Fand tax structure
is caleulated to be D0 which indicales that for
every 1% garowlh of Connecticul’s personal in-
come, taxes will grow 910 of 162" Using as a
guide the ACIR elasticity study - (Tables C-2 and
C-3, Vol. 1, Part C) Connecticut ean he classilied
as having a medium elasticity, which is how Con-
necticut was defined by ACIR in 1967." This clas-
gsification is only an economie indicator and not of
primary importance except as related to spending
objectives. '
There is, of course, no requirement that govern-
mental spending rise as fast as personal income.

. As shown in the section on Projected Expenditure

Volume I, Part C, the Commission anticipates
a State expenditure increase of 5% per vear
through FY '"77. Recognizing that the existing
tax structure will increase at approximately
6.7% rate-in each year, (see Vol. I, Part C,
Revenues and cxpenditures) the Commission
believes that there is no further argument or
desirabijlity for improving elasticity of the Con-
necticut tax structure. While the present elas-
ticity of .9 is somewhat less than an average
for all states, the Commission believes- it is
sufficiently elastic to meet Connecticut’s present
and projected needs.

A tax structure can be defined as regressive if
it takes a greater percent of personal income as
the income level declines; the opposite situation is
progressive. A tax is proportional when it takes
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the same percentage of income from all income
levels, '

The question of the progressive. regressive, or
proportional nature of the Connecticut tax sys-
tem s discussed in detait in Volume I, Part B,
“Pax Impact,” of the Commission’s Report, The
issue is also discussed in Volume 11, Part A, “Is
the Property Tax Regressive?” from the point of
view of impact of the property tax. These dis-
cussions have led the Commission to the conclu-
sion that Connecticut’s tax structure can best be
described as proportional. In view of the domi-
niince of the progressive nature of the Federal tax
structure, it is nol necessary or desirable to at-
tempt to create a progressive tax structure at the
State level.

In arriving at this conclusion the Commission
was mindful of the total burden of State and local
taxes. However, a factor as important as the cur-
rent burden is that of fiscal effort, since certain
measurements when caleulated by themselves can
be misleading. TFor examiple, two widely used
measures of tax burden and capacity. taxes per
capita and taxes per $1,000 of personal income,
show diametrical results in Connecticut.

Taxes percapita for cach of the 50 states show
the per capita tax burden by state for the 11-year
period 1960-61, 1965-66 as the mid-point, and
1970-71. The per capita State and local tax bur-
den for Connecticut in 1960-61 was $222.72, rank-
ing Connecticut 16th among all 50 states. In
1965-66, Connecticut ranked 13th nationally, and
by 1970-71 per capita taxes grew to $533.19, rank-

Connecticut

A frequent- comment about Connecticut’s sales
tax rate of 790 is that it is the highest in the

country. While this is true if one compares only -

gross rates, it is not {rue in an “effective rate”
comparison, which would consider the fact that
many other states permit local governments to

levy a sales tax in addition to the State tax. An-

other important factor in amriving at an ‘‘effec-
tive rate” is the exemptions from the tax that a
jurisdiction permits.

(91

ing Connecticut Tth among all states. This meas-
ure shows Connecticut to he not only high in its
tax burden relative to other states but growing
higher over the last decade,

However, another measure of tax cflort, taxes
per $1,000 of personal income, shows that (‘on-
neeticut ranked 43rd among all states in '60-61,
A6th in '65-66, and 32nd in 70-71 While Conneceti-
cut has been inereasing its effort by this measure,
it has consistently ranked at the opposite end of
the seale compared to taxes per capita, The per
apita tax measure shows Connecticut high in its
tax effort, whereas the per $1,000 of personal in-
come measure indicates that Connecticut has not
even come close to reaching its taxing capacity.

The true measurement of the Connecticut State
and docal tax effort is somewhere in between, The
U. S. Advisory Commission on Intergovernmental
Relations (ACIR) concluded that the Connecticut
State tax effort was below the national average,
but that local effort was above the national aver-
age (see Vol 1, Part B, pages 30 to 37. for more
detailed discussion).

While there mayv be some dislocation of tax
burden by taxpayver groups, the Commission is of
the opinion that the overall tax burden of various
individual groups is generally fair and that drastic
changes are not necessary, In addition, Commis-
sion recommendations discussed elsewhere in the
Report will go far to correct the most serious of
these dislocations without burdening Connecticut’s
citizenry with significant new types of taxes.

Sales Tax

Connecticut’s sales tax rate will compare very
favorably when these factors are considered:

Exemptions

Utility Heating

Local sales Prescription

tax levied Food medicine Clothing services fuel
Connecticut  No Yes Yeos Yes* Yes** Yes
44 Other
States 22 18 28 5 15 11

* Through age 9.
** First $10 per month.
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The effect of these factors is demonstrated by
the fact thadl for all S0 states per capita sales tax
revenue al the state level was $75.20 in 1971 while
Conneeticut’s was 886,08 On o tax revenue per
SL000 of personal income in 1971 the 50 state
average was $19.47 while the Connectivut average
was S1ITO0408 10 locally assessed sales {axer in
many olher states were wilded to these amonnts,
Conneeticut's comparative siles tax burden would
be even less,

Another example of the favorahle e

tional sales tax tables™ prepared by the Internal
Revenue Scrvice for 1972 individual income tax
veturns, For example:

Family of 4 with adjusied gross

incame of

10,000 to
10,989

Sales tax $£5,000 to
rate Under 83,000 35,9490

onnecticut T 249 Q04 S16t
Hlinois* R 02 \3]'1 ﬁ RSN
New York** 404 SA3-00 SH0-15R £150-204

*Additional loeal rvates up to 117 included.

**Plus locad rates of up to 320 — amounts show range
hom 0 local tax to thn maximum 47 {approximately
85c7 of the property is subject to the 3% loeal rale).

Hlinois has no exemption for food, ete.; New York
has no exemplion for clothing. utilities. and heal-
ing fuel.

Another comment concerning the sales tax is
that it is regressive, This is a guestion which in-
volves difficult definitions and for which it is hard
to obtain objective conclusions. In addition. the
question of rvegressivily depends on the entire
state and local tax structure. As discussed in this
section under “Connecticut’s Tax Structure.” the
Commission is of the opinion that the state’s

structure can best be described as proportional. .

With respect to the total reliance of a state and
local tax structure on the sales tax, it has been
recommended that “The general sales tax should
serve as the other major state tax capable of pro-
ducing between 20 and 257+ of state-local revenue
without imposing an extraordinary burden on low
income families—the exemption of food and drugs
or the provision of income tax eredits can go a
long way toward pulling most of the regressive
stinger from this ta*( " Connecticut’s reliance on
the sales tax was 17.6% in 19705 While probably
somewhal higher now, it should be well within a
recommended limit, even without an individual
income tax, '

fYective sales™
tax rate in Connecticut can be derived from “op--

The progressive feature of the food exemption
such as Conneeticut's on g =ales {ax is domon-
steatod by a study which showed that Cood rop-
resentod S0 of the udeet of low <tandned fme-
ilios, 297 of modorate standued families, and 267
of higher standard families)”

Nonetheless, the Commission recognizes that
many people feel the sales tax is too high, The
differentinl between Connecticut and its neighbors
has nbso proved o be a burden to retailers with
stores hiear the state borders, Shoppers disvopard-
ing the Use Tax aspeets of (e ceneral =nles tax
take advantage of the lower rates prevailing
across the borders and thereby place eertain Con-
neeticut retadlers at o competitive disadvantage.

Progeam for Reduction

The Commission offers the following alternative
to continuing the sales tax af its present 7% rate:
bheginning in 7L, (he @eneral sales fax ean be
reduced to 6150 and the bhase of the {ax broad-
ened to include childrens clothing nnd personitl

sen iees,’

Children's clothing has been an exemption diffi-
cull to administer in the past hecanse of the prob-
lom of estimating ages and clothing styvles. Low-
ering the age to 10 vears was helpful in minimiz-
ing this problem, bul it still continues. The
“Twelfth Report of the New Jersey Commission
on State Tax Policy” presented information to
show that the elothing exemption, on a per capita
basis, is estimated to he more than twice as great
for the $10-15000 income group as for the
$1-5,000 group, thereby adding a degree of re-
ore.sivity to the sales tax.

The addition of persenal serviees will also have
the eflect of makinig the sales tax less regressive
since low income groups spend less on personal
services than do higher income gronps. Removing
these exemptions should make the sales tax more
equitable without increasing its overall burden to
residents of the State.

As excess revenues develop in the next five
vears (see Part D, Volume [ for a prediction of
excess revenues through FY '77) the Commission
recommends the sales tax be reduced.

An orderly program for reduction of the gen-
eral sales tax would lead to a ¥, point reduction
in FY 76 and an additional 1, point reduction in
FY 77 '
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Tax on Dividends and C:l_pilul Gains

Legal Tssues

In 1960 the Legislature enacted alaw taxing in-
dividuads with capital guins in excess of $100 a( n
rate of 6775 nel gains were computed the same
as under 'I"G(Ier:ll law, including o deduction for
one-half of net long-term gujns,  Ax originally
chacled, gains received between July 2, 1969 and
June 30, 1‘. 1 were to he taxed.

In 1971 the Legislature enacted the so-called
“investment income tax.” which amended the 1969
law Lo apply to capital gains only through Decem-
ber 31,1070, "The 1971 Act imposed a4 G7F {ax on
apital gains and dividends received by individuals
after December 31, 1970, Capitad gains are again
to be computed for the most part under Federal
rules, with a nujor exception — the State Tax
Commissioner interpreted ambiguities in the 1071
Act to permit taxing the entire capital gain, with-
out the 50 Federal deduction for net long-term
gains, ‘

Both the 1969 and 1971 Aets arve now under
court attack by taxpavers. Ag to the 1969 Act,
several cases are lesting a number of issues: other
than the Constitutional questions of due process
and cqual protection, the principal issue is whether
the basis for -gain or loss on assets held at the
clfective date of the statute should be July 1, 1969,
fair market value, or the Federal basis which may
reflect an cartier value. One of these cases has
been decided adversely for the taxpayer by the
Conneeticut Supreme Court. The onlv appeal of
the decision would be to the U, S. Supreme Cowrt.
The other 1969 cases are in a holding hattern
pending the outcome of lmgatlon relating to the
1971 Act,

The case challenging the 1971 Act also present-
ed the Constitutional and basis step-up issues, and
inaddition attacked the singling out of dividends
for the tax while excluding interest and other in-
vestmentl income, and the denial of the 504 net
long-term gains deduction. On August 8, 1972, the
Connecticut Supreme Court decided against the
taxpayer on the various issues e\:cept for inter-
preting the Act to permit the 5054 deduction from
net long-term gains. The case is in the process of

‘a];peal to the U, S. Supreme Court on the issues

of basis step-up and singling out dividends to tax.

Collections under 1969 and 1971 Acts are as
follows (the one-half 1969 year is omitted) :

Capital
pains

(H1,000)
300,000

Individuals
“taxahle year

1970 S103
1971 [

Pividewds Tatal
S10.800,000

<
R[20, 800,000 60,100,000

All but a ~.nm|! majority of individuals file on a calendar
w.n hasis,

Approximatety one-hadl (817.000,000) of the 1971
apital gains collections will e vefunded under
the above-mentioned court decision,

Busis for Elimination of Dividends Tax

The Commission has concluded that the tax on
dividend income should he removed for income
years beginning on or after January 1, 1973, As
discussed elsewhere in this veport, the Commission
has wlso recommended that a Comeeticut personal
income tax not be imposed. Since the tax on divi-
dends s clearly o tax on income, it is diserimina-
tory when compared to all income, as well as when
compared to other invesiment income. Another
reason for the Commission recommendation is
that the tax often falls on those least able to pay
it — those in low income brackets and particularly
elderly individuals who have invested in stock to
provide the necessary relivement income. In ex-
cluding inlerest income from taxation under the
LT Act, the Legistature was mindful of the num-
ber of Connecticut citizens not in the higher in-
come brackets who receive and depend on interest
income. On the basis of information available as
to the increasing number of shareholders in this
country, the Commission is persuaded that this
reasoning is move and more applicable to divi-
dends.

Tax Gains at Full Value

The Commission has, however, recommended
changing the capilal gains tax to a rate of ¢, on
the entire net capital gain as determined in Fed-
erial Income Tax purposes (eliminafion of the 509,
deduction). 1t should be pointed out that the net
effect of these {wo recommendations will be-to
velieve Connecticut taxpayers of $9,000,000 in
taxes (reduction of $26.000,000 in the tax on divi-
dends and $17,000,000 increase in the tax on capi-
tal gains),

The Commission is aware of the many argu-
ments concerning the nature of a tax on capital
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oninsg for instance whether it is in fact a fax on
intangible property vis-it-vis a tax on income. and
the areuments on taxing only o paret of the gain,
IL s also aware of the fact that some other stales
do tax capital guins of individuals at higher rates
than certain other types of income.

This recommendation must be viewed as part of
the entire report which balances revenues agrainst
needs and provides {axs relief where possible to
asgist the areatest numbertol citizens. I would
appear that capital eains sne for the most part
reilized on the basis of investment decisions,
Dividends, interest, ete, are often depended upon
for the necessities of life. Individuals realizing
apital gains under this premise are more able
{o pay a {ax on that gain from the proceeds.

Real Estate Convevance

The real estate conveyance tax has been levied
for many vears, Until 1967 it was a Federal tax
al, the rate of $1.10 per thousand dollars on the
cquity portion of the sales price only. It did not,
for example, include assumed mortgages. The
Federal Taw was repealed to be effective in 1967;
simultaneously, Connecticut enacted a similar law.
The one principal difference in the Connecticut
law required the tax be levied at the rate of $1.10
per thousand dollars to total sales price including
assumed mortgages or any other equity value in
addition to cash. Income from this source is re-
tained by the local municipality. '

Thirty-seven states levy a real estate transfer
tax at the state and/or local level. The tax {ollows
a well-established pattern, and is easy to adminis-

The Commission feels fhat capital guins could
more approprintely bear the burden of 4 tax than
other types of individual income, It can see no
reason {o follow the edoral rule for a D04 re-
duction in certain types ol eanins <ince Lthe State
tax rate is so much lower,

While all existing taxes on income af the Fed-
eral and State levels contain some diseriminatory
provisions, these recommendations will provide
substantial reliel from the existing legislation.
The only wlternative aside from complete elimina-
tion of the tax (which is unsatisfactory with re-
spect to revenue requirvements) s o fox o all in-
come af « loweer level, "This is not recommended
for other reasons as discussed in the section on
the personal income tax.

\ Tax

ter. Tt applies, for the most part, to property that
does not change hands {requently.

This Commission recommends the conveyance
{ax rate be increased from $1.10 per thousand

dollars to {otal sales price to $10.00 per ihousand

dollars of total sates price (1%). Local govern-
ments would retain the present $1.10 and forward
the balance to the State. This will produce an cxti-
mated total revenue of $18 million at the Statle
level.

The proposed rale is substantially higher than
that imposed by most of the  other 36 stafes with
a real estate convevance tax. However, the Com-
mission does not feel that the proposed rate is
onerous in view of the continuing trend of rapidly
increasing real estate values.

Personal Income Tax

A Connecticut personal income tax was recom-
mended by the Connecticut State Revenue Task
Force in its February 11, 1971 Report and by the
Governor’s Strike Force for Full Emplovment in
1971. The Task Force recommended a 209 sur-
charge tax on Federal income tax liability (piggy-
back tax). It was designed to raise approximately
3400 million based on 1970 estimates of personal
income,

The Strike Force recommendation was a pro-
portional tax at 3%z on adjustéd gross income, to
raise $385 million based on a 1971 estimate of per-
sonal income. The Strike Force recommended a
tax on Federal adjusted gross income with limited
adjustments and with a $1,000 personal exemption
for each taxpaver and dependent for simplicity of
administration and the ability of every taxpayer
to easily calculate his own tax,
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Inth the Revenue Task Foree and the Strike
Faree felt it was necessary to recommend o por-
sonal income tax in order to achieve the revenues
needed Dy the State government. Both Commis-
sians designed a tax maodel Lo be responsive to a
minimum of 107 incremental expenditures each

vear. Both Commissions felt that the additional

revenues from the personal income tax were nee-
essary inorder to make any measure of tax reform
possible and in order o relieve existing inequities
and special burdens on certain taxpaver classes,

The attitude of the Revenue Tosk Foree towards

a personal income tax is set forth on page 22 of-

its Report:

“Therefore, there being no other acceptable
means for raising the required revenue, it is
~with regret and o sense of nostalgia that the
Tasli Force reports that it has ne choice but to
recommend the adoption of a personal income
tax tfor Connecticut.”

As shown in the section on Projected Expendi- .

tures, Vol 1, Part C, the Commission antici-
pates that ‘State expenditures will increase only
5% a vear through FY 'T7. In view of this esti-
male the Commission is of the opinion that a new
tax is not necessary to raise sufficient revenues
for presenl and projected Stafe spending. In ad-
dition the Commission believes there are other
percuasive reasons for not imposing an individual
income tax on Connecticut:’

L. The questions of “elasticity” and “progres-
sive-regressive-proportional” aspects of a state’s
tax strueture have been discussed elsewhere in
the Report. The Commission is of the opinion that
an overall proportional structure is created by the

balanced program it recommends, without an in-

dividual income tax.

2., There is no merit {o the argument that Con-
necticut should have a personal income tax,
whether it needs it or not, just because 10 other
states have one. We are not aware that other
states have mitigated recurring problems con-
cerning. revenues and expenditures by enacting
individual income taxes, or that Connecticut’s
problenis have been more severe without such a
tax.

%, 'The Commission is concerned that imposing

S new tax would open up another source of reve-

nue which could lead to unnecessary spending
with, at the most, temporary rate reductions in
other types of tases, Higinteresting to note that
in 1970-T1 7 states increased their sales tax rates,
while 17 increased personal income tax rales.

4. A personal income {ax-could have an adverse
effect fo Connecticut on business location deci-
stons, Volume 111, Parl B. discusses husiness tax-
ation in Connecticut and presents a program de-
signed to promote husiness activity in the State,
with related increased employment. Absence of
a State individual income tax is a positive factor
to corporate officials in making location decisions,

5. Many Connecticut taxpayvers have been sub-
jected to increased taxes on their earnings in
1972 through increased Social Securily payments,
Further inereases are scheduled for 1978 and

1974,

6. The majority of the State's citizens do nob
want an personal income tax, This has been dem-
onstrated by their immediate and forceful reaction
to the Legislature’s attempt to impose such a tax
in 1971, Members of the General Assembly were
quick to realize the strength of this reaction by
immediately repealing the tax. Public opinion
polls in the State have reaffirmed this view of

public opinion.

The Commission  held four public hearings
throughout the State, at which a number of ad-
vocates of an individual income tax in Connecticut
appeared and testified. Many of these advocates

‘proposed  special tax relief for interests which

they represented requiring additional new revenue
sources; others proposed individual rate structures
that would have excluded or provided minimal
taxes for the most part for the groups they rep-
resented.- However, the most nunerous of those
attending the hearings advocated fiscal responsi-
bility in spending without new or increased taxes,
and spoke as individuals. The Commission con-
sidered opinions expressed at the public hearings
along with the other factors discussed here.

For the reasons discussed ahove, the Commis-
sion recommends that an individual income tax
not be imposed on Cennecticut taxpayers,
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Bureau of Labor Statistics, Bulletin 1570-5 (1969).

T Repairs and alterations, printing, photography, laun-
dry, dry cleaning, barber and benuty shop services, and
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PART B

Tax Reform For Business
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Introduction: Objectives of

The benefits ¢ econonic activity and growth
accerue to all through increased employvment. Gov-
ernnment services are supported by taxes which

are paid from the rewards of private productive

aconomic activity, rewards derived from the em-
ployment of economic resources, Business activity
provides this employment. Every effort, there-
fore, must be made {o insure maximum employ-
ment through the maintenance of a favorable en-
vironment for the location of new industry in
Connecticut and the expansion of existing invest-
ment and job opportunities in Connecticut’s busi-
ness sector,

Business tax reform may easily have as many
meanings as there are reformers, This is particu-
larly true in the absence of agreement on the ob-
jectives of State-local business taxation; but even
if agreement could be achieved, there would be
dilferences among reasonable and informed ob-
servers as to how these objectives might be maxi-
mized. Thus, although the Commission’s specific
program for Connecticut business tax reform may
not meet with universal approval, it is designed
to resolve the most serious major issues,

Connecticut must have a tax structure which
will assure a healthy State economy characterized
by high empleyment and income levels that come
from the attraction, retention, and expansion of
business and industry in the State, and a tax
structure which meets the revenue needs of State
and local governments. It is incumbent upon the
State, therefore, to provide such a c¢limate by in-
siving the economic growth of its business and

yo—

State-Local Business Taxation

industry which provide 8677 of wi jobs in the
State and are vital to the Stute economy,

Corporations faced with what they regard as a
burdensome tax structuve in one state where it
maintains a facility may shift much if not alt of
those facilities to another corporate installation
located in a state with a more favorable tax strue-
ture. Such relocalion resulis in loss of revenue
and jobs within the siate,

Connecticut husiness has, on balance, been
moving out. :

Manufacturing employment in Connecticut dur-
ing the period since 1960 has declined 1.6% while
on the national level it has increased 10.8%.

Had Connecticut maintained its growth at the
national rate it would have meant a 50,000 in=™
crease in manufacturing jobhs over our present .
level and due to the multiple effeet (creation of
additional jobs in construction, retail, service,
and government) an overall increase of over
100,000 jobs. '

Connecticut for many years ranked number
one in the nation in the percentage of manufac-
turing jobs to total employment. In the past three
vears our ranking has dropped to number five
and has every indication of going lower. The
blame does not rest solely on the reduction in
government spending and defense goods, but in-
cludes the departure or liquidation of some of our
plants. It is less costly, in {ax terms, for com-
panies to operate in some of our neighboring
states than it is in Connecticut.

Summary of Findings and Recommendations

General Findings

The tax structure i Conmecticut is frequently
not competitive with that of other states, resulting
i many location decisions being adverse to «
Connecticut location.

Certain changes are necessary in Connecticut’s
taxation of business to assist in providing the

12

elimate necessary to (1) encourage existing busi-
nesses to expund within the State rather than
looking elsewhere, (2) mitigate factors encowray-
ing business to move from the State, and (3)
attract new business from without the State. -

Significant taxation occurs.at the time of in-
vestment i Connecticut, acting as « negative
factor in attracting investments into the Stuate.
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Specific Findings and Recommendations

Sales Tax on Machirery and Equipment

Finding: The sales tax on manifactwrors’ and
farming muchinery and equipment is @ deterrent
lo investment and showld be eliminated.

Recommendation: 7This tax showld be elimi-
nated in two stages: « 50% reduction effective
July 1, 1973, and the balance eliminated July 1,
19786.

Tangible Personal Property Tax

Iinding: Taxes on tangible personal property
of businesses ure a substantial deterrent to ex-

punsion of business within Connecticut. The levy,

in taxing investment instead of profitability of
the Dbusiness, also discowrages capansion and
modernization of facilities, and the manufactur-
g and manteining of inventories within the
Stute.

Recommendation: New purchases of manufac-
turers’ machinery and equipment, furniture and
fixtures, und all other personal property cxcept
motor vehicles, rolling stock of contractors, air-
‘planes, and the personal property of public service
companiest showld be cxempt from the personal
property tax.

Corporate Business T'ax on Income

Finding: While Connecticut’s corporate incone
tax rates amony the highest of all states, the
Commission does not consider it necessary to re-
duce the rate to remain competitive 1with other
states, in view of the balunce established by other
proposals. However, it is necessary that the State
laiw be changed in certain respects.

Recommendations:

It is recommended that the Connecticut corpe-
ration net income tax be amended to conform to
the Federal law in permitting the carry forward
of operating and capital losses. The current pro-
hibition in the Connecticut statutes on the carry-
back of certain losses should be continued.

It is recommended that the Connecticut cor-
poration net income tax be amended to conform
to the Federal luw in permitting the filing of
consolidated taxr returns where such returns are
fled for Federal purposes.

13

it s recommendeed that the curvent plase-out
program for the deduction of interest paid from
taxable income be continwed to its programmed
elimination in 197G for finaneiel institutions and
1974 for other corporations.

It is recommended that the alfernative 5 mill
tax on capital and debt be replaced by a mininiem
alternative franchise tex  measwred by isswed
and outstanding corporale shares; the present
minimune allernative tax applicable to investment
funds, banks. and other finuncial corporalions,
and the $45 minmeent charge wowld be reteined.
An o immediate study of wiother form of ulterna-
Flee minimunt tar for financiad iastitidions is
recommended.

The Insurance Industry

Finding: The Legisiature has recognized thai
domestic fnsurance compunies have been subject
to diseriminutory taxes and has provided for
elimination of the tax on dividends and inlerest
and for an adjustment of the tax rule on insur-
ance premiums.,

Recommendation :

It is recommended that (nswraince companies
be made subject to the corporation net income
tax provisions of the Connecticut corporation
business tax.

Recommendation:

Paymenls to local government by the State in
liew of property taxes on manufacturers’ or mer-
chants’ inventories should be climinated wpon ine-
plementation of the recommendations for uniform
assessments «s contained in Part C, Volume 1.
(See also Part 4, Volume Il for analysis of im-
pact on certain communities.) The prpjected year
for full implementation of the assessment reforms
s FY 1976.

Payments in liew of property tuxes on new
purchases of manufecturers’ machinery and
equipment and other calegories recommended for
cxemption are not provided for beceuse the Com-
mission’s analysis of overall revenue to local
government indicates an increase each year
over the four-year period 1974-77, and conse-
quently, grants in liew .of tazes will 120t be re-.
quired. (See Part A, Volume II, for summary
analysis of the total impact of the Commisston’s
program for local government.)
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The Current Tax Situation: An Overview

The major taxes currently paid by business in
Connecticut wre the local property taxes (on land,
buildings, machinery, equipment, tools, and other
personalty), the State’s corporation business tax,
insurance and utility company taxes, and the sales
or use tax on business purchases. Some $620
million of State-local tax receipts is attributable
to these sources (exclusive of motor fuels, li-
censes, and unemployment compensation taxes),
or $570 per non-agricultural employee in the State
per vear! Of this sum, approximately two-thirds,
about $450 million, represents taxes that do not
vary with output or income in the short run, but
rather represent a more or less fixed cost to the
operation. To businessmen concerned with “break-
even” points, such costs require increased sales
volume before those “break-even” points can be
achieved.

Taxes are a cost of doing business, and today’s
hard-pressed corporate managers must take them
into account when planning expansion, locating
new facilities, or relocating present facilities,
While many other factors impinge on the choice

of location for a business, tax costs (considerably

higher in Connecticut than in many other states)
can-influence many decisions to locate out of State.
Perhaps equally important to the level of busi-
ness taxes is the structure of business taxation.
Where differences in form rather than substance
are permitted to influence tax liabilities, adverse
reactions to these liabilities are particularly
intense.

Any examination of business taxation in Con-
necticut requires attention to practices in other
states, particularly those which are. considered
closely competitive. What objective evidence ex-
ists points to the ‘conclusion that business and
industry in Connecticut are subject to heavier
taxation than in competing locations. In a recent
report published by the Federal Reserve Bank
of Boston, Connecticut was included among the
“highest tax” states for representative manufac-
turing firms in the Northeast.?®

While it is popular for legislatures and the
general populace to shift tax burdens to business
and industry, the result can lead to loss of indus-
try and jobs. It is an absolute fact that many
businesses are free to choose where they locate
and their managements are considered derelict
when. they choose to stay in « costly environment
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when other satisfactory choices are arvailible. 1t
is important, therefore, that we in Conmnecticut
provide at a minimum, a neutral tax climate. one
which makes taxes neither high nor low with
respect to competing states.

Although the current status of Connecticut
State-local taxation is impoertant, perhaps & more
relevant consideration from the point of view of
long-range investment planning is 1recent trends
in the level of business taxation. According to
data compiled by the TFederal Advisory Commis-
sion on Intergovernmentnl‘ Relations (ACIR),
business tax pavments of all states and localities
rose from $9.8 billion to $17.9 bhillion over the
10 vear period, 1957-67.' Despite this impres-
sive increase in absclute business tax liabilities,
the relative relignce on the business sector for
State-local tax vevenues declined from 34.2 to
29.3% . Table B-1 gives the relationship of State-
local taxes paid by Dusiness to total State-local
taxes, by state for the vears 1957, 1962, and 1967,

In 1957, State and local governments in Con-
necticut called upon the business sector to pro-
vide an estimated 32.6%¢ of their total tax revenue.
Ten years later, the figure was 31.4%, a 3.7%
declirte. In confrast, the all-State average per-
centage decline in relative fiscal importance over
the same period was 13.65+. Forty states listed
percentage reductions in business taxes in excess
of Connecticut’s. Included among these 40 states
with their corresponding percentage reductions
are New York {11.6), Rhode Island (14.8),
Massachusetts (21.1), Pennsylvania (26.2), and
New Jersey (29.7). In a word, all states in fairly
close proximity to Connecticut in terms of com-
parable locational characteristics recorded sub-
stantially higher reductions in their reliunce on
the business sector. for the support of state-local
services. )

Table B-2 shows the 1968, 1970, and 1971
breakdown of business/total tax payments for
Connecticu‘é State tax payments only. On the
basis of this computation, for the most recent
year, the State of Connecticut ranked fourth from
the highest among the states in its relative. re-
Liance on business taxes. In a real sense, Con-
necticut ranked at or near the top, for the 3
states listed higher than Connecticut (Alaska
Louisiana, and Delaware) have unique business
tax situations. All have so-called “captive” audi-



TABLE B-1: Relationship_of State and Local Taxes With an Initial Impact on Business to

Total State and Local Taxes, by State, 1957, l‘)()....md 19711
(l)oll.u amounts in mlllmm)

) Total State and Jocal lux:-s ~ State and ]ocnl 2.1\("~ la\es on business as
STATES o y on_business e e of total taxes
1967 1962 1957 1967 1962 1957 1967 1962 1957 l:, )“h‘l‘gf’;j‘
United States $61,000.3 §41,554.2 $28,045.1 $17,853.4  SIBA2.9 § 97917 202 - 821 aL2  —13.6
Alabama 677.4 4367 318.4 154.6 106.7 . 828 22.8 24.4 26.0 —12.3
AMaska 85.8 HRK N/7A 23.5 16.1 N/A 27.4 30,7 N/A N/A
Arizona H23.7 $28.0 182.6 139.4 08.5 AT 26.6 30.0 32.7 —18.7
Arkansas 392.5 254.8 177.5 82.1 58.6 47.3 20.9 23.0 26.6 —21.4
California 7785.2  5,1420  3.304.0 22910 L6375 10827 807 218 828 — @
Colorado 677.7 4757 313.2 190.8 148.1 08.2 28.2 31 314 —-10.2
Connecticut 982.6 684.0 460.8 308.2 2343 150.4 31.4 34.3 32.6 — 3.7
Delaware 177.6 1123 58.6 51.2 34.3 16.3 28.8 30.5 27.8 + 3.6
Dist, of Col. 274.9 183.0 142.7 78.7 3h.0 44,3 28.6 30.1 31.0 — 7.7
Florida : 1,623.1 1,061.8 (63.3 416.0 330.3 214.9 25.6 311 32,4 —21.0
(ieorgin 1,025.0 6274 467.9 256.3 1674 118.7 25.0 26.7 254 — 1.6
Hawaii S00L5 174.8 N/A 48.0 30.1 N/A 16.0 15.3 N/A N/A
Idaho - 205.2 1364 99.8 62.2 16.0 34,4 303 33.7 3.5 —12.2
Iilinois 3,249.6 2,461.9 1,7238.7 804.2 683.4 516.4 24.7 27.8 30.0 —17.7
Indiana 1471.3 951.1 635.3 399.2 363.5 236.5 27.1 38.2 37.2 —27.2
Towa 918.9 6:38.3 487.6 170.0 139.9 96.8 18.5 21.9 19.9 — 7.0
Kansas 717.1 H18.6 367.4 185.7 149.3 109.3 25.9 28.8 29.7 —12.8
Kentucky 674.2 466.8 323.1 136.4 111.7 93.9 2.2 23.8 28.9 —30.1
Louisiana 958.8 655.1 497.2 488.8 3:48.9 238.8 51.0 53.3 48.0 + 6.3
Maine 253.2 197.¢ 10.0 63.4 51.6 40.5 25.0 26.2 28.9 —13.5
Maryland ) 1,172.4 713.8 460.2 291.9 189.3 132.3 24.9 26.5 287 . —132
Massachusetts 2,004.2 1,4229 1,014.9 530.5 440.6 341.2 26.5 31.0 33.6 —21.1
Michigran 2,715.2 1,896.2 1.319.9 8138.1 655.5 490.9 30.9 34.6 . 35.3 —12.5
Minnesota - 1,2566.4 868.6 597.9 409.3 3114 23%.6 32.6 35.9 39.7 —17.9
Mississippi 461.3 316.8 233.5 128.3 104.7 5.9 257.8 33.0 325 —14.5
Missouri 1,198.9 818.6 5561.2 285.9 219.7 158.0 23.8 26.8 28.7 —17.1
Montana 212.8 162.1 125.4 76.4 60.7 48.6 35.9 374 8.8 — 7.5
Ncbraska 389.6 270.7 200.1 771 58.2 46.5 19.8 21.5 23.2 —14.7
Nevada . 166.2 952 59.9 57.3 32.0 22.1 34.5 33.6 36 — 6.5
New Hampshire 176.9 125.5 86.6 45.1 35.1 27.5 25.5 28.0 31.8 —19.8
New Jersey 2,239.8 1,507.9 987.1 643.8 5614 402.7 28.7 37.2 40.8 —29.7
New Mexico . 271.8 187.2 127.6 86.7 68.3 35.7 31.9 36.5 28.0 +13.9
New York 8,423.6 5,451.5 3,711.6 2,617.2 1,755.1 1,305.0 31.1 322 35.2 —11.6
North Carolina 1,129.3 738.8 501.5 316.5 217.3 162.8 28.00 204 - 325 —13.8
North Dakota 178.4 134.9 107.8 40.7 3.7 25.0 22.8 23.5 23.2 — 1.7
Ohio 2,612.1 1,980.2 1,398.2 872.1 687.4 439.2 33.4 34.7 314 + 6.4
Oklahoma - 629.0 458.1 344.7 200.3 141.9 117.5 318 31.0 34.0 — 65
Oregon 631.3 - 4179 347.9 201.8 144.0 123.2 32.0 34.5 35.4 — 9.6
Pennsylvania 3,241.8 2,335.6 1,769.8 915.6 689.3 676.3 28.2 29.5 38.2 —26.2
Rhode Island 266.9 188.7 120.7 75.5 53.8 43.1 28.3 28.5 33.2 —14.8
South Carolina £10.8 330.6 244.8 147.3 89,2 69.6 28.8 27.0 28.4 + 14
South Dakota 204.5 152.2 112.2 38.6 294 20.8 18.9 - 193 18.5 + 2.2
Tennessee 820.7 528.3 402.8 210.4 143.8 106.8 25.6 27.2 265 -— 34
Texas 2,471.2 1,850.8 1,253.3 982.5 836.7 652.6 39.8 45.2 52.1 —23.6
Utah 209.6 205.1 136.3 86.9 69.1 52.1 29.0 387 38.2 —241
Vermont 133.9 92.1 64.5 32.2 24.1 17.3 24.0 26.2 26.8 —10.4
Virginia 1,070.7 623.5 423.0 285.0 213.5 157.5 26.6 34.2 37.2 —28.5
Washington . 1,108.6 759.6 511.8 313.9 225.0 156.4 28.3 29.6 30.6 — 7.5
West Virginia 400.4 306.4 218.9 145.1 110.6 90.8 36.2 36.1 41.5 —128
Wisconsin 1,517.6 - 974.6 706.6 407.6 291.1 250.5 26.9 29.9 35.5 —24.2
Wyoming 110.3 82.0 60.3 44.2 29.0 24.3 40.1 35.4 40.3 — 05

N/A Data not available.
1 Excluding unemployment compensation.

Source: Estimates prepared by ACIR staff from data published by the Governments Division, U. S. Bureau of the Census,
and U.S. Department of Agriculture.
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ences: Alaska and Louisiana have the extractive competition for business location has been sum-
industry, and Delaware has corporations simply marized as follows;
taking advantage of its corporation franchise
and incorporation law.

The relative decline in the importance of busi-

“This awareness of economic competitive effects
has become much more acute in recent years.
This is to be expected, for at least two reasons,

ness taxes can be attributed mainly to the con- First, the level of State and local taxes, relutive
certed effort by legislalors and policy-makers to the size of the nation’s economy, has increased
generally to create a favorable tax jmuge for sharply; tax ditferentinls which were inconse-

quential when the levels of taxation were low can
be of real consequence now. Second, the various
parts of the country have become more alike eco-

economic and industrial development. Whether
or not these attempts to maximize the attractive- -

ness to business of the State’s tax image have nomically and thus firms have a wider range of
“paid ofl” is a question of some debate.> But, few choice in their locational decisions. [n some cases,
would deny that unfavorable tax comparisons especinlly within metropolitun areas, tax differ-

and/or taxes that are widely disliked because of entials can be among the only significant diifer-
. ences.  Moreover, a government concerned for

their arbitrariness ‘und unfa_n'ness may present cconomic development finds that lax policy is
obstacles to economic expansion. : just about the only locational factor which local
The rationale behind the issues of interstate decision-makers can effeet.”s

Trends In The Connecticut Economy

The data presented in Tables B-3 to B-6 are economy since 1950. One of the most significant
designed to offer some insights, in terms of em- points to be noted is the fact that employment
ployment, on major trends in the Connecticut in Connecticut manufacturing (primarily in dura-

TABLE B-3: Employment in Counnecticut, 1971

Percent
Employment* Composition Change From
Industry N 000) Percent Prior Year

All Private Non-agricultural Industries 1,004.8 100.0 - 3.49
Contract Construction and Mining 55.3 : 5.5 - 8.32
Manufacturing 400.9 39.9 -10.05
Ordnance and Accessories 8.9 0.9 -11.88
Primary Metal Industries 22.6 ) 2.2 -11.37
Fabricated Metal Products 54.2 5.4 - 8.76
Machinery (Except Electrical) . 52.7 5.2 -14.45
Electrical Equipment and Supplies 40.6 4.0 -10.57
Transportation Equipment 76.3 7.6 -13.00
Instruments and Related Products 18.2 1.8 -14.18
Food and Kindred Products ) 13.2 1.3 - 8.38
Textile Mill Products . . 12.8 1.3 - 1.54
Apparel and Other Textile Products <134 1.3 - 0.75
Lumber and Furniture ) 6.3 0.6 - T - 597
Paper and Allied Products 8.0 0.8 -12.09
Printing and Publishing : 19,3 1.9 - 1.03
Chemicals and Allied Products 14.5 14 - 5.85
Rubber and Plastic Products . 15.5 1.5 -17.19
Transportation 26.5 2.6 - 2.57
Communications and Utilities : 26.6 2.6 - 2.57
/ Wholesale Trade ) 49.4 : 4.9 - 0.80
Retail Trade 176.5 17.6 . — 0.66
Finance, Insurance and Real Estate 76.6 7.6 3.51
. Insurance 44.2 _ 4.4 4.25
Insurance Carriers .39.0 3.9 5.98
Services : 193.1 19.2 : 4.66

*Excludes government employment.
Source: Connecticut Department of Labor, Employment Security Division.
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IAIH |‘ B-:). lmlu nf ((mn(‘(lu-ul Imlmll‘ al \w('l.lllmlmn. l‘)50-7|
]

ln(lnsln ]‘).)() l‘](‘ll Nﬁ.) Wh‘) 1970 1971
(Untn.ut C,rmsllll(,lllirl and \Ilnm;. 0.65 0.60 0,72 077 .80 0.82
Munufacturing ' £0 135 143 1.0 1.28 IR

Ordnance and Accessories 16,72 2,08 2,08 241 2.9 2.6h
Primary Metal Industries 1.50 1.0 1,14 1.08 . 108 1.06
Fabricated Metal Products : EA B Rl 297 2.8 2,40 2,34
Machinery (lixcept EFlectrical) 2.67 2.6 2,05 1.80 1.74 1.G9
Electrieal Equipment and Supplies 2,15 147 144 1.3 131 PPN}
Transpartation Equipment 1.06 a.61 2,84 2.62 . 2.70 2.51
Instruments and Related Products 3.05 271 2,56 2.69 2,A8 2,42
dewelry, Silverware, and Plated Ware 7.82 H.51 500 1.63 €418 ‘N/A
ffood and Kindred Troducts 0.38 0,42 0 0.44 0.4H 0.43
Textile Mill Products 1.50 0.04 0.87 0.78 0,74 0.77
Apparel and Other Textile Products 1.28 0.84 : 0.69 0.58 .54 0.57
Lumber and Furniture 0.21 0.32 0135 036 - 0.36 0.:45
Paper and Allied Products 0.81 0.7 0,72 0.73 072 0.67
Printing and Publishing 0.87 0.96 0.94 0.99 0.98 1.02
Chemicals and Allied I'roducts 074 0.01 0.80 0.76 0.82 0.82
Rubber and Plastic Products 2.79 243 201 1.60 1.60 1.55
Trangportation 0.49 0.51 , 0.54 0.55 (1L56 N/A
Communications and Ulilitics 0.77 0.82 0.81 0.82 (.84 N/A
Wholesale "Trade 0.59 0.63 064 070 0.73 0.74
Retail Trade 0.81 (.84 0,86 0.87 0.8% 0.90
Finance, Tnsurance, and Real Estate 1.08 1.1 1.08 1.08 1.12 1.16
Insurance 1.79 1.73 1.70 ' 1.74 1.79 N/A
Insurance Carriers 1.98 1.88 1.88 1.92 1,06 N/A
Services 0.80 0.85 0.85 0.87 . 0,88 0.93

Source: See Table B-A.

TABLE B-6: Privale Non-Agricultural Empioymcnl in Connecticnl as a Percent of Private
Nom-Agricaltural Employment in the U. S, by Industry, ]950-71

Inctustry : . 1950 1960 1965 1968 96‘) 1970 1971
All Private Non-agricultural Industries - ’ 1.79 1.79 1.81 1.82 1. 8 1.80 . 1.74
Contract Construction and Mining 1.17 1.24 - 1.30 1.35 1.38 1.44 1.43
Manuflacturing 2.49 242 241 2.40 2.34 2.30 2.15
_Ordnance and Accessories ) 29.67 3.64 3.76 4.14 4.20 4.17 4.61
Primary Metal Industries C 267 2.32 2.07 1.98 1.94 1.94 1.85
Fabricated Metal Products 5.55 423 4.11 4.08 4.17 4.30 4.07
Machinery (Except Electrical) 4.7 4,22 271 343 3.23 3.12 2.94
Ilectrical Equipment & Snpplies 3.84 2.62 2.60 2.51 2.41 2.36 2.27
Transportation Equipment 1.90 4.68 5.14 508 4.71 4.85 4.36
Tnstruments & Related Products ' 5.44 4.85 4.63 4.63 4.83 4.62 4.21
Jewelry, Silverware, & Plated Ware 13.94 9.86 9.19 8.05 8.27 7.50 N/A
Food & Kindred Products 0.69 075 079 0.80 0.80 0.81 0.75
Textile Mill Products 2.68 1.67 1.58 1.40 T 141 1.33 1.33
Apparel & Other Textile Products 2.29 i.50 1.24 1.07 1.03 0.97 0.98
Lumber & Furniturve 0.38 0.66 0.64 0.53 0.64 | 0.65 0.61
Paper & Allied Products 144 1.33 1.30 1.33 . 1.32 1.29 1.16
Printing & Publishing . 1.55 1.71 1.69 1.77 1.77 1.76 1.77
Chemicals & Allied Products 1.33 1.63 1.45 1.35 1.37 " 1.46 1.43
Rubber & Plastic Pxoductq 4.98 4.35 3.63 2.96 2.88 2388 2.66
Transportation 0.88 091 - 0.97 098 0.98 1.01" N/7A
Communications and Utilities : "1.38 147 1.47 150 1.48 1.50 N/A
Wholcsale Tyade 1.06 1.14 1.17 1.24 1.26 1.30 1.28
Retail Trade . . 1.45 - 1.50 1.56 1.56 1.67 1.60 1.56 -
Finance, Insurance, & Real Estate 1.92 1.99 1.96 198 - 1.94 2.0 2.02
Insurance ‘ 3.20 3.10 3.07 3.16 3.12 3.2 N/A
Insurance Carriers 3.53 3.87 3.39 349 3.45 3.52 N/A
Services 1.43 1.51 1.55 1.56 1.57 159  1.62
Source: See Table B-4. !
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ble goods manufacturing) has declined steadily
over the last decade in terms ol both. absolute
numbers and in terms ol its share of the national
total, This recduction has been cushioned some-
what by more than a doubling in the service-
oriented industries, particularly insurance.

The highlights of these employment trends can

be summarized as follows:

L. Private, non-agricultural emplovment in
Connecticut declined almost 4¢ Dhetween
1970 and 1971, Manufacturing in  total
recorded a 1047 reduction in jobs. Idvery
type of manulacturing. (except apparel and
textiles) contributed to the job losses. The
percentage reductions ranged from about
1% in printing and publishing to over 145
in the manufacture of machinery and
instruments.

The largest single percentage increase in
Connecticut private sector employment op-
portunities in 1971 over the prior year
was recorded by insurance companies —
%% (Table B-3). :

Only two private industrial sectors showed
increases in emplovment in 1971, and both
were in the service-related areas—finance,
insurance, and real estate and services
(business, professional, etc.) generally
(Table B-3),

2, The most recent Connecticut employment
data contlinue the trends begun as for hack
as 1950 namely, a gradual but consistent
reduction in the relianve on manufacturing
in the employment stracture of the State
and nation. In 1950, Connecticul manutac-
turing accounted for 5197 of all privale-
seclor emplovment: in 1971 less than 107
of Connecticut’s Inbor force was in manu-
facturing (Table B-4). Over the same peri-
od, Connecticut insurance companies in-
creased their relative sharve of total job
apportunities by 1177 —— a rate substantially
higher than that for the U.S. as a whole
(Table B-1).

3. As a measure of State industrial emphasis,
the index of Industrial Specialization is
computed as the ratio of percent of State
employment to percent of national employ-
ment.  Again, manufacturing is being re-
placed by financial services and particulariy
insurance as the major determinant of the
structure of the State’s cconomy. Tt has a
larger than pro-rata share of the industry
as a whole {Table B-3). Only manufactur-
ing and financial services are sectors of
State industrial specialization. All other
industries arve bhasically  local  market-
oriented (Table B-5).

Commission Program

General

The Commission l'eéogllizes that the Connecti-
cut economy is not realizing its full potential.
And while there is no necessary causal relation-
ship between tax levels and economic growth, and
no statistical association between the two has
been established, few would deny that unfavora-
ble tax comparisons present a hindrance to eco-
nomic expansion. Just how mueh may be gained
in the effort to arrest or reverse recent employ-
ment trends in the Connecticut economy through
reduction and structural reform in Connecticut’s
business taxes is uncertain; that an improvement
must come of such measures, however, is clear.

The recommendations are intended to place
Connecticut businesses on a competitive basis with

21

other states with lUke geographic and/or eco-
nomic environments, 1t is not the Commission’s
intent to recommend changes that will result
in Connecticut businesses being taxed “lower”
than those in competitive states. The nbiective
18 to present business with an equitable and stuble
tax structure, wwhich does not penalize tnvestment
within the State. .

It should be noted that while the Commission
has recommended an overall reduction of business
taxes in Connecticut, it has also rvecognized that
in specific areas Connecticut business should bear
an additional share of the State’s revenue hurden
and can do so without mitigating our stated
nhjectives. '

The ultimate success of the program will be
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measured by its ability to provide in Conneciicut
the opportunities for full employment, as well as
generating additivnal revenue to the State and
et governments by an expanded incdustrial base,
Investment Taxes

The major factors which cause Connectlicut
business tax structure Lo be uncempetitive with
its neighbors deal mainly with whal could be
called investment taxes. Specifically these include:

1. Personal Property Taees on Macelinery and
Plpeipment

20 Personal Property Tur on Inventories

3

G0 Sales Tux on Machinery and Foauipment

The wrea of greatest concern here s the
personal property tex, which is higher in Con-
necticut than in any other comparable State.
[For example, there is no tax on bhusiness person-
alty in New York and Pennsgylvania and relatively
minor amounts collected in the other New Eng-
land stutes. At its present level and anrual rate
of increase in Connecticut, it constitutes a mujor
obstacle and potential deterrent to capital invest-
ment. Despite its value 1o local units of govern-
ment as a revenue producer, the property tax on
machinery and equipment is opposed on grounds
of equity. In addition to the fact that equitable
and uniform assessments are unattainable, the
impact of the tax bears no relation to the volume
or profitability of business. In pursuit of its ob-
jective to distribute more of the burden of husi-
ness taxes from costs to profits and from taxes
that impede progréss and exparsion particulariy
of industrial activity, the Comimission recommends
immediate repeal of the local property tax on new
purchases of machinery and equipment, furniture
and fixtures, and all other personal property ex-
cept motor vehicles, rolling stock of contractors,
airplanes, .and the personal property of public
service companies.

The revenue loss experienced by the local units
of government from repeal of the local tax on
machinery, equipment, and other business per-
sonal property will be an estimated $7 million
the first year with a $7 million annual increase
during the 10 years of implementation. The
Commission recognizes the difficulties associated
with the revenue loss to local units, but it believes
the positive effects of the whole Commission re-
form package, including recommending increased
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assistance to these wnits, will more than comypen-
sate for the loss”

The tax on inventories is currvently in the pro-
cess of heing phased out (I 1976 for manuface-
turers and by 1982 for retailers and wholesalers).
The Commission recommends the continuance of

this plhase-out program.

Connecticut also presently imposes a 790 'pen-
alty™ excise on the purchase and use of numuliace-
turing and  farming machinery and equipment
in the State in the form of the retail sales tax.
The Commission ¢an find no justitication either in
the underlving rationnle of the sales tax or in
the revenue gained from extending the sales tax
to the purchuse by business of machinery and
cquipment to warrant continuation of the present
practice. 1t too represents an additional “fixed”
investment cost that must be borne by industry
cven before productive operations hegin,

Since this tax has a parviicularly inhibiting ef-
feet. on capital investment decisions within the
State and represents a  deterrent to business
growth and increased employvment, the Commis-
sion recommends its repeal. To reduce the initial
revenue loss impact it is recommended that this
repeal be effected in two siages: 50%, reduction
effective July 1, 1973, and the balance effectively
eliminated by July 1, 1976,

Corporate Business Tax on Income
|

Connecticut’s corporate net income tax rates
among the highest among-the states. The Com-
nmission does not consider it necessary,. however,
to reduce the tax rate to remain competitive with
other states, in view of the balance established
by its other recommendations.

It is recommended that business be permitted
to carry forward operating and capital losses
against future profits. The carryforward periods
would conform to the Federal law. While Federal
law also permits the carryback of certain losses,
the Commission feels that the *“predictability” re-
quirement for State.revenues mitigates against
adoption of the carrybacks for State purposes.
The Commission Tecommends that consolidated
corporate income tax returns should be permitted
by Connecticut if they are filed- for Federal tax
purposes, and if they follow the Federal consoli-
dated return rules. In today's expanding multiple
corporation environment, the necessity of prepar-
ing and filing muitiple income tax returns for dif-
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ferent companies operating in fact as a single
economic entity has become a substantial adminis-
trative burden.

In addition to placing Connecticut corporations
on a more equally competitive basis, the adoption
of these recommendations should specifically en-
courage new location decisions — new businesses
often operate at a loss in initial periods and are
understandably discouraged by the prospect of
paying taxes on profits of one year but receiving

no recognition of losses of another year. It is

necessary -to provide for this averaging of earn-
ings-in cyeclical situations.

Deduction For Interest Paid

Connecticut corporations are also burdened by
a provision unique in state income tax laws — the
disallowance as a business expense of a deduction
of part of the interest paid. The Legislature has
recognized the discriminatory nature of the pro-
vision by providing for its elimination as to cor-
porations other than banks in 1974 and financial
institutions in 1976 through graduated stages.

While acknowledging the present and continu-
ing unfairness of this rule in denying a deduction
for a specific and necessary business expense, the
Commission is not recommending a change in the
scheduled phase-out periods due to their short
durations. The Commission recommends, how-
ever, that this phase-out period not be lengthened.

Minimum Alternative Tax

Connecticut’s minimum alternative 4 mill capi-
tal tax applies where the amount calculated ex-
ceeds the normal corporate net income tax lia-
bility. The minimum alternative base for compu-
tation purposes includes both net worth (capital)
of a corporation and its debt. Thus, the tax ad-
versely affects those corporations which, if they
are to expand their- operations, must borrow out-
side capital, and/or those corporations in a loss
position (often in the initial years of operations).
No other state has such a burdensome tax. For
these reasons the Commission is recommending
that the minimum alternative tax be repealed.

The Commission believes, however, that all cor-
porations doing business within the State should

- pay a minimum tax for the privilege of doing

business and for the use of State services. I,
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therefore, recommends the adoption of an alterna-
tive franchise tax along the lines of the Delaware
statute, based on issued and outstanding shares.
The tax would apply only if the liability exceeded
the corporate net income tax. The rate schedule
would be substantially lower than the present
alternative tax on capital and debt and would thus
minimize its inequitable and discriminatory fea-
tures. The range of the tax would vary from a
minimum of $45 to approximately $100.000 for
the largest corporations operating in the State.

The Commission recommendation does not ap-
ply to the minimum alternative tax calculation of
two specialized industries. First. investment
funds which are given special status under the
US. Internal Revenue Code are provided limita-
tions under present Connecticut law which should
not be disturbed. Other states, recognizing the
unique status of these invesiment funds, also pro-
vide special limitations. Secondly, banks and
other financial corporations (as defined in Sec.
12-219, General Statutes), are liable for an alter-
native revenue based on interest and dividends
paid or credited. '

We have been furnished information that this
alternative tax may create substantial adverse
financial effects on many savings institutions with-
in the immediate future. As discussed subse-
quently. under “Areas for Additional Study” the
Commission recommends immediate review of
special industries as to possible tax inequities —
financial corporations are specifically mentioned in
this regard. This problem, in particular, would
appear wrgent enough for the Legislature to
address at the next session. Possible approaches
to the minimum alternative tax include a reduc-
tion from the present rate or a calculation of
the tax based on net worth of financial insti-
tutions. :

Insnrance Companies — Physe-Out of
Interest and Dividends Tax

Domestic insurance companies have been sub-
ject to two taxes which discriminate against do-
mestic insurance companies: a 314% tax on in-
terest and dividends which is scheduled to be re-
duced to 234% on July 1, 1973 and to expire on
December 31, 1973, and a tax on insurance pre-
miums of 14 to %4.% higher than the 2% paid by
out-of-state insurance carriers on Connecticut
business; the premium tax is due to be equalized
on all net limit premiums at the 2% rate on July



1, 1973. The Commission has noted the tendency
of some Connecticut insurance companies to lo-
cale facilities and home office operations in other

states and to form subsidiaries domiciled in other -

states. In order to encourage Connecticut insur-
ance companies to-expand in Connecticut and to
provide jobs for Connecticyt citizens, the Com-
mission favors the existing legislation which pro-
vides that the interest and dividend {ax shall ex-
pire after December 31, 1473 and the premium
1ax for domestic and foreign insurance companies
will be equalized at 2% on July 1, 1973.°

Insurance Industry Under Corporate
Income Tax

There is presently no provision for income tax-
ation of insurance companies after the elimina-
tion of the interest and dividend tax in 1973.

It is recommended that insurance companies
be made subject to the corporation net income
tax provisions of the Connecticut corporation
business tax and, for the reasons set forth above,
taxes which discriminate against domestic insur-
ance companies be avoided in the future.

Summary of Business Tax Reforms

The Commission’s specific tax recommenda-
tions in the initial years of enactment would re-
sult in the following increases and decreases in

tax burdens on business {(on an annual basis) as
compared with its tax burdens under the taxes
currently (1972) in effect:

Recommended Tax Change

Annual Increase {4) or Decrease (—)
In Tax Liability (in millions}

Change at local level
Personal Property Tax

Initial reduction of tax on new manufacturing

and farming machinery and eqUIPIMeENt ....ccieuiiiiiiiiiiciiicier et s e —3 7.0
Change at State level ,
Corporation Business Tax -
Full use of Federal loss carryforward and use of Federal consolidated returns ............ — 3.0
Repeal minimum alternative capital tax ......civeiiiiiie s s — 10.0
Adopt minimum alternative franchise tax ... iee e 4+ 5.0
Impose net income tax on insSurance COMPANIES ......oivieeeiiiieeeeie et e e e + 7.0
Sale and Use Tax ' 4
Initial reduction of tax on purchases of machinery and equipment to 50% (assuming
TG0 TALE) ettt ettt et et e e e eee e e e e e st et e e s e e e st et etaen s rbe et aetnrreaens — 20.0
Total Net Change At STAtE LEVEl .....c.ooooireiiiireeee et e e et e te e s ee et te s sereaeeesresetee e veaeeesan —3$21.0

Areas For Additional Study

The Commission’s business tax reform program
does not purport to have treated the subject of
Connecticut State-local business taxation exhaus-
tively; however, it is believed the program will
succeed in pursuing a reasonable pattern for re-
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vision in line with the Commission's guiding prin-
ciples. The application of these principles to areas
not specifically dealt with directly.should be clear.
Any further revision must be tested against the
following standards:



1. Do they develop the incentives and condi-
tions for the expansion of economic activity
in the State, and do they maintain a com-

" petitive position with respect to other
States, to retain and attract economically
desirable enterprises that have freedom of
choice as to where they will locate?

S

Do they fairly allocate the tax responsibility
between business and individuals?

3. Do ti1ey meet the test of efficient adminis-
tration and effective enforcement?

The Commission has compiled information and
has heard testimony as to Connecticut’s taxation
of many special industries. However, it has de-
cided not to recommend special consideration for
these industries at this time. One of the reasons
is that the general business tax relief recommend-
ed in the report will be of assistance to all Con-
necticut industries. The Commission recognizes

that discriminatory tax provisions affect certain _

industries and may have an adverse effect on the
economic well being of the State. But, taxes im-
posed on special industries often reflect non-rev-
enue objectives which must be considered apart
from the tax aspects. The Commission hopes that
thorough studies can be made in the near future
and appropriate action taken, where it is equitable
from the standpoint of the State’s business tax
goals, . -

Three industries for which intensive studies
would appear necessary and appropriate are
banks, utilities, and transportation:

Financial Corporations—A study of the relative
tax burden of this Connecticut industry is par-
ticularly difficult because of (1) the different ways
in which the various states tax banks, and (2) the
differential effects of Connecticut’s rules on com-
mercial banks, mutual savings banks and savings
and loan associations. In addition, the historical
and competitive differences of these three major
segments of the financial industry appear to be in
a period of substantial changes which should prob-
ably have a significant impact on the design of
any new tax program. As previously noted, the
“interest add-back” feature of Connecticut’s cor-
porate income tax law is phasing out, with obvious
favorable implications for banking institutions.

Public Utilities — Connecticut utilities are cur-
rently subject to the corporate income tax and a
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gross earnings tax; in addition, the consumer in
some instances pays the regular 7% sales tax on
utilities services. The gross receipts tax, while
paid by the utility, is in effect passed on to the
consumer, and when added to the retail sales tax,
often results in a “sales” tax of 12% or 139,
While many other states tax utilities in the same
manner (i.e., corporate income tax, gross receipts
tax and sales tax) the 126z or 139% levels appear
to be high when compared to other states.

Transportation — Certain segments of the
transportation industry (which includes air, bus,
train, truck, water transport, etc.) have varied and
serious problems, of which tax burdens are only
one element. The day-to-day crisis involving com-
muter services of railways and bus companies is
only one example. Again, any tax study must in-
corporate many non-tax issues as to each segment
of industry. It should be noted, however, that an
adequate transportation system and competitive
freight rates do play an important part in the
economic well-being of Connecticut;

Unincorporated Business — The Commission
recognizes that an inequality of tax treatment
currently exists between incorporated and unin-
corporated businesses (o1 their owners) in Con-
necticut. Since corporations are subject to the
Connecticut business tax, unincorporated firms
free from a comparable cost gain a competitive
advantage. Although the primary issue in re-
viewing the question of an unincorporated busi-
ness tax for Connecticut is equality or impartiali-
ty of tax treatment, administrative and compli-
ance considerations are particularly significant,
Only three major sub-national government units
impose a net income tax on unincorporated busi-
nesses (the State and City of New York and the
District of Columbia) and these with varying de-
grees of success. In all three cases, either selected
or all professions are excluded from the tax. More-
over, in practice, because of the vagueness of the
term “profession,” virtually all personal service

-enterprises are not on the tax rolls. Finally, to

accommodate small husinesses, a specific dollar
exemption is normally granted. In sum, experi-
ence elJsewhere with unincorporated business taxes
does not provide much insight for a serious con-
sideration of this important issue. Though in-
tended to remove one inequality, the tax has fre-
quently generated other discriminatory effects,
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with little offset in the way of revenues, These
and related problems need to be carefully explored

before recommendations can he made, As in
other areas, simultaneous achievement of the

major objectives of business tax policy are often
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in conflict, in the sense that movement in the di-
rection of one means that another will be achieved
less adequately, if at all. The appropriate assign-
ment of priorities to each of these objectives
comes only after intensive review and evaluation.
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APPENDIX

Dissent of Robert O. Harvey

The Commission recommends for non-financial

corporations the replacement of the minimum al--
ternative four mill tax on capital with a minimum

alternative franchise tax measured by authorized
corporate shares. The Commission has not pro-
posed an alternative plan for commercial banks.
savings banks, and savings and loan associations.
The Commission has, however, urged the legisla-
ture to revise the present minimum alternative
tax for financial institutions and to do so as
quickly as possible,

Financial institutions have not yet been called
upon to pay the minimum alternative tax. How-
ever, impending national regulatory changes will
alter the competitive positions among commercial
banks, savings banks, and savings and loan asso-
ciations so that the savings institutions will have
a higher probability of paying the minimum
alternative tax. The present minimum alternative
tax is less serious for commercial banks than for
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savings banks and savings and loan associations
because of the vastly greater profitability of com-

~mercial banks.

Jf financial institutions were in a position to
have to pay the present alternative tax, they

(especially savings banks and savings and loan

associations) would be subjected to substantial
reductions in net worth. It is estimated that a
savings and loan association with no net income
subject to the state corporate income tax would,
under the present formula, pay a tax amounting
to 25%9-3314 % of its surplus and undivided profits,
the only unencumbered accounts to which the tax
could be charged. The tax, if operative, would re-
sult in serious impairment of the financial insti-
tutions affected and conceivably result in their
demise. .

The matter is of such seriousness and urgency
that 1T dissent from the Commission’s not advo-
cating a specific alternative to the present tax.
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FOOTNOTES TO PART B

1 As defined in Sec. 16-7, Connecticut General Statutes,

2 Computed from data provided by Connecticut Depart-
ment of Labor and Tax Department.

3James W, Wightman, The Impuact of State and Locul
Fiseal Policies on Redevelopment Aveas in the Northeust,
Federal Reserve Bank of Boston, Research Report No. 40
(March, 1968), Chapter V and Appendix B.

4 ACIR, State-Local Finances: Significant Features and
Suggested Legislation (Washington: U.S. Government
Printing Office, 1972).
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5 John F. Due, “Studies of State-Local Tax Influences on
Location of Industry,” Nativual Tux Jowrnal (June, 1961).

6 Dick Netzer, “Federal Grants and State Revenues,”
National Municipal League, National Conf{erence on Gov-
ernment (Boston, November, 1965). '

T See Volume I, P'art 1D, for summary of the fiscal effect
of the Comunission’s program.



PART C

Procedural Refbrm




Introduction

Until now, there has never been an attempt
made to examine all Connecticut’s substantive and
procedural tax provigions. Other parts of this
Report recommend major policy changes in the
substantive tax laws of Connectijcut.' The study
upon which this part of the Report is hased. be-
sides covering tax procedure and administration,
also examined the organization of Connecticut’s
tax laws, ’

The administrative and procedural tax statutes
are confusing. contradictory, and instead of being
improved by the newly enacted Administrative
Procedure Act, were made worse by it. Taxpayers’
rights of appeal, both within the Tax Department
and in the courts, are confusing and difficult to
follow. The ability of the State Tax Commissioner
to collect taxes to which Connecticut is legally
entitled is seriously impaired by unsatisfactory
lien powers.

Connecticut’s tax system could be made to
function more efliciently and fairly. 1t should be
redesigned so that more of the taxes to which the
State is legally entitled could be collected at a
lower cost. In addition, clear procedures should
be established for taxpayers to have mrompt and
inexpensive opportunities to he heard when they '
disagree with the application of the tax iaw to
their particular situation.

The necessary reforms to accomplish these im-
provements include collecting all tax statutes into
Title 12 and reorganizing them into a Connecticut
Revenue Code, eliminating conflicting provisions,
providing for clear, informal and simple appellate
procedures, appointing a Chief Counsel in the
Tax Department to handle all of its legal work,
and creating a Tax Policy and Advisory Group
to be available on a continuing basis to make
recommendations to the Legislature for future
changes in the State’s tax structure.

Findings

1. Deficient Tax Procedure—Uniform Admin-
istrative Procedure Act.

The Commission finds that the administration
and collection of most Connecticut taxes is ham-
pered by poorly orgamized and drafted statutes,
combined with outmoded and conflicting proce-
dure. As each tax was enacted, it was accom-
panied by a new and often unique set of proce-
dural rules: ‘They dealt with assessment, admin-
istrative and judicial appeals, enforcement, liens,
and penalties. The provisions, especially those
dealing with taxpayers’ rights of appeal, are
sometimes incomplete and confusing. Courts have,
however, required strict compliance with their
terms. This leads to potential inequities in tax-
payer appeals.

If papers filed in an appeal from 2 decision of
the Tax Commissioner do not conform with the
statutes, and are therefore declared improper by
the court, the taxpayer’s time to appeal may have
expired. The courts have held in such cases that
he has no further right of appeal. There have
been unfortunate instances were technical defects
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in an appeal, often caused by vague statutory
provisions, deprived a taxpayer of the opportunity
for a hearing of his appeal on its merits.

The Commission finds that these conflicts and
inconsistencies were not adequately resolved by
the newly adopted Uniform Administrative Pro-
cedure Act* This Act was designed to provide a
single procedure for appeal from any adminis-
trative decision, but it has created even more
confusion. The Act does not clearly indicate
whether existing procedural provisions were re-
pealed. Its passage was followed by reenactment
of specific State tax statutes. These included cer-
tain procedural provisions inconsistent with the
Administrative Procedure Act.

2. Inadequate Lien Rights.

The Commission finds that the State Tax Com-
missioner is hampered in collecting delinquent
State - tazes, because of inadequate lien rights.
The State of Connecticut has no lien rights for
the collection of cigarette, gasoline, special fuel,
motor carrier road, admissions, and club dues
taxes. Where lien rights do exist, in most in-
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stances they attach only to real estate and in
practice are not an efl'ective medns of collecting
delinquent taxes.

This antiquated system of lien rights places
Connecticut far behind other states in protecting
its vested interest in collecting overdue or delin-
quent taxes. See Appendix A for a Summary of
Liens for State Taxes in Connecticut.

3. Death taxes.

The Commission finds thut the only exceptions
to deficient administrative procedural provisions
are the succession and estate taxes. Major changes
in their procedure were recently enacted.? Accel-
erated filing and payment provisions affect estates
of persons dying after July 1, 1971, while the

procedural reforms are applicable to the collection -

- of these taxes from eslates of persons dying after

December 31, 1971,

The changes have not been in force long enough
to determine how effecetive they will be. But the

revisions were carefully considered by the State

Tax Commissioner. the 'l"l-nlmte Assembly. mem-
bers of the Bar, and the banks. Theyv are expected
to make death tax collection and administration
more efficient, overcoming problems thal previ-
ously existed. Nevertheless. there is still some
uncertainty as to applicable procedure, since the
Administrative Procedure Act appears to apply
to all State tax proceedings, and its provisions
are inconsistent with the newly adopted succes-
sion tax procedure,

The Commission finds that because of their
close association with the probute process, death
tazes continue to require different collection pro-
visions than the 25 other State taxest?

Recommendations

The Commission recommends that: )

1. All tax laws be reorganized into @ Connecti-
cut Revenue Code.

Title 12 of the General Statutes, dealing with
Taxation and other Revenue Sources, should he
completely revised and compiled into a compre-
hensive Connecticut Revenue Code, containing a
logical and orderly arrangement of all substantive
and procedural tax statutes,- wherever they now
appear.

2. Conflicts in the tax statutes, including con-
flicting provisions as to cowrt jFurisdiction, be
eliminated and that the State Tax Commissioner
be exempted from the Administrative Procedure
Act.

Conflicts between the present tax procedure,
the new Uniform Administrative Procedure Act,
and other laws should be eliminated. While a
number of the Administrative Procedure Act’s
coneepts can be used in the Connecticut Revenue
Code, the provisions of the Act are too general to
deal effectively with taxation.

3. Tax procedure and administration for all
tares administered by the State Tax Commission-
er, except death taxes, should be as uniform as
practicable and that « procedure for dssuing
rulings to taxpeyers be set 717) in. the Tax De-
partment.

A part of the recommended Connecticut Reve-
nue Code should consist of internally consistent
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with ade-
informal, and

procedure and administration sections.
quate lien provisions and a clear,

- simple method of taking administrative appeals

in the tax department.

4o A study be made of the possible need for a
State Tax Court.

5. Appeals in tax and condemnation valuation
disputes be referred to referees, without short
calendar hearings in the cowrts, and that the re-
quirement that tax litigation be begun by a sheriff
serving process be eliminated.

6. A Chief Counsel to the State Tax Commis-
sioner be appointed by the Commissioner.

The Chief Counsel and his staff of attorneys
(consisting initially of the one or two attorneys
in the Attorney General’s office who do tax work,
an attorney in the Tax Department and its re-
search section in an expanded form) would take
over all tax work done by the Attorney General.
They would: conduct all tax litigation (except
death and property tax appeals), review all tax
regulations before they are issued, advise the
State Tax Commissioner or his delegate as to the
hazards and costs of litigating a given issue, issue
written opinions to the State Tax Commissioner
upon his written request, and review rulings to
be issued to taxpayers by the State Tax Commis-
sioner,

7. Penalties for failure to file, filing a refurn
late, or paying a tax late, should be uniform.
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There should be no penalties for a deficiency
except for one resulting from the filing of a false,
fraudulent. or negligently prepared return or for
failure to file & timely return. The Commissioner
should have discretion to waive all or any portion
of u penalty, according to standards prescribed by
regulations. The desirability of changing criminal
tax sanctions should be studied.

8. Interest showld be at the sume rate on boﬁz
deficiencies and refunds.

The CoMmmissioner should be required to rec-
ommend to the Legislature, before each annual
session, whether or not this rate should be ad-
justed upward or downward,

9. Auditing procedures of the State Tax Com-
missioner should be made more efficient and pro-
ductive and he should be permitted to retain a
computer in his department.

A sales tax audit selection system, similar to
that used by California, should be established, The
staff of the Computation Section, under the First
Assistant State Tax Commissioner for Inheritance
Taxes, should be expanded so as to eliminate the
costly delays (running to 4 or more months at

present) in obtaining {inal computations of inheri-
tance taxes.

A revolving audil fund should be created to
receive all additional assessments. pay out refunds
and hire additional auditors, so that audit pro-
grams may be expanded o1 contracted depending
upon their relative productivity. without request-
ing new appropriations. Taxpayers as well as the
State Tax Commissioner should be authorized to
round ofl all figures to the nearvest dollar, to save
internal processing costs.

10. That a Tex Policy and Advisory Group be
created, consisting of tax practitioners, tax ad-
ministrators, and distinguished lay citizens, re-
sponsible for reporting on changing revenue
needs, recommending new tax legislation, and
drafting bills.

11. That refunds be made dirvectly by the
State Tax Commissioner, without the cumbersome

procedure of having them certified and paid by
the Comptroller.
12. That the sales and use taw be called by

that name in the statutes.

Codification of the State’s Tax Laws Into A Connectient
Revenue Code

This portion of the Commission’s report is pri-
marily concerned with 1nocedma1 and adminis-
trative matters. It recommends major revisions
in tax procedure, including a logical rearrange-
ment of all tax procedure statutes. Major substan-
tive amendments, recommended elsewhere by the
Commission, together with the procedural changes
recommmended here, should be compiled along with
all other tax laws into a Connecticut Revenue
Code. This should cover all State taxes, including
death taxes and local property taxes. But the
latter should continue to be administered by the
towns.

Such a code would be a revision and reorganiza-
tion of the present Title 12 of the Connecticut Gen-
eral Statutes. It should be published in looseleaf
form, with periodic supplements and revisions,
both during and immediately after each legislative
session. The binder containing it could also con-
tain regulations, regularly supplemented as they
are revised by the State Tax Commissioner.
Annotations of court decisions, Chief Counsel's
opinions, rulings and pertinent law réview articles
could also be included, along with histories of re-
pealed and amended sections, plus cross references
and an index.

Some Probhlems Caused by the Administrative Procedure Act

Capital Gains and Dividends Tax
Conflicts between the Administrative Procedure

Act and the Capital Gains and Dividends Tax

exist over procedure in tax disputes. It is not

clear which law should prevail. The Administra-
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tive Procedure Act was approved July 15, 1971, to
take effect January 1, 1972. Section 20 repealed
all provisions in the General Statutes inconsistent
with the Act. However, the Capital Gains and
Dividends Tax® was enacted August 23, 1971,
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effective August 15, 1971, This was alter passage
of the Administrative Procedure Act, but before
the Intter's effective date,

When a capital gains or dividends tas refund
claint s denied, it is not clear whether or not a
hearing is required.  Section 12-521 of the tax
law provides for an appeal from the State Tax
Commissioner to the Hartford County Superior
Court, while Section 1-183(h) of the Administra-
tive Procedure Act requires use of the Cowrt of
Common Pleas.  Additional confusion is caused
by a sentence in Section 4-183 () which says that
the judicial review availuble under other laws is
not limited by the Act. Does this mean that a
taxpayer may choose his forum? Neither the
Court Reorganization Act of the 1971 Legislature®
not the technical amendments made to it, when
the 1972 Legislature tried to remedy some of its
inconsistencies, cleared up this problem.?

Miscellaneous Inconsistent Tax Appeals Laws
The forum for appeals under section 12-511 of
the Admissions and Club Dues Tax was changed
from the Superior to the Common Pleas Court,
effective September 1, 1972, Section 12-268 (i) of
the tax law also now requires that appeals in util-
ity tax cases be made to the Court of Common
Pleas instead of the Superior Court. But section
12-312 still permits appeals in cigarette tax dis-
putes to be made to the Superior Court, although
corporation®, gasoline®, insurance!®, and sales
taxes' are all appealable to the Court of Common
Pleas. See Appendix B for Chart, Summary of
Appeals Procedures for Taxpayers other than Ap-
peals under the Administrative Procedure Act.

The Sales Tax
The sales tax, the State’s largest revenue

source, produced $358.6 million in fiscal 1972. .

About 70,000 retailers hold sales tax permits; re-
turns from them are due quarterly, followed by
payment at the end of the month following each
quarter. There are about 3,500 delinquent sales
tax payments each quarter. One of the most ef-
fective collection methods is the threat to suspend
a delinquent taxpayer’s permit to continue in busi-
ness.

The present procedure for suspending or re-
voking a sales tax permit, under section 12-469(6),
where a retailer fails tc pay over the tax, is theo-
retically affected by the Administrative Procedure
Act. The latter has set up certain overlapping
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procedures, principally dealing with notifieation
requirements,' which conld vesult in sdelaying enl-
leetion of sales taxes alrewdy paid to adelinquent
retuiler by his customers, The longer the delay,
the greater the possibility that the bankruptey or
removid from the jurisdiction of the retailer could
place collection of some of these taxes in jeopardy,

Previously, out of the approximate 5,500 delin-
quent sales taxpayers cach quarter, only about
180 have been threatened with suspension of their
permits,  Only about 30 of these have actually
had their permits suspended. It would he unwise
to permit the Administrative Procedure Aet to
create additional collection problems, since there
is a large potential revenue loss involved, 1n fiscal
1964, 257 accounts amounting to $261,890.57 were
written off, 93 accounts amounting to $126,100,.12
in fixcal 1970, and 16 accounts amounting to
S83AKL01 in fiscal 1971, Although there has been
a noticeable improvement, the higher current
rite of the sales tax will inevitably result in a
future rise in these figures,

Cigarettes and Liquor

Similar problems, albeit of lesser magnitude,
exist with cigarette tax licenses (in policing con-
traband sales )and liguor dealers’ licenses (with
respect to the payment of liquor taxes).

Jeopardy Assessments

The seldom-used seetion 12-417 jeopardy assess-
ment procedure is designed to enable the Commis-
sioner to make an immediate assessment of any
tax where he believes its collection will he jeopar-
dized by delay. This appears to conflict with the
section 4-177 contested case hearing procedure of
the Administrative Procedure Act,

Great Public Interest in Tax Procedure

The collection of taxes and the procedires con-
cerning them are of yreater public imterest than
many other administrative procedures. They are
also sufficiently unique so as to justify procedure
specially designed. to deal with tax collections,
rather than trying to bend tax collection proce-
dures to fit in the mold of procedure generally
applicable to other agencies.

Of the 14 states and the District of Columbia
that have adopted the Uniform Administrative

-Procedure Act or similar laws,' 4 of them exempt

the Tax Department from that statute’ and 2 of
them do not apply it to appeal procedures.'
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Uniform

The State Tax Commissioner should be exempt-
ed from the Administrative Procedure Aet, But a
comprehensive and uniform tax procedure code
should be enacted instead. Some provisions would
resemble portions of the Administrative Procedure
Act. Codifving and unifying tax procedure in a
consistent manner will protect taxpayers by clear-
Iy setting forth their obligations and duties and
by establishing a simple procedure for appeal
from any decision made at any level of the tax
department. It will also facilitate the collection
of taxes by the State of Connecticut.

Conflicting Provisions

Apart from problems caused by the Adminis-
teative Procedure Act, there are many conflicting
and fnconsistent procedural and administrative
provisions in the tax laws. Tor example, all funds
received by the Tax Commissioner from the cor-
voration business tax are to be recorded with the
Comptroller and deposited daily with the State
Treasurer.! But this depositary requirement ap-
pears to stand by itself, since there is apparently
no comparable provision governing other taxes.

Sonie of the tax laws give the Commissionet
power to conduct any inquiry, investigation or

Jhrearing, take sworn testimony. subpoena wit-

nesses, and require the production of books, pa-
pers and pertinent documents.!” Qther statutes do
not specifically have these provisions. Not all of
the State’s tax laws impose liability on a purchas-
er of a business to insure that all of the seller’s
tax liabilities are met or that a suflicient amount
Le withheld from the purchase price to meet them.

Some procedural provisions specifvy a number
of days within which the Commissioner or the
taxpayer must take certain action, while others
use vague language such as “forthwith,” “as soon
as practicable,” ete. In some cases, the Tax Com-
missioner is permitted to issue rules and regula-
tions for a given tax,'® while other tax laws are
silent on this point. Some tax laws provide for a
lien, while others do not. Even Section 12-35, the
general tax- collection statute, has no lien pro-
vision.

This section gives the State agency responsible
for collecting a particular tax the power to add
such penalty or interest or both, as.prescibed by
law, if the tax is not paid within 30 days from its
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Tax Procedure

due date, Interest shall not be less than three-
quarters o e per month (except under the in-
heritance tax). but if there is no specilie statutory
penalty, one in the amount of 105 of the whole
or such part of the principal of the tax as is un-
paid may be added, I no interest is specified, in-
terest at the rate of 19 of the whole or such part
of the principal of the tax as is unpaid for ecach
month or fraction thereof may be added.
These overriding interest and penalty provi-
sions exemplify the way the tax laws have been
enacted piecemenl, frequently hurriedly copied
from the laws of another state during the close
of our legislative sessions. As a result, Connecti-
cut's tax system is essentialiy an (}23(')'1(('1/ of wun-
coordineded provisions, passed «t different times

arithont regard to their effect on existing law.

Procedures have developed over many vears.
Twenty vears ago Connecticut’s tax collections
were only about $127 million. Only 4 tax souvces
vielded more than $10 million apiece. The proce-
dures used then are totally inadequate today,
wlien total tax collections have reached the hillion
dollar mark and 3 tax sources alone vield amounts
in the hundreds of millions of dollars.

Federal Type of Tax Procedurecs

While a broadly based personal income tax is
not being recommended by the Commission, con-
siderable improvement can and should be made
to the administration and collection of the capital
guins and other taxes. The Internal Revenue
Service has had the most extensive experience of
any United States lax authorities in collecting
and administering various different types of taxes.
Its procedures have been developed gradually
since. 1913, Their statutory authorization is set
forth in the Federal Internal Revenue Code.

To the extent that the Federal procedures are
adaptable to the collection and administration of
existing Connecticut taxes, they should be made
part of an internally consistent tax procedure and
administration code. This should supplant all
existing procedural and administrative provisions
(except death tax ones). It should set forth in
logical order all the State Tax Commissioner’s
powers and duties with respect to the assessment,
collection and administration of taxes, and the
imposition of interest, penalties, and liens for un-
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‘calendar.

paid taxes. Liens should be gencral ones on all
property of the taxpaver. to be filed both in the
town clerk's office (real estate lens) ‘and with the
Secretary of State (all other liens).

The all-important administrative appeals provi-
sions, governing the handling of refund claims
and the rights of taxpayers objecting to a decision
made by any level of the tax department, should
be revised. Initially, a taxpayver should have the
right to a conference with the person examining
his return or refund claim. This should be fol-
lowed by an opportunity to meet with someone at
a higher level, such as the chief of that particular
tax division or his assistant.

Informal Appeal 1o the State Tax
Commissioner

Thereafter, there should be a right to an in-
formal appeal to the Commissioner or his dele-
gate. This procedure exists now under the cor-
poration business tax. The Commissioner or his
delegate could consult the Chief Counsel as to
costs and hazards of litigation. A procedure sim-

ilar to the contested case provisions in Sections
A-177, 1178 and -180 of the Administrative Pro-
cedure Act, dealing with the requirements of a
written record, the taking of evidence. and the
requirement of written notification of a decision
should apply to these appeals. Costs to the tax-
paver should be minimized. He should only incur
professional fees if he retains a lawyer or
countant {o assist him.

ac-

Strike Force Recommendations

The Tax Sub-Cominittee of the Governor’s
Strike Force on Full 'mployment made an exten-
sive study of tax procedure, recommencling the
adoption, with certain modifications, of Federal
procedures, in line with the way such procedure
has been adopted by other states and in model
state income tax statutes. These recommenda-
tions were embodied in the proposed bill sub-
mitted by the Strike Force and should be exam-
ined and considered during the drafting of any
new procedural provisions.!?

Tax Litig gation

Death

Death tax appeals are still made to the Probate
Courts,® with an appeal from them in the form
of a trial de novo in the Superior Courts (al-
though the Administrative Procedure Act appears
to require use of the Hartford County Court of
Common Pleas instead of the Probate Courts).2

Tax Appeals

Other State Tax Appeals

Other tax appeals are not made either to the
Superior Court or the Court of Common Pleas,
in most cases limited to the courts in Hartford
County, rather than the county in which the

appellant is located. (See Appendix B, Summary
of Appeal Provisions Other than Those in the
Administrative Procedure Act.)

Determining Possible Need for a
State Tax Court

The present uncertainties caused by conflict in
the statutes as to which court is to hear appeals
from the State Tax Commissioner must be re-
solved, but whether or not a special Tax Court
should be created to hear these appeals cannot
be determined until a study is made of the \'olume
and natme of tax appeals.

Valuation and Condemnation Appeals

Appeals in property tax valuation dlsputes
from the town assessors are initially to the local
Board of Tax Review. Thereafter, they go to the
Court of Common Pleas, which usually refers them
to a referee, following a hearing on the short
Condemnation proceedings are brought
by agencies of the State, the towns or public
utilities, Appeals in such valuation disputes go
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" sisting of professional valuation experts.

through a similar referral procedure in the Super-
ior Court. The Commission has recommended in
Vol. II, Part C, that the Boards of Tax Review
be replaced by 6 Regional Boards of Appeat, con-
There
would: still be an appeal to the courts from them,

An improvement could be made to the referral
system of all appeals to 1;educe the short calendar
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load of the Courts of Commeoen Pleas (in the case
of property tax assessment appeals) and the
Superior Courts (in the case of condemnation
appeals). This could be done either by changing
the rules of these courts or by statute. It would

involve automatic referral of valuation cases to
one or more referees, ax under the present system.
But the cases would not have to be docketed and
heard on the short calendar.

Elimination of Service of Process by Sheriffs

At present, State tax litigation must be com-
menced in the same way as most other civil suits,
by obtaining a Sherifl’ to serve .pleadings on- the
State Tax Commissioner or his delegate and mak-
ing a return to the appropriate court. This wastes
hoth time and money. Scction 86 of the Strike
Foree hill provided that all litigation should be
commenced by filing the appeal petition in person
or by registered or certified mail with the court

Chief Counsel to the

Need for a Chief Counnsel

At present, the State Tax Commissioner em-
ploys lawyvers as Inheritance Tax Attorneys. They
deal with all legal questions concerning adminis-
tration of the death tax laws. There is also one
other attorney doing general legal work in the
tax department. But some of the increasingly
important taxes, such as the one on capital gains
and dividends, have no tax department attorneys
directly involved in their enforcement.

The Attorney General’s Office is at present the
legal arm of the State Tax Commissioner. But

~this work could be handled more efficiently if all

the lawyers representing the State Tax Commis-
sioner were in his department. In addition, many
other legal services of value to the State and the
taxpayers, some of which are not offered at all
now, could be handled best by tax department
lawyers.

Establishment of Office of Cluef Counsel
o the Tax Commissioner

Just as the Federal Commissioner of Internal

Revenue has a Chief Counsel and a staff of lawyvers:

working with him, so the State Tax Commissioner
should be given similar assistance. He should be
empowered to appoint'a Chief Counsel. Then, all
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possessing jurisdiction, with a copy tmreof filed
in the same manner with the State Tax Commis-
sioner. Thereafter, the court would notify both
taxpayer and Tax Commissioner of the time and
place of hearing. This is somewhat like the rules
governing commencement of a suit in the Tax
Court of the United States and should he adopted
for all Connecticut tax litigation. ‘

Tax Commissioner

legal problems affecting taxes would he trans-
ferred from the Attorney General to the Chief
Counsel, easing the former’s workload and pro-
viding an increased opportunity to develop exper-
tise in dealing with State tax law questions, -
Many existing arrangements could nonetheless
be continued. Those attorneys presently handling
tax litigation in the Attormey General's Office
or working in the State Tax Commissioner’s Office
(other than as Inheritance Tax Attoimeys, their
supervisor or as First Assistant Tax Commis-
sioner) could form the nucleus of the legal staff
for the Chief Counsel’s Office. One of them could
be considered for appointment as Chief Counsel.
The Chief Counsel to the Tax Commissioner
would be responsible for all legal questions aflect-
ing taxes (except death taxes) collected by the
State Tax Commissioner. Thus, he would handle
litigation, issue legal opinions to the State Tax
Commissioner at the latter's request, review pro-
posed tax regulations, help prepare rulings to be
issued to taxpayers by the Comniissioner, and,
if so requested, advise the Commissioner or his

-delegate as to the hazards and_ costs of litigating a

given issue. :

The present research section of the tax depart-
ment should be expanded and placed under the
new Chief Counsel.
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‘Differing

Penalties, Criminal Sanctions, and Interest

Penalty Provisions

There is no consistent pattern in imposing
penalities for late filing or failure to file {ax re-
Lturns. For example, the liquor tax has 1 277 per
month penalty,®™ under the admissions tax the
penalty is S10 plus 107¢ of the tax? it is §25
plus 107 under the di\'i(lcn(H and capital gains
tax.” and $25 plus 257 (Lhut not less than $50)
under the corporation ta':\:'

There is also inconsistency as to whether or not
the penalties are mandatory or discretionary.
Penalties under the Tiquor and corporation taxes
are mandatory, The Commissioner may ahate or
remit the whole or any part of any admissions
tax penalty, if satisfied that failure to comply
was due to reasonable cause. Bul under the divi-
dends and capital gains tax. the Commissioner
must be satisfied bevond a reasonable doubt that
the failure to file and pay was due to reasonable

cause and was not intentional or due to neglect.®

The penalty for a deficiency of tax on dividends
apital gaing may he waived only if the Com-
missioner is satisfied that the deficiency was not

deliberate or due to fraud or evasion.®”

There is no apparent justification for the lack
of uniformity as to the nature, amount, and Com-
missioner’s discretion with respect to penalties.
Sound tax policy should give the Commissioner
power to waive all or any portion of any penalty,
according to standards set forth in regulations
promulgated by the Commissioner. Furthermore,

_the amount of the penaltles could be uniformly set

at the greater of $10 or 10% of the amount of
the tax due for all taxes e:\ce])t death taxes. - The
penalty would apply where the return is filed late
or the tax paid late, but there should be no penalty
on a deficiency, except for one resulting from the
filing of a false, fraudulent, or negligently pre-
pared return.

Criminal Sanclions

_Appendix C sets forth the criminal sanctions

for violations of State tax laws. These vary from"

60 days to up to one year in jail. Whether or not
there should be uniform criminal penalties for
violation of the tax laws should be studied further,
since some violations are more serious than others.
Obviously, filing a false or fraudulent return is
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more serious than failure to file & return or failure
{o testify upon a subpoena.

Interest

Interest on unpaid corporate taxes is %7 per
month,®™ hut only L4570 per month is paid on re-
funds. ™ Interest is imposed on tax deficiencies
under the dividends and capital gains tax at 17
per month™ but no interest may he paid on re-
funds. unless the refund is ordered by a court.
Then the rate is only 677 per annum,™

There is no valid reason for having interest on
deficiencies af a1 higher rate thun interest on re-
funds. The Federal Internal Revenue Code pre-
seribes a uniform rate of 657 * \While deficiencies
should bear interest from the due date of the
tax payvments, the State Tax Commissioner needs
a grace period to process refund claims and ve-
turns calling for refunds. Such a period will also
act as a deterrent to taxpayers making deliberate
overpayments to receive interest on their surplus
funds. No interest should be paid until after the
filing of a refund claim, rather than have the
interest run from the date of overpayment. There-
fore. refunds should bear interest from a period
commencing 60 days after a claim (including a
return showing an overpayment) is filed, whether
or not the ultimate determination that an over-
payment has been made is by a court,

Interest rates fluctuate. Setting them too low
might encourage taxpayers to underpay their tax,
hecause they could receive a higher rate else-
where, while rates that are too high would tempt
taxpayers to overpay, if f;he_v. had excess funds
that could not earn as much elsewhere. A tech-
nical argument can be made for a difTerential
between the rates on deficiencies and those on
refunds, with the interest on. deficiencies higher
than that on refunds so as to discourage manipula-
tion by the taxpayers. But this has not proven
to be a serious problem under the Internal! Reve-
nue Code with ils 677 rate on both deficiencies
and refunds. By delaying the period during which
interest accrues (as suggested above), the prob-
lem is minimized even more. Furthermore, the
Tax Commissioner should be required to recom-
mend to the Legislature, at the start of each
session, whether or not the rate should be changed.
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Audits

Selection of Sales Tax Accounts for Audit
As presently staffed, the State Tax Commis-
sioner is only able to audit about 1,400 sales tax
accounts annually. ach auditor obtains about
$80,000 additional taxes. However, there are over
70,000 accounts, Therefore, selection for audit
of those returns that will he the most productive

of additional revenue has always been a problem.

California has been using an electronic selection
system to identify accounts for sales tax audits.
The Internal Revenue Service uses a sophisticated
discriminate function, based upon an aggregation
of audit characteristics of income tax returns.
This is programmed into the computers used to
select income tax returns for audit.

It is recommended that a system similar to the
California sales tax audit selection one be put
into operation in Connecticut, with the necessary
appropriations to expand staff and acquire equip-
nient, so that this State will be ahle to be more
effective in enforcing its sales tax laws, collecting
more of what is legally due it and, by so doing,
more than pay for the additional -costs of collec-
tion.

Retention of a Computer by the State Tax
Commissioner

The State Tax Commissioner presently has a
Burroughs 2500 computer. This is being used in
an increasingly effective manner to facilitate ad-
ministration and auditing procedures affecting
many state taxes, particularly those on corpora-
tions, sales, and capital gains. In fact, it will no
longer be necessary for the State Tax Commis-
sioner to audit Federal income tax returns in
the LR.S.’s computer cenier in Andover, Massa-
chusetts, since the tapes of Connecticut residents’
Federal returns can now i:2 processed by the
Connecticut computer. This azsumes that the tax
on dividends is repealed, as recommended by the
Commission in Part A of this velume. The State
"Tax Commissioner estimates that he will be using
this computer approximately 50 o+ 60 hours week-
ly, in double shifts. '

There are proposals to consolidate most or all
of the computer work for the State of Connecticut
into a computer center. While these proposals will
no doubt improve efficiency in many departments,
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time sharing on such a system by the State Tax
Commissioner would be counterproductive, be-
ause of the loss of control of priovities and the
occasional delays that will occur in obtaining
access to the center. Therefore, the efficient oper-
ation of the State Tax Commissioner will he
egreatlly enhanced if the present computer can be
retained in his department.

Death Tax Audits

Under both the old and new death tax proce-
dures, specession tax returns are initially audited
by Inheritance Tax Attorneys, who deal with
substantive issues of tax law regarding inclusion
of various items in the gross estate and valuation
of property. Once all these issues have bheen
resolved between the Inheritance Tax Attorney
and the fiduciary or his counsel, the tax return is
processed by a computation section. This audits
the claimed deductions to determine if thev are
both legally valid and reasonable in amount. Then
it computes the inheritance tax.

Cven before the speed-up in death tax procedure
temporarily overloaded the computation section,
during a 6 month transition period, computation
of the succession tax was taking 4 or more months
after all issues as to inclusion of property and
questions of valuation had been resolved with the
Inheritance Tax Attorney. As a result of these
delays, probate accounts could not be filed, dis-
tribution of estates were délayed. and many lay
fiduciaries and estate beneficiaries either unfairly
blamed their attorneys, found the delays incom-
prehensible, or both.

Besides the frustration and ill-will caused by
the delays, real financial loss occasionally occurs.
Some examples of the losses caused by these de-
lays are the cost of intermediate probate accounts
to make distributions carrying out post mortem
tax plans or the abandonment of those plans and
occaxional delays in paying fiduciary commissions
and attorney’s fees, where for either tax reasons
or client’s desires they could not be paid until
final distribution of the estate.

The problem causing the delays in the compu-
tation process is the unavailability of enough
trained people in the computation section. Only
additional appropriations of funds to enable the



State Tax Commissioner to hire and {rain more
people for the computation section can solve this
problem. Sufficient funds should be appropriated
fo augment the staff of the computation section
to speed up the processing of inheritance fax
returns.

Revolving Audit. Fund

In some states, there is a revolving audit fund
into which all additional assessments are de-
posited. From it all refunds are paid and funds
are used to pay additional auditors. Thus, so long
as high audit productivity lasts, the Tax Depart-
ments of these states are able to hire additional
auditors, without requesting special appropria-
tions from the Legislature each time one is need-
ed. At the end of some predetermined period. such
as the quarter or the full year, the fund is reduced

to a specified amount, and the excess turned over
to the State Treasurer.

Accordingly, establishment of a revolving audit
fund under the control of the State Tax Com-
missioner is recommended to enable him to ex-
pand his audit program for the more intensive
audit activity that new taxes and higher rates
will demand in the future.

Rounding Off to the Nearest Dollar

Under the Internal Revenue Code, taxpavers
may choose to round of all amounts reported on
their returns to the nearest dollar. Whether or
not taxpayvers clect this option, if the State Tax
Commissioner were authorized to round off in his
internal accounting work, regardless of how tax-
payers report, some savings in processing cosis
will be realized.

Tax Policy and Advisbry Group

Need for a Continuing Legislative
Study Group

Some states, such as New Jersey, have perma-

nent tax policy committees charged with keeping :

abreast of the state’s needs with respect to state
and local taxation. Here in Connecticut, there
have been several different tax studies (including
the present one) made in the last 5 years, each
of them starting all over again and none of them,
up until now, having their recommendations
enacted.

The technical quality of substantive Connecti-
cut tax legislation enacted since 1969 has been
poor, resulting in many uncertainties for taxpay-
ers as to the existence, nature, and extent of their
liabilities, causing many problems in the admin-
istration of the tax laws and en extensive amount
of litigation on questions that better legal drafts-
manship would have avoided.

Therefore, the Commission recommends appoint-
ment by the Governor of a Tax Policy and Ad-
visory Group. It should be composed of tax prac-
titioners (lawyers and certified public accountants

practicing tax law or tax accounting), tax admin-
istrators (supervisory employees of the State and
local tax systems, to the extent the conflict of
interest laws do not prevent State employees from
serving) and distinguished lay citizens (in private
business, organized labor, and the professions).
Ifunds should be made available to it to hire legal
counsel, economists, and other consultants.

The Group would be responsible for tax policy.
1t would keep abreast of the State’s changing
economic picture, needs for additional revenues,
and the effectiveness of existing tax laws. A re-
port on these subjects, coupled with recommenda-
tions for tax legislation and fully drafted bills
appended, wonld be presented to both the Gov-
ernor and the Chairmen of the Joint Finance
Committee of the Legislature within a specified
period prior to the opening of each annual legisla-
tive session. In addition, the Group would be
available for drafting assistance on all bills about
to be favorably reported from the Joint Finance
Committee, as well as any tax bills or amendments
to tax bills that did not originate in that Com- -
mittee, but have been enacted by one House of the
Legislature and are pending in the other House.

Call the Sales and Use Tax by That Name

The Sales and Use Tax is officially known as
the Education, Welfare and Public Health Tax.

This cumbersome and obéblete name should be - -
replaced and the tax called the Sales and Use Tax.
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Summary of Liens for State Taxes in Connecticnt

Chapter 207
Insurance Companies

Chapter 208
Corporation Business Tax

Chapter 209
Air Carriers

Chapter 210
Railroad Companies

Chapter 211
Express, Telegraph, Telephone, Cable
and Car Cronpanies
Chapter 212
Water, Gas, Electric and Power Companies

Chapter 214
Cigarette Taxes

Chapter 216
Succession and Transfer

Chapter 219 .
Education, Welfare and Public Health Tax
(Sales and Use Tax)

Chapter 220
Taxation of Alcoholic Beverages

Chapter 221
Gasoline and Special Fuel Taxes

Chapter 222
Motor Carrier Road Tax

Chapter 223
Real Estate Conveyance Tax

Chapter 224
Capital Gains Tax

Chapter 225
Admissions and Club:Dues Tax

41

12-512

Lien Summary

Property Subject

Section tv Lien
12-204 Real Estate
12-235 Real Estate

12-235; 12-248 Real Estate

All property on

12-253
which tax is laid
12-268h Real Estate
12-268h Real Estate
No lien —
12-366 Real Estate
12-420 Real Estate
12-441 All property used
in business
No lien C—
No lien ' —
No lien

deeds not recorded .
unless tax paid —_—

Real Estate

No lien —
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APPENDIX B

Summary of Appeals Procedures for Taxpayers, Other Than

Appeals Under the Administrative Procedure Act
Pl

(The conflicts with the Administrative Procedure Act are not shown)
APPEALS TO TAX C_OMMI»S»&I_QNER

Chapter 201

Tax Commissioner
(General Provisions
applicable to towns
and companies)

Chapter 207
Insurance Companies

Chapter 208
Corporation
Business Tax

Chapter 209
Air Carriers

Chapter 210
Railroad Companies

Chapter 211
Express, Telegraph,
Telephone, Cable,
and Car Companies

Chapter 212
Water, Gas,
Electric and
Power Companies

Chapter 214
Cigarette Taxes

Chapter 216
Succession and
Transfer

Chapter 217
Estate Tax

Section

No Provision

No Provision

12-236

12-236

12-252

12-268(i)

12-268(i)

12-311

12-359(b)

Time Limit

Thirty days
after notice
delivered or
mailed to
taxpayer

Thirty days
after notice
delivered or
mailed to
taxpayer

Ten days after
notification

Thirty days
after notice

Thirty days
after notice

Ten days
after notice

Section

APPEALS TO_COURT

Court

Superior Court of
county in which
applicant is located

provides any town or

company aggrieved ‘by action of the commissioner

Comments Time Limit
12-33 One month
: from decision
Scope: Uncertain. State
may ... appeal.
12.208 One month from
time for payment
12.237 One month from
service of notice
12-237 One month from
service of notice
12-33 One month
from decision
12-268(1) One month after
service of notice
12-268(1)  One month after
service of notice
12-312 No time limit
12-359(h) —
12-394 Sixty days from
receipt of notice
42

Common Pleas Court,
Hartford County

Common Pleas Court,
Hartford County

Common Pleas Court,
Hartford County

Superior Court of
county in which
located (application
of this statute is
uncertain)

Common Pleas Court,
Hartford County

Common Pleas Court,
Hartford County

Superior Conrt
Hartford County

Probate Court for
Probate District of
Decgdent’s Domicile

Common Pleas Court,
Hartford County



APPENDIX B (Cont.)
Summary of Appeals Procedures for Taxpayers, Other Than

Appeals Under the Administrative Procedure Act

Chapter 219
Education, Welfare
and Public Health
Tax (Sales and Use
Tax)

Chapter 220
Taxation of
Alcoholic Beverages

Chapter 221
(Gasoline and
Special Fuel Taxes

Chapter 221
Gasoline and
Special Fuel
Taxes (cont'd)

Chapter 222
Motor Carrier Road
Tax

Chapter 223 '
Real Istate
Conveyance Tax

Chapter 224
Capital Gains Tax

Chapter 225
Admissions and Club
Dues Tax
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APPEALS TO TAX COMMISSIONER

Section

12-418(1)

12-421

12-447

No General
provision
for hearing

12-470

12-475(a)

12-480(b)

No appeal
provisions

12-521

12-553

Time Limit

Thirty days
after assessment

Thirty days
after notice
of action

Ten days
after mailing
of notice

No time
specified

No time limit

for taxpayer.
Commiissioner after
request must set
hearing within

five days

No specific
time limit
on request
for hearing

Thirty days
after notice
is mailed or
delivered

Thirty days
after notice
is mailed or
delivered

APPEALS TO COURT

Common Pleas Court,
Hartford County

Common Pleas Court,
Hartford County

Common Pleas Court,
Hartford County

Common Pleas Court,
Hartford County

Common Pleas Court,

Hartford County

Court of Common

(County unspecified)

Common Pleas Court,
Hartford County

Superior Court
Hartford County

Common Pleas Court,
Hartford County

Comments Section Time Limit Court
12-422 One month
from notice
Prepayment
required
12-448 One month from
time provided
for payment
12-454(c) Fourteen days
after decision
re seized goods
12-461 Ninety days
' from time
of payment
Limited to 12-463 Thirty days after
situation where revocation of
commissioner license
fixes amount
of tax
Limited to 12-475(a) No time limit
review of new for review of Pleas
regulations decision on new
regulations
Limited to 12-489 No time
claims for limit
refund
No appeal
provisions
12-522 One month
after service of
notice of decision
12-554 One month
43



T

APPENDIX C:

Criminal Sanction for Violations of State Tax Laws

Chapter 207
Insurance Companies

Chapter 208
Corporation Business Tax

-Chapter 209
Air Carriers

Chapter 210
Railroad Companies

Chapter 211
Express, Telegraph, Telephone, Cable
- and Car Companies

Chapter 212
Water, Gas, Electric and Power Companies

Chapter 214
Cigarette Taxes

Chapter 216
Succession and Transfer

Chapter 217
Estate Tax

Chapter 219
Education, Welfare and Health Tax
(Sales and Use Tax)

44

Section

None

12-268f

12-268f

12-308

12-310

12-321

12-383

None

12-428

12-429

Penalty

Up to sixty days for
failure to testify
upon subpoena

Up to six months for

~ false statements

Up to sixty days jail
for failure to testify
upon subpoena

Up to sixty days jail
for failure to testify
upon subpoena

Use of fraudulent
cigarette stamps

Up to sixty days jail
for failure to testify
upon subpoena

Up to one year for
any violation of
statutes

Up to one year for
false return or
affidavit

Thirty days to one
year for violation
of Chapter

Up to sixty days jail
for failure to testify
upon subpoena



APPENDIX C: (Cont.)

Criminal Sanction for Violations of State Tax Laws

Chapter 220
Taxation of Alcoholic Beverages

Chapter 221
Gasoline and Special Fuel Taxes

Chapter 222
Motor Carrier Road Tax

Chapter 225
Real Estate and Conveyance Tax

Chaﬁter 224
Capital Gains Tax

Chapter 225
Admissions and Club Dues Tax

45

Sectlion

12-445

12.482

12-519

12-547
and 12-551

Penalty

Up to sixty days jail
for failnre to testify
upon subpoena

Up to six months for
violation of Chapter

Up to six months for
false or fraudulent
claim for refund

Up to six months for
false statement to
obtain credit

Up to sixty days jail
for failure to testify
upon subpoena

Up to one year for
willful violation
of chapter

Up to one year for
willful violation

of Chapter

(Class A misdemeanor)



FOOTNOTES TO PART C

1 See Vol. 111, Parts A & B. All statistics in this part
were supplied by the State Tax Commissioner.

2 P.A. 854 of the 1971 General Assembly, effective Junuary
1, 1972, Connecticut General Statutes, Secs, 4-166 through
4-185 (Supp. 1972), applies to all agencies and agency
proceedings not expressly exempted. The State Tax Com-
missioner is not exempt.

3 P.A. 863, of the 1971 General Agsembly, The Succession
Tax Procedure Act of 1971, amending Conn. Gen. Stat.

4 Receipts for Connecticut taxes in fiscal year ending June

Name of Tax

Admissions

Advertising Signs

Alcoholic Beverages

Capital Gains & Dividends (before court ordered refunds)
Cigarette

Corporate Business

Electric & Power Companies
Estate )

Iixpress Companies

Foreign Insurance Companies

. Gas Companies

O

E
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Gus, Electric & Steam Companies

Gasoline & Special Fuel, Including Motor Carrier
Road Tax

Inheritance

Insurance Co. (domestic) Interest and Dividends
Insurance Co. (domestic) Premiums

Liquor Permit Fees

Motor Vchicle Registration & Operators’ Licenses Fees
Occupation

Property Taxes

Railroad Car Companies

Sales and Use

Self Insurance Premiums

Telephone Companies

Telegraph & Cahle Companies

Unauthorized Insurers Premium

Water & Water Power Companies

Secs., 12-350, 352, 355, 358, 359, 365, 367, 373, 176, 376a.
378, 388, and {5-202 (Supp. 1972), repealing Sees. 12-1360,
361, 362, and 368; P.A. 5, June Sp. Sess. 1971, Sees. 118-
121, which accelerated filing and payment dates, bringing
them in line with newly revised Federal estate tax pro-
cedure; and P.A. 265 of the 1972 General Assembly,
making retroactive technical amendments to Sees. 12-349,
12-350, 12-358, 12-359, 12-367, and 12-376 of the Succes-
sion Tax Procedure Act of 1971,

30, 1972 were:
Colleeted by

Amornt

State Tax Commissioner $ 7,083,205
State Police Commissioner, 32,022
State Tax Commissjoner 24,109,393
State Tax Commissioner 60,968,220
State Tax Commissioner 68,136,401
State Tax Commisgioner 122,948,233
State Tax Commissioner 4,563,168
State Tax Commisgsioner 175,908
State Tax Commissioner 2,127
Insurance Commissioner 15,621,182
State Tax Commissioner 3,450,664

State Tax Commissioner

16,221,659

State Tax Commissioner 130,437,579
State Tax Commissioner 49,743,449
Insurance Commissjoner 18,902,747
Insurance Commissioner 15,456,210
Liquor Control Commission 4,312,687
Commissioner of Motor Vehicles 43,247,150
State Tax Commissjoner 119,700
~Towns $19,600,000*
State Tax Commissioner 11,645
State Tax Commissjoner 358,630,216
State Tax Commissioner . 42,100
State Tax Commissjoner 26,644,513
State Tax Commissioner 28,811
Insurance Commissioner 1,245
State Tax Commissioner 1,564,827

*Estimate. Collections for fiscal year ending June 30, 1971 were §874,200,000.

5 P.A. 8, Conn. Gen. Ass. Aug. Sess., revising Chapter 224.
6 P.A. 870, 1971 Conn. Gen. Ass.

7 An Act Making Technical Amendments to the Court Re-

organization Bill, P.A. 108, Sec. 1, Conn. Gen. Ass., Feb.
1972.-

8 Section 12-237,
9 Section 12-461.
10 Section 12-208.
11 Section 12-422.

46

12 Section 4-166(2) of tife Administrative Procedure Act
considers this to be a contested case, Sec. 4-177 (a) requires
an opportunity for hearing after reasonable notice, Sec.
4-180 requires personal or mail notice of a final decision

-or order and Sec. 4-182(c) requires that the suspension

or revocation of y license be preceded by notice by mail
to the licensee of facts or conduct which warrant the in-
tended action and. that the licensee have an opportunity
to show compliance with all lawful requirements for reten-
tion of his license.

13 Arkansas, Connecticut, Georgia, Hawaii, Louisiana,
Maryland, Michigan, Missouri, Oklahoma, Oregon, Rhode
Island, Washington, West Virginia, and Wyoming.



14 Louisiana, Maryland, Michigan, and Oklahoma, the Administrative Procedure Act, the Sec. 12-359(b) re-
quirement of appeals to the probate court may have been

15 The District of Columbia exempts its Tax Court, and nullified.

Washington exempts its Board of Tax Appeals,
22 Section 12-439(a).
16 Section 12-234. cHe (@)
. . . .. ) 23 Section 12-547.
17 Sections 12-510(d) (capital gains and dividends tax),

12-445 (liquor tax), 12-552(c) (admissions tax). 24 Section 12-509.

18 For example, Sec. 12-518 of the capital gains and divi- 25 Section 12-229.
dends tax. 26 Section 12-509.

1.9 While the ])rOC.CdU]‘Ct in the S-,trike Force Bill was de- 27 Section 12-511(a).
signed to deal with the gross income tax recommended

by the Strike Force, some of the provisions can he adopted 28 Section 12-225.

to existing tax procedures. They appear in Sections 40
through 115, The heart of the generally applicable pro-
cedure and administration provisions are contained in 30 Section 12-500.
Secs. 59 through 113. :

29 Section 12-227.

31 Section 12-522.

20 Section 12-359(b),
© (b 32 L.R.C. Sec. 6601(a) on tax deficiencies and Seec. 6611 (a)

21 Scetion 45-288. In light of Secs. 20 and 4-183(a) of on overpayments of tax.
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