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House of Representatives

General Assembly File No. 589

February Session, 2000 Substitute House Bill No. 5776

House of Representatives, April 13, 2000

The Committee on Finance, Revenue and Bonding reported
through REP. MCDONALD of the 148t Dist., Chairperson of
the Committee on the part of the House, that the substitute bill
ought to pass.

An Act Concerning A Single Factor Apportionment Formula For
Manufacturers And Broadcasters Under The Corporation
Business Tax And Economic Development Incentives For
Certain Financial Institutions.

Be it enacted by the Senate and House of Representatives in General
Assembly convened:

Section 1. Section 12-218 of the general statutes, as amended by
section 4 of public act 99-121, is repealed and the following is
substituted in lieu thereof:

(a) Any taxpayer which is taxable both within and without this state
shall apportion its net income as provided in this section. For purposes
of apportionment of income under this section, a taxpayer is taxable in
another state if in such state such taxpayer conducts business and is
subject to a net income tax, a franchise tax for the privilege of doing
business, or a corporate stock tax, or if such state has jurisdiction to

subject such taxpayer to such a tax, regardless of whether such state
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does, in fact, impose such a tax.

(b) The net income of the taxpayer, when derived from business
other than the manufacture, sale or use of tangible personal or real
property, shall be apportioned within and without the state by means
of an apportionment fraction, the numerator of which shall represent
the gross receipts from business carried on within Connecticut and the
denominator shall represent the gross receipts from business carried
on everywhere, except that any gross receipts attributable to an
international banking facility, as defined in section 12-217, shall not be
included in the numerator or the denominator. Gross receipts as used
in this subsection shall have the same meaning as used in subdivision

(3) of subsection (c) of this section.

(c) [The] Except as otherwise provided in subsection (k) of this

section, the net income of the taxpayer when derived from the
manufacture, sale or use of tangible personal or real property, shall be
apportioned within and without the state by means of an
apportionment fraction, to be computed as the sum of the property
factor, the payroll factor and twice the receipts factor, divided by four.
(1) The first of these fractions, the property factor, shall represent that
part of the average monthly net book value of the total tangible
property held and owned by the taxpayer during the income year
which is held within the state, without deduction on account of any
encumbrance thereon, and the value of tangible property rented to the
taxpayer computed by multiplying the gross rents payable during the
income year or period by eight. For the purpose of this section, gross
rents shall be the actual sum of money or other consideration payable,
directly or indirectly, by the taxpayer or for its benefit for the use or
possession of the property, excluding royalties, but including interest,
taxes, insurance, repairs or any other amount required to be paid by
the terms of a lease or other arrangement and a proportionate part of
the cost of any improvement to the real property made by or on behalf

of the taxpayer which reverts to the owner or lessor upon termination
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of a lease or other arrangement, based on the unexpired term of the
lease commencing with the date the improvement is completed,
provided, where a building is erected on leased land by or on behalf of
the taxpayer, the value of the land is determined by multiplying the
gross rent by eight, and the value of the building is determined in the
same manner as if owned by the taxpayer. (2) The second fraction, the
payroll factor, shall represent the part of the total wages, salaries and
other compensation to employees paid by the taxpayer during the
income year which was paid in this state, excluding any such wages,
salaries or other compensation attributable to the production of gross
income of an international banking facility as defined in section 12-217.
Compensation is paid in this state if (A) the individual's service is
performed entirely within the state; or (B) the individual's service is
performed both within and without the state, but the service
performed without the state is incidental to the individual's service
within the state; or (C) some of the service is performed in the state
and (i) the base of operations or, if there is no base of operations, the
place from which the service is directed or controlled is in the state, or
(ii) the base of operations or the place from which the service is
directed or controlled is not in any state in which some part of the
service is performed, but the individual's residence is in this state. (3)
The third fraction, the receipts factor, shall represent the part of the
taxpayer's gross receipts from sales or other sources during the income
year, computed according to the method of accounting used in the
computation of its entire net income, which is assignable to the state,
and excluding any gross receipts attributable to an international
banking facility as defined in section 12-217, but including receipts
from sales of tangible property if the property is delivered or shipped
to a purchaser within this state, other than a company which qualifies
as a Domestic International Sales Corporation (DISC) as defined in
Section 992 of the Internal Revenue Code of 1986, or any subsequent
corresponding internal revenue code of the United States, as from time

to time amended, and as to which a valid election under Subsection (b)
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of said Section 992 to be treated as a DISC is effective, regardless of the
f.o.b. point or other conditions of the sale, receipts from services
performed within the state, rentals and royalties from properties
situated within the state, royalties from the use of patents or
copyrights within the state, interest managed or controlled within the
state, net gains from the sale or other disposition of intangible assets
managed or controlled within the state, net gains from the sale or other
disposition of tangible assets situated within the state and all other

receipts earned within the state.

(d) Any motor bus company which is taxable both within and
without this state shall apportion its net income derived from carrying
of passengers for hire by means of an apportionment fraction, the
numerator of which shall represent the total number of miles operated
within this state and the denominator of which shall represent the total
number of miles operated everywhere, but income derived by motor
bus companies from sources other than the carrying of passengers for

hire shall be apportioned as herein otherwise provided.

(e) Any motor carrier which transports property for hire and which
is taxable both within and without this state shall apportion its net
income derived from carrying of property for hire by means of an
apportionment fraction, the numerator of which shall represent the
total number of miles operated within this state and the denominator
of which shall represent the total number of miles operated
everywhere, but income derived by motor carriers from sources other
than the carrying of property for hire shall be apportioned as herein

otherwise provided.

(f) (1) Each taxpayer that provides management, distribution or
administrative services, as defined in this subsection, to or on behalf of
a regulated investment company, as defined in Section 851 of the
Internal Revenue Code shall apportion its net income derived, directly

or indirectly, from providing management, distribution or
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administrative services to or on behalf of a regulated investment
company, including net income received directly or indirectly from
trustees, and sponsors or participants of employee benefit plans which
have accounts in a regulated investment company, in the manner
provided in this subsection. Income derived by such taxpayer from
sources other than the providing of management, distribution or
administrative services to or on behalf of a regulated investment

company shall be apportioned as provided in this chapter.

(2) The numerator of the apportionment fraction shall consist of the
sum of the Connecticut receipts, as described in subdivision (3) of this
subsection. The denominator of the apportionment fraction shall
consist of the total receipts from the sale of management, distribution
or administrative services to or on behalf of all the regulated
investment companies. For purposes of this subsection, "receipts"
means receipts computed according to the method of accounting used

by the taxpayer in the computation of net income.

(3) For purposes of this subsection, Connecticut receipts shall be
determined by multiplying receipts from the rendering of
management, distribution or administrative services to or on behalf of
each separate regulated investment company by a fraction (A) the
numerator of which shall be the average of (i) the number of shares on
the first day of such regulated investment company's taxable year, for
federal income tax purposes, which ends within or at the same time as
the taxable year of the taxpayer, that are owned by shareholders of
such regulated investment company then domiciled in this state and
(ii) the number of shares on the last day of such regulated investment
company's taxable year, for federal income tax purposes, which ends
within or at the same time as the taxable year of the taxpayer, that are
owned by shareholders of such regulated investment company then
domiciled in this state; and (B) the denominator of which shall be the
average of the number of shares that are owned by shareholders of

such regulated investment company on such dates.
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(4) (A) For purposes of this subsection, "management services"
includes, but is not limited to, the rendering of investment advice
directly or indirectly to a regulated investment company, making
determinations as to when sales and purchases of securities are to be
made on behalf of the regulated investment company, or the selling or
purchasing of securities constituting assets of a regulated investment
company, and related activities, but only where such activity or
activities are performed (i) pursuant to a contract with the regulated
investment company entered into pursuant to 15 USC 80a-15(a), as
from time to time amended, (ii) for a person that has entered into such
contract with the regulated investment company, or (iii) for a person
that is affiliated with a person that has entered into such contract with

a regulated investment company.

(B) For purposes of this subsection, "distribution services" includes,
but is not limited to, the services of advertising, servicing, marketing
or selling shares of a regulated investment company, but, in the case of
advertising, servicing or marketing shares, only where such service is
performed by a person that is, or, in the case of a closed end company,
was, either engaged in the service of selling such shares or affiliated
with a person that is engaged in the service of selling such shares. In
the case of an open end company, such service of selling shares shall
be performed pursuant to a contract entered into pursuant to 15 USC

80a-15(b), as from time to time amended.

(C) For purposes of this subsection, "administrative services"
includes, but is not limited to, clerical, fund or shareholder accounting,
participant record keeping, transfer agency, bookkeeping, data
processing, custodial, internal auditing, legal and tax services
performed for a regulated investment company but only if the
provider of such service or services during the income year in which
such service or services are provided also provides, or is affiliated with
a person that provides, management or distribution services to such

regulated investment company.
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(D) For purposes of this subsection, a person is "affiliated" with
another person if each person is a member of the same affiliated group,
as defined under Section 1504 of the Internal Revenue Code without

regard to subsection (b) of said section.

(E) For purposes of this subsection, the domicile of a shareholder
shall be presumed to be such shareholder's mailing address as shown
in the records of the regulated investment company except that for
purposes of this subsection, if the shareholder of record is an insurance
company which holds the shares of the regulated investment company
as depositor for the benefit of a separate account, then the taxpayer
may elect to treat as the shareholders the contract owners or
policyholders of the contracts or policies supported by such separate
account. An election made under this subparagraph shall apply to all
shareholders that are insurance companies and shall be irrevocable for,
and applicable for, five successive income years. In any year that such
an election is applicable, it shall be presumed that the domicile of a
shareholder is the mailing address of the contract owner or

policyholder as shown in the records of the insurance company.

(g) (1) Each taxpayer that provides securities brokerage services, as
defined in this subsection, shall apportion its net income derived,
directly or indirectly, from rendering securities brokerage services in
the manner provided in this subsection. Income derived by such
taxpayer from sources other than the rendering of securities brokerage

services shall be apportioned as provided in this chapter.

(2) The numerator of the apportionment fraction shall consist of the
brokerage commissions and total margin interest paid on behalf of
brokerage accounts owned by the taxpayer's customers who are
domiciled in this state during such taxpayer's income year, computed
according to the method of accounting used in the computation of net
income. The denominator of the apportionment fraction shall consist of

brokerage commissions and total margin interest paid on behalf of
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brokerage accounts owned by all of the taxpayer's customers,
wherever domiciled, during such taxpayer's income year, computed
according to the method of accounting used in the computation of net

income.
(3) For purposes of this subsection:

(A) "Security brokerage services" means services and activities
including all aspects of the purchasing and selling of securities
rendered by a broker, as defined in 15 USC 78c(a)(4) and registered
under the provisions of 15 USC 78a to 78Kk, inclusive, as from time to
time amended, to effectuate transactions in securities for the account of
others, and a dealer, as defined in 15 USC 78c(a)(5) and registered
under the provisions of 15 USC 78a to 78Kk, inclusive, as from time to
time amended, to buy and sell securities, through a broker or
otherwise. Security brokerage services shall not include services
rendered by any person buying or selling securities for such person's
own account, either individually or in some fiduciary capacity, but not

as part of a regular business carried on by such person.

(B) "Securities" means security, as defined in 15 USC 78c(a)(10), as
from time to time amended.

(C) "Brokerage commission" means all compensation received for
effecting purchases and sales for the account or on order of others,
whether in a principal or agency transaction, and whether charged
explicitly or implicitly as a fee, commission, spread, markup or

otherwise.

(4) For purposes of this subsection, the domicile of a customer shall
be presumed to be such customer's mailing address as shown in the

records of the taxpayer.

(h) (1) Any company that is (A) a limited partner in a partnership,
other than an investment partnership, that does business, owns or

sHBS5776 / File No. 589 8
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leases property or maintains an office within this state and (B) not
otherwise carrying on or doing business in this state shall pay the tax
imposed under section 12-214 solely on its distributive share as a
partner of the income or loss of such partnership to the extent such
income or loss is derived from or connected with sources within this
state, except that, if the commissioner determines that the company
and the partnership are, in substance, parts of a unitary business
engaged in a single business enterprise, the company shall be taxed in
accordance with the provisions of subdivision (3) of this subsection
and not in accordance with the provisions of this subdivision,
provided, in lieu of the payment of tax based solely on its distributive
share, such company may elect for any particular income year, on or
before the due date or, if applicable the extended due date, of its
corporation business tax return for such income year, to apportion its
net income within and without the state under the provisions of this
chapter.

(2) Any company that is (A) a limited partner (i) in an investment
partnership or (ii) in a limited partnership, other than an investment
partnership, that does business, owns or leases property or maintains
an office within this state and (B) otherwise carrying on or doing
business in this state shall apportion its net income, including its
distributive share as a partner of such partnership income or loss,
within and without the state under the provisions of this chapter,
except that the numerator and the denominator of its payroll factor,
property factor, and receipts factor shall include its proportionate part,
as a partner, of the numerator and the denominator of such
partnership's payroll factor, property factor and receipts factor,
respectively. For purposes of this section, such partnership shall
compute its apportionment fraction and the numerator and the
denominator of its payroll factor, property factor and receipts factor, as

if it were a company taxable both within and without this state.

(3) Any company that is a general partner in a partnership that does

sHBS5776 / File No. 589 9
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business, owns or leases property or maintains an office within this
state shall, whether or not it is otherwise carrying on or doing business
in this state, apportion its net income, including its distributive share
as a partner of such partnership income or loss, within and without the
state under the provisions of this chapter, except that the numerator
and the denominator of its payroll factor, property factor and receipts
factor shall include its proportionate part, as a partner, of the
numerator and the denominator of such partnership's payroll factor,
property factor and receipts factor, respectively. For purposes of this
section, such partnership shall compute its apportionment fraction and
the numerator and the denominator of its payroll factor, property
factor and receipts factor, as if it were a company taxable both within
and without this state.

(i) The provisions of this section shall not apply to insurance

companies.

() (1) Any financial service company as defined in section 12-218b,
that has net income derived from credit card activities, as defined in
this subsection, shall apportion its net income derived from credit card
activities in the manner provided in this subsection. Income derived by
such taxpayer from sources other than credit card activities shall be

apportioned as provided in this chapter.

(2) The numerator of the apportionment fraction shall consist of the
Connecticut receipts, as described in subdivision (3) of this subsection.
The denominator of the apportionment fraction shall consist of (A) the
total amount of interest and fees or penalties in the nature of interest
from credit card receivables, (B) receipts from fees charged to card
holders, including, but not limited to, annual fees, irrespective of the
billing address of the card holder, (C) net gains from the sale of credit
card receivables, irrespective of the billing address of the card holder,
and (D) all credit card issuer's reimbursement fees, irrespective of the
billing address of the card holder.

sHBS5776 / File No. 589 10
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(3) For purposes of this subsection, "Connecticut receipts" shall be
determined by adding (A) interest and fees or penalties in the nature of
interest from credit card receivables and receipts from fees charged to
card holders, including, but not limited to, annual fees, where the
billing address of the card holder is in this state and (B) the product of
(i) the sum of net gains from the sale of credit card receivables and all
credit card issuer's reimbursement fees multiplied by (ii) a fraction, the
numerator of which shall be interest and fees or penalties in the nature
of interest from credit card receivables and receipts from fees charged
to card holders, including, but not limited to, annual fees, where the
billing address of the card holder is in this state, and the denominator
of which shall be the total amount of interest and fees or penalties in
the nature of interest from credit card receivables and receipts from
fees charged to card holders, including, but not limited to, annual fees,

irrespective of the billing address of the card holder.
(4) For purposes of this subsection:
(A) "Credit card" means a credit, travel, or entertainment card;

(B) "Receipts" means receipts computed according to the method of

accounting used by the taxpayer in the computation of net income;

(C) "Credit card issuer's reimbursement fee" means the fee that a
taxpayer receives from a merchant's bank because one of the persons
to whom the taxpayer or a related person, as defined in section 12-
218b, has issued a credit card has charged merchandise or services to
the credit card;

(D) "Net income derived from credit card activities" means (i)
interest and fees or penalties in the nature of interest from credit card
receivables and receipts from fees charged to card holders, including,
but not limited to, annual fees, net gains from the sale of credit card
receivables, credit card issuer's reimbursement fees, and credit card

receivables servicing fees received in connection with credit cards

sHBS5776 / File No. 589 11



324
325
326

327
328
329
330

331
332
333
334

335
336
337
338
339
340
341

342
343
344
345
346
347
348

349
350
351
352
353

sHBS5776 File No. 589

issued by the taxpayer or a related person, as defined in section 12-
218D, less (ii) expenses related to such income, to the extent deductible
under chapter 208;

(E) "Billing address" shall be presumed to be the location indicated
in the books and records of the taxpayer as the address where any
notice, statement or bill relating to a card holder is to be mailed, as of

the date of such mailing; and

(F) "Credit card activities" means those activities involving the
underwriting and approval of credit card relationships or other
business activities generally associated with the conduct of business by

an issuer of credit cards from which it derives income.

(5) The Commissioner of Revenue Services may adopt regulations,
in accordance with chapter 54, to permit a financial service company
that is an owner of a financial asset securitization investment trust, as
defined in Section 860H(a) of the Internal Revenue Code, to elect to
apportion its share of the net income from credit card activities carried
on by such trust, and to provide rules for apportioning such share of

net income that are consistent with this subsection.

(k) (1) For income years commencing on or after January 1, 2001, the

net income of a taxpayer which is primarily engaged in activities that,

in accordance with the North American Industrial Classification

System, United States manual, United States Office of Management
and Budget, 1997 edition, would be included in Sector 31, 32 or 33,
shall be apportioned within and without the state by means of the

apportionment fraction described in subdivision (2) of this subsection.

(2) The numerator of the apportionment fraction shall consist of the

taxpaver’s gross receipts, as described in subdivision (3) of subsection

(c) of this section, which are assignable to the state, as provided in

subdivision (3) of subsection (c) of this section. The denominator of

the apportionment fraction shall consist of the taxpaver’s total gross

sHBS5776 / File No. 589 12
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receipts, as described in subdivision (3) of subsection (c) of this section,

whether or not assignable to the state.

(3) Any taxpaver which is described in subdivision (1) of this

subsection and seventy-five per cent or more of whose total gross

receipts, as described in subdivision (3) of subsection (c) of this section,

during the income vear are from the sale of tangible personal property

directly, or in the case of a subcontractor, indirectly to the United

States government may elect, on or before the due date or, if

applicable, the extended due date, of its corporation business tax

return for the income vear, to apportion its net income within and

without the state by means of the apportionment fraction described in

subsection (c) of this section. The election, if made by the taxpaver,

shall be irrevocable for, and applicable for, five successive income

years.

(1) (1) For income yvears commencing on or after October 1, 2001, any

broadcaster which is taxable both within and without this state shall

apportion its net income derived from the broadcast of film or radio

programming, whether through the public airwaves, by cable, by

direct or indirect satellite transmission or by any other means of

communication, through an over-the-air television or radio network,

through a television or radio station or through a cable network or

cable television system by means of the apportionment fraction

described in subdivision (3) of this subsection, and any eligible

production entity which is taxable both within and without this state

shall apportion its net income derived from film or radio programming

production services by means of the apportionment fraction described

in subdivision (4) of this subsection.

(2) For purposes of this subsection:

(A) "Film or radio programming" means any and all performances,

events or productions, including without limitation news, sporting

events, plays, stories and other entertainment, literary, commercial,

sHBS5776 / File No. 589 13
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educational or artistic works, telecast or otherwise made available for

video or audio exhibition through live transmission or through the use

of video tape, disc or any other type of format or medium;

(B) A '"subscriber" to a cable television system is an individual

residence or other outlet which is the ultimate recipient of the

transmission;

(C) "Telecast" or "broadcast" means the transmission of film or radio

programming by an electronic or other signal conducted by

radiowaves or microwaves, by wires, lines, coaxial cables, wave guides

or fiber optics, by satellite transmissions directly or indirectly to

viewers or listeners or by any other means of communication;

(D) "Eligible production entity" means a corporation which provides

film or radio programming production services and which is affiliated,

within the meaning of Sections 1501 to 1504 of the Internal Revenue

Code and the regulations promulgated thereunder, with a broadcaster;

(E) "Release" or "in release" means the placing of film or radio

programming into service. A film or radio program is placed into

service when it is first broadcast to the primary audience for which the

program was created. For example, a film is placed in service when it

is first publicly telecast for entertainment, educational, commercial,

artistic or other purpose. Each episode of a television or radio series is

placed in service when it is first broadcast; and

(F) "Broadcaster" means a corporation that is engaged in the

business of broadcasting film or radio programming, whether through

the public airwaves, by cable, by direct or indirect satellite

transmission or by any other means of communication, through an

over-the-air television or radio network, through a television or radio

station or through a cable network or cable television system, and that

is primarily engaged in activities that, in accordance with the North

American Industry Classification System, United States manual, 1997

sHBS5776 / File No. 589 14
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edition, are included in industry group 5131 or 5132.

(3) (A) Except as provided in subparagraph (B) of this subdivision,

the numerator of the apportionment fraction for a broadcaster shall

consist of the broadcaster’s gross receipts, as described in subdivision

(3) of subsection (c) of this section, which are assignable to the state, as

provided in subdivision (3) of subsection (c) of this section. Except as

provided in subparagraph (C) of this subdivision, the denominator of

the apportionment fraction for a broadcaster shall consist of the

broadcaster’s total gross receipts, as described in subdivision (3) of

subsection (c) of this section, whether or not assignable to the state.

(B) The numerator of the apportionment fraction for a broadcaster

shall include the gross receipts of the taxpayer from sources within this

state determined as follows:

(i) Gross receipts, including without limitation, advertising revenue,

affiliate fees and subscriber fees, received by a broadcaster from film or

radio programming in release to or by a broadcaster for telecast which
is attributed to this state.

(i) Gross receipts, including without limitation, advertising

revenue, received by an over-the-air television or radio network or a

television or radio station from film or radio programming in release

to or by such network or station for telecast shall be attributed to this

state in the same ratio that the audience for such over-the-air network

or station located in this state bears to the total audience for such over-

the-air network or station inside and outside of the United States. For

purposes of this subparagraph, the audience shall be determined either

by reference to the books and records of the taxpaver or by reference to

the applicable year’s published rating statistics, provided the method

used by the taxpaver is consistently used from vear to vear for such

purpose and fairly represents the taxpaver’s activity in the state.

(iii) Gross receipts including, without limitation, advertising

sHBS5776 / File No. 589 15
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revenue, affiliate fees and subscriber fees, received by a cable network

or a cable television system from film or radio programming in release

to or by such cable network or cable television system for telecast shall

be attributed to this state in the same ratio that the subscribers for such

cable network or cable television system located in this state bears to

the total of such subscribers of such cable network or cable television

system inside and outside of the United States. For purpose of this

subparagraph, the number of subscribers of a cable network shall be

measured by reference to the number of subscribers of cable television

systems that are affiliated with such network and that receive film

program of such network. For purposes of this subparagraph, if the

number of subscribers of a cable television system cannot be accurately

determined from the books and records maintained by the taxpaver,

the ratio shall be determined on the basis of the applicable vyear’s

subscription statistics located in published surveys, provided the

source selected is consistently used from vear to vear for such purpose.

(4) (A) Except as provided in subparagraph (B) of this subdivision,

the numerator of the apportionment fraction for an eligible production

entity shall consist of the eligible production entity’s gross receipts, as

described in subdivision (3) of subsection (c) of this section, which are

assignable to the state, as provided in subdivision (3) of subsection (c)

of this section. Except as provided in subparagraph (C) of this

subdivision, the denominator of the apportionment fraction for an

eligible production entity shall consist of the eligible production

entity’s total gross receipts, as described in subdivision (3) of

subsection (c) of this section, whether or not assignable to the state.

(B) The numerator of the apportionment fraction for an eligible

production entity shall include gross receipts of the entity that are

derived from film or radio programming production services relating

to events which occur within this state.

(C) The denominator of the apportionment fraction for an eligible
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production entity shall include gross receipts of the entity that are

derived from film or radio programming production services relating

to events which occur within or without this state.

Sec. 2. Section 12-217u of the general statutes is amended by adding

subsection (n) as follows:

(NEW) (n) (1) No taxpayer which has received financial assistance
from the state under section 5 of this act may claim the credit under
subsection (b) of this section. The total amount of credit allowed under
subsection (f) of this section to such a taxpayer shall not exceed, in the

aggregate, twenty-five million dollars.

(2) Notwithstanding the provisions of subsection (c) of this section,
for purposes of any credit allowed under subsection (f) of this section
to a taxpayer which has received financial assistance under section 5 of
this act, the initial qualified year shall be the income year in which the
Commissioner of Economic and Community Development executes an
agreement with such financial institution to provide financial

assistance pursuant to section 5 of this act.

(3) For purposes of determining the number of qualified employees
under subsection (d) of this section with respect to any taxpayer which
has received financial assistance under section 5 of this act, the date of
the proposal by such financial institution to provide new positions in
this state shall be the date provided in the agreement executed by
Commissioner of Economic and Community Development with such
financial institution to provide financial assistance pursuant to section
5 of this act.

Sec. 3. Subparagraph (a) of subdivision (59) of section 12-81 of the
general statutes is repealed and the following is substituted in lieu
thereof:

(59) (a) Any manufacturing facility, as defined in section 32-9p,
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acquired, constructed, substantially renovated or expanded on or after
July 1, 1978, in a distressed municipality, as defined in said section or
in a targeted investment community, as defined in section 32-222, or in
an enterprise zone designated pursuant to section 32-70 and for which
an eligibility certificate has been issued by the Department of
Economic and Community Development, and any manufacturing
plant designated by the Commissioner of Economic Development
under subsection (a) of section 32-75c¢ as follows: To the extent of
eighty per cent of its valuation for purposes of assessment in each of
the five full assessment years following the assessment year in which
the acquisition, construction, renovation or expansion of the
manufacturing facility is completed, except that a manufacturing
facility having a standard industrial classification code of 2833 or 2834

and having at least one thousand full-time employees, as defined in

subsection (f) of section 32-9j, or any financial institution, as defined in

section 12-217u, having a least four thousand qualified emplovyees as

determined in accordance with subsections (d) and (n) of section 12-

217u, as amended by this act, shall be eligible to have the assessment

period extended for five additional years upon approval of the
commissioner, in accordance with all applicable regulations, provided
such full-time employees have not been relocated from another facility

in the state operated by the same eligible applicant.

Sec. 4. Subparagraph (a) of subdivision (60) of section 12-81 of the
general statutes is repealed and the following is substituted in lieu
thereof:

(60) (a) (1) Machinery and equipment which represents an addition
to the assessment or grand list of the municipality in which this
exemption is claimed and is installed in any manufacturing facility, as
defined in section 32-9p, which facility is or has been constructed, or
substantially renovated or expanded on or after July 1, 1978, in a
distressed municipality or targeted investment community or

enterprise zone designated pursuant to section 32-70 and for which an
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eligibility certificate has been issued by the Department of Economic
and Community Development, concurrently with and directly
attributable to such construction, renovation or expansion, (2)
machinery and equipment which represents an addition to the
assessment or grand list of the municipality in which this exemption is
claimed and is installed, or machinery and equipment existing, in any
manufacturing facility, as defined in section 32-9p, which facility is or
has been acquired on or after July 1, 1978, in a distressed municipality,
targeted investment community or enterprise zone designated
pursuant to section 32-70 and for which an eligibility certificate has
been issued by the Department of Economic and Community
Development, and (3) machinery and equipment acquired and
installed on or after October 1, 1986, in a manufacturing facility that is
or has at one time been certified as eligible for the exemption under
this subparagraph in accordance with section 32-9r, and which
continues to be used for manufacturing purposes, provided such
machinery and equipment is installed in conjunction with an
expansion program that satisfies the requirements for a manufacturing
facility, as defined in section 32-9p, and is contiguous to and represents
an increase in square feet of floor space of not less than fifty per cent of
the floor space in the certified manufacturing facility, as follows: To the
extent of eighty per cent of its valuation for purposes of assessment in
each of the five full assessment years for which the manufacturing

facility in which it is installed qualifies for an exemption under

subdivision (59) of this section, except that a financial institution, as

defined in section 12-217u, having at least four thousand qualified

emplovees as determined in accordance with subsections (d) and (n) of

section 12-217u, as amended by this act, shall be eligible to have the

assessment period extended for five additional years upon approval of

the commissioner, in accordance with all applicable regulations,

provided such full-time employees have not been relocated from

another facility in the state operated by the same eligible applicant.

Sec. 5. (NEW) In furtherance of the economic development of the
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state, the Department of Economic and Community Development may
provide financial assistance under sections 32-220 to 32-235, inclusive,
of the general statutes to a financial institution, as defined in section
12-217u of the general statutes, as amended by this act, which has not
less than two thousand qualified employees, determined in accordance
with subsections (d) and (n) of said section 12-217u, at a facility or
facilities located in a municipality in this state with a population
greater than one hundred thousand. The provisions of section 32-462

of the general statutes shall not apply to such assistance.

Sec. 6. Subsection (a) of section 32-235 of the general statutes, as
amended by section 16 of public act 99-241, is repealed and the

following is substituted in lieu thereof:

(a) For the purposes described in subsection (b) of this section the
State Bond Commission shall have the power, from time to time, to
authorize the issuance of bonds of the state in one or more series and
in principal amounts not exceeding in the aggregate [three hundred

ninety-nine million three hundred thousand] four hundred sixty-five

million three hundred thousand dollars, provided [thirty-five] one

hundred one million dollars of said authorization shall be effective on
July 1, 2000.

Sec. 7. This act shall take effect from its passage.

FIN Committee Vote: Yea 40 Nay 6 JFS
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The following fiscal impact statement and bill analysis are prepared for the benefit of members of the

General Assembly, solely for the purpose of information, summarization, and explanation, and do not

represent the intent of the General Assembly or either House thereof for any purpose:

—
OFA Fiscal Note

State Impact:

Affected Agencies:

Municipal Impact:

Explanation

State Impact:

Section 1

Revenue Loss, Precludes a Revenue Loss,

Potential Revenue Gain, Future Cost

Department of Revenue Services, Department

of Economic and Community Development

Grand List Increase, Future Revenue Gain

The following table presents the estimated revenue loss associated

with allowing manufacturers and broadcasters to apportion their

income using a 100% sales formula for purposes of determining net

income under the state’s corporation business tax.

FY 01 FY 02 FY 03

(in millions)
Manufacturers ($15.0) ($21.0) ($22.0)
Broadcasters - ($17.6) ($22.0)
Total Revenue Loss ($15.0) ($38.6) ($44.0)

Sections 2-6

sHBS5776 / File No. 589
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The following table presents the fiscal impact of the remaining
sections of the bill. The impact reflects an agreement between the state
(UBS formerly Swiss Bank

and Union Bank of Switzerland

Corporation) in Stamford.

years 1-10
(Section 12-217u (b))

Urban jobs credit in
years 11-15
(Section 12-217u (f))

known at this time.

million over 10
years.

Up to $25 million
over 5 years in
years 11-15 after
DCED
certification.

for credits as a
condition of
receiving aid

Up to $25 million
over 5 years in
years 11-15 after
DCED
certification.

Description Current Law Bill Fiscal Impact
REVENUE IMPACT
|
Tax Credits (Section 2)
Urban jobs credits in | Up to $120 * Cannot qualify Precludes **

revenue loss of
between $0 to
$120 million

No change

* It should be noted that the taxpayer has not applied to DECD for this credit but
presumably would qualify.

** ]t should be noted that the taxpayer qualifies for the tax credit provided in section 12-
217(e) of the statutes, which provides for 50% credit for a company with a service facility
located in a Targeted Investment Community with at least 2,000 new employees. The
difference between this credit and the one under 12-217(u) is that the credit is against the
portion of the tax allocable to the service facility, rather than against the total tax liability
of the taxpayer. The amount of tax allocable to the proposed service facilities is not

Description Current Law Bill Fiscal Impact
COST IMPACT
Property Tax Abatement (Sections 3&4)
Property tax Qualifies for Qualifies for 80% | Estimated cost*
abatement program | five-year abatement of real | for phase I of
(Section 12-81 (59) & | abatement of and personal the
(60)) 80% of personal | property for 5 construction is
and real additional years $8.1 million
property taxes. (10 total) if the over 10years,
4,000 employee beginning in FY
criteria is met. 04. Costs of
phase Il is $16.9

sHBS5776 / File No. 589
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Description Current Law Bill Fiscal Impact
million over 10
years,
beginning in FY
07. The state
reimburses
towns for 50%
of 80% lost
property taxes.

* It should be noted that if the 4,000 employee criteria is not met the cost to the state
would only be for 5 years.

Financial Assistance (sections 5 & 6)

Manufacturing No assistance Total of $66 The interest*
Assistance Act has been granted | million in cost to the state
funding. assistance to bond $66
Section 32-235 million is $41.6
million at an
assumed

interest rate of
6%. If all the
conditions in
the agreement
with the
company are
fulfilled, then
$66 million in
loan assistance
would become
a grant and a
cost to the state.

* Per the agreement between the state and the company the financial assistance from
bond funds will be payable in installments as follows: $23 million in FY 01, $23 million in
FY 02, $10 million in FY 03, and $10 million in FY 04. In FY 03 and FY 04, $7 million of the
$10 million scheduled to be awarded in each year is contingent upon the company
constructing a new office tower (phase II of construction).

To the degree that the incentives provided in the bill result in
economic development that would otherwise not have occurred,
revenue increases will result primarily from the personal income and

sales taxes.

Municipal Impact:
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Section 1

To the degree that the incentives provided in the bill result in
economic development that would otherwise not have occurred, grand

list increases in various municipalities will result.
Sections 2-6

The City of Stamford is anticipated: 1) to receive payments from the
state for property tax reimbursements as noted above; and 2) to realize

a grand list increase for the value of the property that is not exempt

(20%).
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OLR Bill Analysis
sHB 5776

AN ACT CONCERNING A SINGLE FACTOR APPORTIONMENT
FORMULA FOR MANUFACTURERS UNDER THE CORPORATION
BUSINESS TAX.

SUMMARY:

This bill requires multi-state manufacturers and broadcasters to
apportion their net income for purposes of the corporation tax based
on a single factor: the share of their gross receipts from Connecticut
compared to their total receipts. Under current law, the companies
must use a three-factor formula that also includes payroll and property
factors. Under the bill, “broadcasters” include television and radio
broadcasters, cable television systems and networks, and affiliated
program production entities.

An apportionment formula based only on receipts allows
manufacturers and broadcasters with lots of property and employees
in the state to pay less if most of their sales are outside Connecticut.
Conversely, companies whose share of sales in Connecticut is greater
than their share of property and payroll here pay more under the
single-factor formula.

The bill increases, by $66 million, the bond authorization to the
Department of Economic and Community Development (DECD) for
the Manufacturing Assistance Act (MAA). And it makes a financial
institution with at least 2,000 qualified employees at a facility or
facilities in a municipality with more than 100,000 people eligible for
MAA assistance.

The bill prohibits the financial institution that receives direct MAA
financing from taking advantage of an existing 10-year, 50%
corporation tax credit for financial institutions constructing facilities
and creating new jobs in urban areas. But it allows the company to take
an existing 25% corporation tax credit, up to a total of $25 million.
Under the bill, these credits start 10 years after the year in which
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DECD executes an agreement to provide MAA financing (the
“qualifying year”) and last for five consecutive years. To be eligible,
the company must maintain 3,000 qualified employees in the state.

Finally, the bill extends certain property tax abatements for financial
institutions located in enterprise zones for an additional five years if a

company maintains 4,000 qualified employees in the state.

EFFECTIVE DATE: Upon passage

CORPORATION TAX APPORTIONMENT

Under current law, manufacturers and broadcasters must use an
apportionment formula with three factors:

1. a property factor that represents the average book value of all
tangible property the company holds or owns in the state, plus the

value of any such property it rents;

2. a payroll factor consisting of the total wages, salaries, and other
compensation paid to officers and employees in this state; and

3. areceipts factor, which is the share of the company’s gross receipts
from sales or other sources assignable to the state.

Under current law and this bill, the receipts factor includes receipts
from:

1. sales of tangible property delivered and shipped to a purchaser in
Connecticut, with one exclusion;

2. services performed here;

3. rents and royalties from properties located here;

4. royalties from use of patents and copyrights here;

5. interest earned from assets managed or controlled here;

6. net gains from sale or other disposition of tangible or intangible
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assets managed in the state; and
7. all other receipts in this state.
Receipts have a double weighting in the current allocation formula.

The bill requires most manufacturers and all broadcasters to use only
the receipts factor to apportion their net income.

Manufacturers

The bill requires manufacturing companies to change from the triple-
factor to the single-factor formula starting with income year beginning
January 1, 2001. They must apportion their net income according to
the ratio of their gross receipts assignable to Connecticut to their total
gross receipts, using the existing definition of receipts.

A manufacturer that makes 75% or more of its gross sales directly or
indirectly to the federal government may choose to continue
apportioning net income according to the triple-factor formula. If a
company makes that choice, it may not change its mind for the
following five years.

Broadcasters

Broadcasters must switch to single-factor apportionment based on
receipts starting with the income year beginning October 1, 2001.
Under the bill, the single-factor formula applies only to a company’s
receipts from broadcasting, film, or radio programming. For eligible
affiliates that provide film or radio programming production services,
the single-factor formula applies only to income they derive from such
services.

Under the bill, a “broadcaster” is a company that broadcasts film or
radio programming over the air or by cable, satellite, or other means of
communication through a television or radio broadcast network or
station or a cable television network or system.

“Film or radio programming” covers all performances, events, and
productions, including news, sports, plays, stories and other
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entertainment, and literary, commercial, educational, and artistic
works exhibited live or on tape, disc, or in any other format or
medium.

The broadcaster’s gross receipts must include advertising revenue and
affiliate and subscriber fees from programming attributable to this
state. Over-the-air broadcasters must attribute programming to this
state based on Connecticut’s share of the total audience for a program,
both in and outside the United States. The audience share must be
determined by taxpayer records or by rating statistics.

Cable television networks and systems must attribute programming to
Connecticut based on the network’s or system’s Connecticut
subscribers compared to their total subscribers both inside and outside
the US. A network must count as a subscriber anyone who (1)
subscribes to a cable system affiliated with the network and (2)
receives the network’s programming. The subscriber numbers must be
based on the taxpayer’s records or, if that does not give an accurate
count, by published subscriber statistics.

Eligible production entities must assign gross receipts to Connecticut
based on the ratio of receipts they derive from film or radio
programming production services for events that occur here compared
to their total receipts for such events.

ASSISTANCE FOR A FINANCIAL INSTITUTION
MAA Assistance

The bill exempts the MAA assistance provided to a financial institution
under the bill from the requirement that economic development
assistance to any company that exceeds $10 million in two years be
specifically approved by the General Assembly. It increases the bond
authorization for MAA programs from $399.3 million to $465.3 million,
with $101 million rather than $35 million taking effect July 1, 2000.

Corporation Tax Credits

Under current law, a financial institution is eligible for credits against
50% of its corporation tax, up to $120 million, for 10 years if it (1)
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constructs a new facility in the state for its direct or indirect corporate
purposes that has at least 900,000 square feet, (2) receives a temporary
certificate of occupancy for the building, and (3) has employed an
average of 2,000 qualified employees during the year it claims a credit.
Also under current law, the company can receive a 25% credit for the
following five consecutive years if it employs at least 3,000 qualified
employees both in the last year of its 50% credit eligibility and in each
of five years it is eligible for the 25% credit. The company’s eligibility
period for the credits is triggered when the company receives a DECD
eligibility certificate.

Under the bill, the initial qualified year for the tax credits is the income
year DECD executes an agreement to provide the new MAA financing.
The bill prohibits the company that receives the assistance from
claiming the 50% credits for the 10 years following the initial qualified
year. But it allows the company to receive the 25% credits in the 11th
through the 15t years if it has at least 3,000 qualified employees in the
state in the 10t year and in each of the subsequent five years. The
company’s total credits are limited to $25 million.

Property Tax Exemption

Financial institutions are already eligible for five-year, 80% property
tax abatements on new or expanded facilities and new machinery and
equipment located in an enterprise zone. This bill extends the
abatements for an additional five years if a financial institution has at
least 4,000 qualified employees. The law already allows extensions for
new and expanded medicinal and botanical products and
pharmaceutical manufacturing facilities with at least 1,000 employees.

The bill imposes the same conditions on the abatement extension for
new machinery and equipment that already apply to abatement
extensions for new or expanded facilities. Those conditions are that (1)
the employees are new and not transferred from another facility in the
state operated by the applicant and (2) the DECD commissioner
approve the extension in accordance with applicable regulations.

Qualified Employees

Under current law and this bill, a company receiving tax credits must
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employ a specified number of “qualified employees.” To be
“qualified,” employees must be new to the state and must either work
here or perform services outside Connecticut that are merely incidental
to their work here. They must work an average of at least 35 hours per
week for at least eight weeks and be employed by the financial
institution, by an independent consultant to the institution, or an
unrelated company that derives at least 80% of its gross revenue from
the institution or a related company.

BACKGROUND
Job Creation Tax Credits

A financial institution eligible for assistance under this bill may also be
eligible for additional corporate tax credits of between 15% and 50%.
Under existing law, which the bill does not change, the DECD
commissioner may grant credits to service firms that meet certain
criteria and that create at least 300 new jobs in an enterprise zone. The
amount of the credit is based on the number of jobs the firm creates
and ranges from 15% for 300 jobs to 50% for 2,000 jobs or more (CGS
Sec. 12-217e).

COMMITTEE ACTION
Finance, Revenue and Bonding Committee

Joint Favorable Substitute
Yea 40 Nay 6
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