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CORPORATION BUSINESS TAX
(CGS Section 12-213)

A tax is imposed on corporations for the privilege of carrying on business within the State or owning or
leasing property or maintaining an office within the state.

Computation of Tax
Corporations are subject to tax on income derived from in-state sources.

Rate & Basis - The Corporation Business Tax consists of three components. The taxpayer's liability is the
greatest amount computed under any of the three components. The three bases for most corporations
are:

1. Net Income Base: This component is a tax measured by the net income of a taxpayer. Net income
means federal income less certain deductions as those allowed under the Internal Revenue Service
Code of 1986 as amended from time to time. The tax rate on net income is 7.5% for income years
beginning on or after January 1, 2000 (CGS Sec 12-214(a)(1)).

A Corporation taxable solely within the state multiplies its entire net income by the tax rate.
Business income when derived from the manufacture, sale or use of tangible personal property is
apportioned by a three factor formula that compares sales, payroll and tangible property in
Connecticut to those factors from business carried on everywhere else. The sales factor is given a
double weight. Motor Carriers which transport property for hire apportion net income based on the
relative number of miles driven in state. The apportioned net income is then multiplied by the tax
rate.

Business income derived from services is apportioned based on a single gross receipts factor
which compares gross receipts from businesses carried on within Connecticut to the nation.

Companies providing management, distribution, or administrative services to or on behalf of a
regulated investment company (mutual fund) or a securities brokerage firm have the option to base
their tax liability on the proportion of shares in the fund owned by shareholders domiciled in
Connecticut, and in the case of securities brokerage service companies to base their tax liability on
the proportion of commissions and margin interest paid to accounts owned by clients domiciled in
Connecticut. If the corporation is a manufacturer or a broadcaster, it is allowed to use a single
factor formula to apportion their income for corporate income tax purposes. Manufacturers cannot
apply the new formula to their first and second estimated payments in 2001. (CGS Sec. 12-218)

If the corporation is a bank which issues credit cards and regularly engages in credit card activities,
the tax liability on net income derived from credit card activities is based on the proportion of
receipts derived from credit card holders located within Connecticut. (CGS Sec. 12-218b)

2. Capital Base: The capital base tax is .0031 or 3 1/10 mills per dollar of the average value of capital
stock and surplus reserves (CGS Sec. 12-219). For income years beginning on or after January 1,
1999, financial service companies are excluded from the capital base and minimum tax.
Corporations doing business in more than one state must use a two factor formula which measures
the average monthly value of intangible and tangible assets located in Connecticut as compared to
the nation to apportion their asset base (CGS 12-219a&b). The maximum tax liability under this
base is $1 million.

3. Minimum Tax: If a corporation owes less than $250 under both the net income and capital base
methods, it pays the minimum tax of $250. (CGS 12-219, 12-223c)

Combined Returns: Corporations filing combined returns are not be entitled to the first $25,000 of
tax savings over what they would have paid if they filed separately (CGS 12-223f).
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Subchapter S Corporations

PA 96-175 phases out the Corporate Income Tax on the net income of Subchapter S Corporations by
reducing the percentage which is taxable until it is exempt in the 2001 income year. PA 00-170 allows S-
Corporations to take the entire credit for low- and moderate-moderate income housing in the 1999 and
2000 income years. PA 99-83 originally allowed on 55% of net income for the 1999 tax year, 30% for
2000 and zero for 2001 and thereafter. (CGS 12-217(c))

Limited Liability Corporations

PA 93-267 created a new form of business that combines the limited liability characteristics of
corporations with the tax status of partnerships, effective October 1, 1993. The Internal Revenue Service
(IRS) has indicated that limited liability companies (LLC) that possess certain characteristics would be
treated as partnerships for federal tax purposes. Based upon determination by the IRS that an entity is
an LLC, it would be exempt from the corporate business tax. The test whether a business organization is
an LLC or a corporation is the same test the IRS uses to distinguish partnerships from corporations. The
IRS will not treat a business organization that has associates and a profit motive as a corporation if it has
at least three of the following corporate characteristics: limited liability, continuity of life, free transferability
of interest, and centralization of management.

PA 97-70 authorized single-member limited liability companies and allows an assignee of a single-
member LLC to become a member if and to the extent the member gives him this right.

Unrelated Business Income Tax (Nonprofit Corporations)

Nonprofit corporations with income from businesses unrelated to their nonprofit status are subject to tax
on income derived from in-state sources at the same rate as the tax on the net income of regular
corporations. All business income is apportioned by a three factor formula which compares sales,
compensation and tangible property in Connecticut to sales, compensation, and tangible property both
inside and outside of Connecticut.

Exemgtlon - The following are exempt:

Railroads and certain other companies that pay other taxes in lieu of the corporation tax. (CGS
Sec. 12-214).

- Companies exempt by the federal corporation net income tax law (CGS Sec. 12-214).

- Cooperative housing corporations (CGS Sec. 12-214).

- Electric cooperatives (CGS Sec. 33-240).

- Political parties

- International banking facilities as defined in federal regulations

- Aero-derived gas turbine systems

- Unpaid loss reserve adjustments for non-life insurance companies

- Regulated investment companies and real estate investment trusts (REITs), effective for the
1993 income year

- Cooperative housing corporations, effective for the 1990 income year

- Subchapter S-Corporations effective 1/1/2001

- Domestic insurance companies effective 1/1/1999.

- Passive Investment Companies

- Limited Liability Companies (LLC)

- Capital Gains from the sale of land to be preserved as open space or watershed land

Credits - The following credits are available to taxpayers:

- Apprenticeship Training A corporation that hires apprentices in the manufacturing or plastics
trades may apply for a credit of up to $4,800 per apprenticeship. The amount of the credit is
limited to the lesser of 50% of the actual wages paid or the total number of work hours during
the year multiplied by $4.00, or $4,800, whichever is less. Public Act 97-295 expands this credit
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to allow corporations which hire apprentices in the construction trades to apply for a credit of up
to $1,000 per apprenticeship. The amount of the credit is limited to the lesser of 50% of the
actual wages paid or $1,000, or the total number of work hours during the year multiplied by
$2.00, whichever is least. (CGS Sec. 12-217g)

Clean Alternative Fuels The Clean Alternative Fuels credit enables a business to claim credits
of 10% or 50% of its expenditures on vehicles, equipment and filling stations which enable use
of clean alternative fuel. Unused credit may be carried forward for three years. A 10% credit is
allowed for the incremental cost of purchasing vehicles exclusively powered by clean
alternative fuels. A 50% credit is available for the expenses of equipment used in a
compressed natural gas, liquefied petroleum gas or liquefied natural gas filling or electric
recharging station and the purchase of equipment needed to convert a vehicle to clean
alternative fuel. The credit also applies to amounts spent directly on the construction of any
filing station or improvements to any existing filling station in order to provide compressed
natural gas, liquefied petroleum gas or liquefied natural gas. (CGS Sec. 12-217i)

Connecticut Insurance Reinvestment Fund A credit may be applied against the corporation
business tax for investments made through a registered fund manager. These investments
must be specifically earmarked for insurance businesses incorporated in Connecticut. The
credit is 10% of amounts invested on or after January 1, 1994, beginning 3 years but not later
than 7 years from the date of investment. For years 7 through 10, the credit increases to 20%
of the invested amounts. Unused credits may be carried forward for five succeeding income
years. Managers of eligible funds must have registered with the Commissioner of Economic
and Community Development by July 1, 2000 in order for their investors to be able to claim the
credit. No further credits will be allowed for investments in funds created on or after July 1,
2000. (CGS Sec. 38a-88a)

Displaced Workers Hired By Electric Suppliers Electric suppliers who hire workers displaced
by the restructuring of the electric industry may claim a credit of $1,500 for each displaced
worker employed at least 6 months. The credit is effective for income years beginning on or
after January 1, 1999. (CGS Sec. 12-217bb)

Electronic Data Processing Equipment The Electronic Data Processing Equipment Property
Tax credit provides a 100% credit for property tax owed and paid on electronic data processing
equipment. Unused credits may be carried forward for five succeeding income years. (CGS
Sec. 12-2171)

Employer Assisted Housing This credit is available for monies paid to a revolving loan fund for
employer assisted housing. This fund must be established and maintained by the corporation
for 5 years and provide revolving loans to its low and moderate income employees. The
program is administered by the Connecticut Housing Finance Authority and is capped at $1
million per year. The credit is limited to $100,000 annually per business firm and may be
carried back or forward for five years. (CGS Sec. 12-217p)

Enterprise Zone or Entertainment District The Enterprise Zone or Entertainment District Credit
allows a business credit of 50% of their allocable tax for operating a manufacturing facility
within a designated enterprise zone or entertainment district. Certification is required from the
Department of Economic and Community Development. Corporations may claim this credit for
10 years beginning with the first year following the year of certification. (CGS Sec. 12-217e)
Enterprise Zone Credit For Qualifying Corporations A credit of 100% is allowed to any
qualifying corporation created on or after January 1, 1997 which hires local employees
qualifying under the Job Training Partnership Act to work within a designated Enterprise Zone.
This credit is 100% of the corporation's tax liability for it's first three years and 50% of its liability
for the next seven. (CGS Sec. 12-217v)

Financial Institutions This credit is available to financial institutions which construct a new
facility and create a minimum of 1,200 new jobs. Each company must obtain an eligibility
certificate from the Department of Economic and Community Development in order to claim this
credit. Credit levels of 30%, 40% or 50% for years one through ten provided it has not received
any financial assistance from the state and 25% for years eleven through fifteen, are based on
the number of qualified employees. This credit may be taken for up to fifteen years. PA 00-170
provides financial institution with Manufacturing Assistance Act benefits. (CGS Sec. 12-217u)
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Fixed Capital Investments This credit is available to corporations for income years beginning
on or after January 1, 1998. The credit is based on the amounts paid or incurred for any new
tangible personal property that has a class life of more than four years, is not sold or leased
within 12 months, and will be held and used in Connecticut for at least five years. Inventory,
land, buildings and mobile transportation equipment are not included. The percentage of credit
beginning January 1, 1998 is 3% of the expenditures in 1998, 4% in 1999, and 5% for income
years beginning on or after January 1, 2000. Unused credits may be carried forward for five
succeeding income years. (CGS Sec. 12-217w)

Housing Program Contribution This tax credit program enables corporations to contribute to
housing programs which benefit low and moderate income individuals and families. These
programs are sponsored, developed or managed by nonprofit corporations and must be
approved by the Connecticut Housing Finance Authority. The credit is the amount of the
contribution, not to exceed $50,000 per business annually and a total for all firms is capped at
$5 million annually. Unused credits may be carried back to the five preceding income years
and forward for five succeeding income years. (CGS Sec. 8-395)

Human Capital Investments The Human Capital Investments credit is available for income
years beginning on or after January 1, 1998. The credit is based on the amounts paid or
incurred for various job training and work education programs, child care subsidies to
Connecticut employees, day care facility establishment costs and donations to institutions of
higher education for improvements to technology. The percentage of credit beginning January
1, 1998 is 3% of the expenditures in 1998, 4% in 1999, and 5% for income years beginning on
or after January 1, 2000. Unused credits may be carried forward for five succeeding income
years. PA 00-192 created the Individual Development Account to allow certain low-income and
qualified disabled taxpayers to open savings accounts and receive matching funds as an
incentive for saving for specific purposes. (CGS Sec. 12-217x)

Machinery and Equipment This credit is based upon the incremental increase in expenditures
for machinery and equipment acquired for and installed in Connecticut. The rate of credit is
either 5% or 10% depending on the number of full time employees. The credit became
effective for income years commencing on or after January 1, 1997, however certain
expenditures made during 1995 may qualify for credit in the 1997 income year. (CGS Sec. 12-
2170)

Manufacturing Facility in a Targeted Investment Community A credit of 25% may be applied
against the portion of the Corporation Business tax allocable to a manufacturing facility located
in a targeted investment community. The Commissioner of Economic and Community
Development must certify that the facility is operating in a designated area of high
unemployment. The credit period lasts for ten years beginning with the first year following
certification. (CGS Sec. 12-217¢)

Neighborhood Assistance Act Program The Connecticut Neighborhood Assistance Act tax
credit program is designed to provide funding for municipal and non-profit organizations.
Businesses are granted a tax credit for contributing to certain programs approved by the
Department of Revenue Services. Depending upon the nature of the program and the
individuals served, credit is either 60% or 40% of the amount contributed. Unused credits may
be carried back to the two preceding income years. The program has several statutory limits
which must be followed. A business is limited to receiving $75,000 in tax credit annually. A
non-profit organization is limited to receiving $150,000 in contributions in the aggregate. Also,
a businesses' total charitable contributions must equal or exceed it's prior year amount. The
minimum contribution on which credit can be granted is $250. The program has a $5 million
cap which if exceeded, results in prorating of approved donations. (CGS Sec. 12-632 and
Chapter 228a)

Opportunity Certificate These certificates issued to recipients of benefits from the temporary
family assistance program are used to negotiate for employment opportunities. Hiring
companies may redeem these certificates for a corporation business tax credit of $125.00 for
each full month that the qualified worker is employed, with an annual limit of $1,500 per
employee. (CGS Sec. 12-217y)

Research and Experimental Expenditures This is a tax credit based on the incremental
increase in expenditures for research and experiments conducted in Connecticut. The amount
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of the credit equals 20% of the amount spent by the corporation directly on research and
experimental expenditures which exceeds the amount spent in the preceding income year.
Qualifying biotechnology companies are allowed a fifteen-year credit carry-forward
commencing with the 1997 income year. All other companies are allowed a fifteen-year credit
carry-forward commencing with the 2000 income year. (CGS Sec 12-217j)

Research and Development Expenses A credit may be applied against the Corporation
Business Tax for expenses of research and development conducted in Connecticut. The
amount allowed as credit increases ratably from 1% of the annual research and development
expenses paid or incurred, where such expenses equal $50 million or less, to 6% where
expenses exceed $200 million. Also, for those taxpayers whose research and development
expenses exceed $200 million, there is a credit reduction provision based on workforce
reductions.  Unused credits may be carried forward until fully taken.  Public Act 98-110
extends the 6% credit to qualified small businesses with a gross income which does not exceed
$100 million for income years beginning on or after January 1, 2000. (CGS Sec. 12-217n)

Sale of Credits Research and Experimentation Credits and Research and Development
Credits may be sold to the state by a business that has no tax liability against which to apply
them and if the business grossed less than $70 million in the previous tax year for a cash
payment equal to 65% of the credit's value. (CGS Sec. 12-217ee)

Research and Development Grants to Institutions of Higher Education This is a credit for 25%
of the amount by which a qualifying grant or combination of grants made by a corporation to
any institution of higher education in Connecticut for the purposes of research and development
related to advancements in technology, exceeds the average amount of qualifying grants made
during the three preceding income years. (CGS Sec. 12-217I)

Service Facility This credit is available to companies with a service facility located in a
Connecticut targeted investment community which hire new employees and have an eligibility
certificate issued by the Commissioner of Economic and Community Development. The credit
is based on the portion of tax allocable to such facility and the number of new employees
working there. Credit percentages range from 15% to 50% depending on the number of new
employees. The credit period is ten years. (CGS Sec. 12-217e)

Traffic Reduction Programs This credit which commenced January 1, 1997, is available for
corporations employing 100 or more people. This is a 50% credit for traffic reduction program
expenses related to the attainment of federal Clean Air Act standards, not to exceed $250 per
participating employee. The credit is capped at $1.5 million per year. Expenditures made on or
after January 1, 1995 are allowed to be claimed in 1997. (CGS Sec. 12-217s)

Subchapter S Corporations Allow Subchapter S corporations to tale tax credits on the same
phase out of the tax on S-Corporation’s net income (PA 99-173)

Open Space A credit for donation of land to be preserved as open space or watershed land
(PA 99-173 and PA 99-235). PA 00-203 extends the credit for land donated to the state to be
carried forward 10 years. It also creates the Charter Oak Open Space Trust Account. (CGS
Sec. 12-218dd)

SBA A credit for the guarantee of fees paid when obtaining financing from the Small Business
Administration. (CGS Sec. 120217cc)

Donation of Computers to Local Schools A credit for donation of new or used computers to
local schools. (CGS Sec. 10-228b)

Rehabilitation of Historic Homes PA 99-173 established a tax credit for expenses related to
rehabilitating historic homes effective with the 2000 income year. The credit applies to
expenses over $15,000 with a cap of $30,000 for each home. The credit is capped at $3
million per year and can be carried forward for up to four years. (CGS Sec. 10-320j)
Remediation of Urban Sites PA 00-170 established a site remediation tax credit for the
remediation of urban sites. The amount of credit cannot exceed the amount of state revenue
the Department of Economic and Community Development determines will be generated by the
investment in the site. The revenue loss from the credit is expected to be offset by the tax
revenue generated from the new development at the site. (CGS Sec. 32-9t)
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Payment - If the tax liability is expected to be more than $1,000, or the tax required to be paid in the
preceding year exceeded $1,000, then the taxpayer is obligated to declare and pay estimated payments.
Estimated payments are based on current year estimated annual tax liability using the following
percentages: 30% in the third month, 70% in the sixth month, 80% in the ninth month, and 100% by the
twelfth month of the income year, or 100% of the prior year’s estimated tax payment.

The final payment of the tax is due by the first day of the fourth-month following the end of the income
year. The minimum estimated payment is $100 (CGS Sec. 12-242c).

The interest rate on overdue or underpayment of estimated tax is 1% per month or 12% per year.
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INHERITANCE AND ESTATE TAXES
Inheritance, Estate and Generation-Skipping Transfer Taxes

Death taxes (often called succession taxes) are excise taxes levied on the transfer of wealth at the time of
death. There are two types of death taxes, an estate tax which is a tax on the total value of an estate,
and the inheritance tax which is a levy on the separate shares of an estate passed to beneficiaries.

INHERITANCE TAX
(CGS Section 12-340)

The Connecticut Succession Tax was the first tax universally applied to all residents and property owners
within the state in 1889. From 1889 to the late 1930s, the tax evolved into its present form. It has not
changed greatly from the 1930s.

The succession tax is an inheritance tax that is applied to all real and tangible personal property inherited
in the state and all intangible personal property inherited without regard to location. For nonresidents the
tax base is all real and tangible personal property located in the state. The tax is a death tax based on
the value at the time of death of the net taxable estate distributed to certain classes of beneficiaries.

Classification of Inheritors
Amount Exempt

Class Description January 1, 2001
AA Surviving spouse Exempt
A Immediate family such as parents or Exempt
children
B Other relatives including siblings, nieces, and $600,000
nephews
C All others including charitable organizations $200,000

The net taxable estate consists of the gross value of estate assets less certain allowable deductions.
Although the Connecticut inheritance tax is based on the value of the assets distributed to certain classes
of beneficiaries, the tax is payable by the decedent's estate.

Farm land in an estate is valued at current use provided that (1) such farm land is transferred to
beneficiaries included in classes AA, A and B, (2) such farm land was owned by the deceased or any
beneficiaries included in classes AA, A and B for more than 5 years during 8 years immediately preceding
the decedent's death, and (3) the deceased or any beneficiaries shall have engaged in active and
substantial farming or agricultural operations directly related to such farm for more than 5 years during the
8 years prior to the decedent's death (CGS Sec. 12-349(a)).
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The Inheritance Tax is scheduled to be phased out by increasing the exemption amount for each class of
inheritor over 5 years as follows (CGS 12-344):

Exemption amount for property Effective date of
inherited by Class A: exemption increase:
Property under  $50,000 Prior to 1/1/97
Property under $250,000 1/1/97
Property under $500,000 1/1/98
Property under $800,000 1/1/99
Property under $2,000,000 1/1/00

Tax on Class A is eliminated 1/1/01
Exemption amount for property Effective date of
inherited by Class B: exemption increase:
Property under  $6,000 Current law
Property under $200,000 1/1/99
Property under $400,000 1/1/00
Property under $600,000 1/1/01
Property under $1,500,000 1/1/02

Tax on Class B is eliminated 1/1/03
Exemption amount for property Effective date of
inherited by Class C: exemption increase:
Property under  $1,000 Current law
Property under  $200,000 1/1/01
Property under  $400,000 1/1/02
Property under $600,000 1/1/03
Property under $1,500,000 1/1/04

Tax on Class C is eliminated 1/1/05

Rate & Basis - The tax is based upon an heir or beneficiary's "privilege" to receive property. The
following tax rates are based on the relationship of the beneficiary to the decedent and include the base
rates and the 30% and 10% surtaxes:
Inheritance Tax Rates
(Including Surtax)

Net Class A Class B Class C
Taxable Taxon Rate on Taxon Rate on Taxon Rateon
Estate Col 1 Excess Col 1 Excess Col 1 Excess
($000) Col 1 Col 1 Col 1
Column 1
Oto1 $0 0.0% $0 0.0% $0 0.0%
1t06 0 0.0 0 0.0 0 114
6 to 20 0 0.0 0 5.7 572 114
20to 25 0 0.0 801 5.7 2,174 114
25 to 50 0 0.0 1,087 7.2 2,746 12.9
50 to 100 0 4.3 2,874 7.2 5,963 129
100 to 150 2,145 4.3 6,449 7.2 12,398 12.9
150 to 250 4,290 57 10,024 8.6 18,833 14.3
250 to 300 10,010 7.2 18,604 10.0 33,133 157
300 to 400 13,585 7.2 23,609 10.0 40,998 15.7
400 to 600 20,735 8.6 33,619 114 56,728 17.2
600 to 1,000 37,895 10.0 56,499 12.9 91,048 18.6
1,000 and up 77935 114 107,979 143 165,408 20.0
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In general, the closer the relationship (estate passes from parent to child) the larger the exemption and
the lower the tax rate, the further the relationship (estate passes from decedent to a friend) the smaller
the exemption and the greater the tax rate.

Exclusions - State exclusions from gross taxable estate
- Payments to Beneficiary from Retirement or Profit-Sharing Plans(CGS Sec. 12-349(b))
- Social Security, Railroad Retirement and Survivor Benefits (CGS Sec. 12-349(c))
- Self-Employed Pension Plan (CGS Sec. 12-349(d))
- Transfers to Government and Other Entities (CGS Sec. 12-347(a))
- Care of Cemetery Lot (CGS Sec. 12-347(a))
- Transfer of Open Space Land (CGS Sec. 12-347(c))
- Life and Accident Risk Insurance (CGS Sec. 12-342)
- Jointly Owned Property (CGS Sec. 12-343)
- Tax Incentive for Open Space(CGS Sec. 12-347(c))

Deductions - In the case of the estate of a resident transferor (CGS Sec. 12-350), the net estate is
computed by deducting from the gross taxable estate the following items:

(a) Debts against the decedent's estate,

(b) Unpaid taxes on real and personal property and income,

(c) Any tax on untaxed property assessed by the state,

(d) Special assessments or liens,

(e) Funeral expenses, headstone, and care of cemetery lot,

(f) Reasonable compensation of executors and administrators and reasonable attorney's fees,

(g) Allowance made during settlement of estate for the support of the widow, widower, dependent
minor children or handicapped individuals,

(h) Unpaid mortgages not deducted in the appraisal of property mortgaged,

(i) Reasonable expenses of administration relating to intestate estates,

(i) Unpaid expenses of administering a trust prior to death.

In the case of the estate of a non resident transferor (CGS Sec. 12-352), the net estate is computed by
deducting from the gross taxable estate the following items:

(a) Fees of the Connecticut Probate Court,

(b) Advertising expenses incidental to administration in this state,

(c) Reasonable compensation of appraiser of real estate or tangible property located in this State,

(d) Expenses incurred in procuring fiduciary's bond filed in the Connecticut probate court,

(e) Commissions paid in connection with sales of real estate or tangible property located in this
state,

(f) Reasonable compensation of executors and administrators of the Connecticut probate court
and reasonable fees for Connecticut attorneys,

(g) Unpaid mortgages upon real and personal property located in Connecticut and not deducted in
the appraisal of property mortgaged located in Connecticut,

(h) Unpaid taxes on real and personal property located in this state,

(i) Any tax on untaxed property assessed by the state,

(i) Special assessments or liens on property in Connecticut.

Exemptions - Class AA, A, B, C as described in the beginning of this section (CGS Sec. 12-344)
Payment - Inheritance tax is due at the death of the decedent and payable within six months thereafter

(CGS Sec. 12-375). If the value of an interest in a closely held business exceeds 35% of the value of the
gross estate, the tax may be paid in ten equal annual instaliments.

26



ESTATE TAX
(CGS Section 12-391)

Under certain circumstances, Connecticut imposes an estate tax (CGS Sec. 12-391). The tax is intended
to preserve revenue for the state that would otherwise go to the federal government and is considered a
"sponge tax". The Connecticut estate tax allows the state to retain the maximum credit allowed under
federal law. This tax acts as a revenue safety net, used only when the total state death tax liability falls
below the maximum federal credit. In cases such as these, the state is able to retain funds that would
have gone to the federal government up to the maximum allowable credit. Therefore the state can pick
up revenue with no increase in tax liability to the decedent's estate (CGS Sec. 12-391). The Estate Tax is
also applicable to real and personal property in Connecticut owned by nonresidents.

Payment - Inheritance tax is due at the death of the decedent and payable within six months (CGS Sec.
12-375). If the value of an interest in a closely held business exceeds 35% of the value of the gross
estate, the tax may be paid in ten equal annual installments.

GENERATION-SKIPPING TRANSFER TAX
(CGS Section 12-390a)

A tax is imposed on certain transfers of property under trusts whose beneficiaries are two or more
generations below the transferor. Specifically, it applies to taxable terminations under federal Generation
Skipping Tax laws that occur on or after July 1, 1997. The amount of the tax is the amount of federal
credit allowed for generation skipping transfer tax paid to any state under the IRS Code.

A taxable termination occurs upon the termination of a trust interest (a current right to receive trust
income or principal) if, after the termination, all trust interests are held by (1) beneficiaries who are two or
more generations below that of the transferor or (2) a trust for the benefit of such people. A taxable
distribution is any distribution from a trust or principal to such people or trusts. A direct skip is an outright
transfer of a property interest to such people or trusts. Every person is allowed a $1 million Generation
Skipping Tax exemption.

Payment - The tax is due if there is a taxable distribution or termination under the federal law. The person
responsible for paying the federal Generation Skipping Tax must pay the state tax by the initial deadline
for filing the federal return, regardless of whether that deadline was extended. (Under federal law the
trustee pays the tax on a taxable termination. The transferee pays it on a taxable distribution.) In the case
of a direct skip, payment is due on the date in which an estate or gift tax payment is required. In all of the
cases, the due date is on or before the 15th day of the 4th month after the close of the tax year of the
person required to file the return.
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