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February Session, 2004 Substitute Senate Bill No. 421

Senate, April 15, 2004

The Committee on Finance, Revenue and Bonding reported
through SEN. DAILY of the 33rd Dist.,, Chairperson of the
Committee on the part of the Senate, that the substitute bill
ought to pass.

AN ACT CONCERNING ADMINISTRATION OF VARIOUS STATE
TAXES.

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

Section 1. (NEW) (Effective July 1, 2004) (a) For purposes of this

section:

(1) "Taxpayer" means any person identified by a claimant state

under this section as owing taxes to such claimant state;

(2) "Claimant state" means any other state or the District of
Columbia that allows the commissioner, in cases where a taxpayer
owes taxes to this state, to certify that such tax is owed and to request
the tax officer of such other state or such district to collect such taxes
owed to this state and provides for the payment of such collected
amount to this state;

(3) "Taxes" means any amount of tax imposed under the laws of the
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claimant state, including additions to tax for penalties and interest,
which is finally due and payable to the claimant state by a taxpayer,
and with respect to which any administrative or judicial remedies, or
both, have been exhausted or have lapsed, and which is legally
enforceable under the laws of the claimant state against the taxpayer,

whether or not there is an outstanding judgment for such sum;

(4) "Tax officer" means a unit or official of a claimant state, or the
duly authorized agent of such unit or official, charged with the

imposition, assessment or collection of taxes of that state; and
(5) "Commissioner" means the Commissioner of Revenue Services.

(b) (1) Upon the request and certification of the tax officer of a
claimant state to the commissioner that a taxpayer owes taxes to such
claimant state, the commissioner may, through the exercise of the
commissioner's power and authority under section 12-35 of the general
statutes, collect such taxes in the same manner that the commissioner
would collect such taxes if they were due and payable to this state, and
shall pay over such collected amount to the claimant state in
accordance with the provisions of this section. The commissioner shall
not collect such taxes unless the laws of the claimant state (A) allow the
commissioner, in cases where a taxpayer owes taxes to this state, to
certify that such tax is owed and to request the tax officer of the
claimant state to collect such taxes owed to this state, and (B) provide
for the payment of such collected amount to this state.

(2) Such certification by the claimant state shall include the full
name and address of the taxpayer; the taxpayer's Social Security
number or federal employer identification number; the amount of
taxes owed to the claimant state, including a detailed statement for
each taxable period showing tax, interest and penalty; and a statement
that any administrative or judicial remedies, or both, have been
exhausted or have lapsed and that the amount of taxes is legally

enforceable under the laws of such state against the taxpayer.

(3) Upon receipt by the commissioner of the required certification,
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he or she shall notify the taxpayer by first-class mail to the taxpayer's
last-known address that he or she has received a request from the
claimant state to collect taxes from the taxpayer, that the taxpayer has
the right to protest the collection of such taxes by the commissioner for
the claimant state, that failure to file a protest in accordance with
subdivision (4) of this subsection shall constitute a waiver of any
demand against this state on account of the collection of such taxes and
that the amount, upon collection, will be paid over to the claimant
state. The notice shall include a copy of the certification by the tax
officer of such claimant state. Thirty days after the date on which it is
mailed, a notice under this subdivision shall be final except only for
such amounts as to which the taxpayer has filed, as provided in
subdivision (4) of this subsection, a written protest with the

commissioner.

(4) Any taxpayer notified in accordance with subdivision (3) of this
subsection may, on or before the thirtieth day after the mailing of such
notice by the commissioner, protest the collection of all or a portion of
such taxes by filing with the commissioner a written protest in which
the taxpayer shall set forth the grounds on which the protest is based.
If a timely protest is filed, the commissioner shall refrain from
collecting such taxes and shall send a copy of the protest to the
claimant state for determination of the protest on its merits in
accordance with the laws of such state. If the claimant state fails, on or
before the forty-fifth day after the sending of the copy of the protest by
the commissioner to such claimant state, to certify to the commissioner
that the claimant state has reviewed the stated grounds on which the
protest is based, and to renew the certification described in subdivision
(2) of this subsection, the commissioner shall not collect such taxes. If
such certifications are made within such time period, the
commissioner shall collect such taxes.

(c) The commissioner may enter into agreements with the tax
officers of claimant states relating to: (1) Procedures and methods to be
employed by a claimant state with respect to the operation of this
section, (2) safeguards against the disclosure or inappropriate use of
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any information that identifies, directly or indirectly, a particular
taxpayer obtained or maintained pursuant to this section, and (3) a
minimum threshold for the amount of taxes owed by a taxpayer to a

claimant state that would trigger the operation of this section.

Sec. 2. Section 12-475 of the general statutes is repealed and the

following is substituted in lieu thereof (Effective from passage):

(@) The Commissioner of Revenue Services shall prescribe

regulations for the enforcement of this chapter.

(b) The commissioner is authorized to avail himself or herself of the
services of the state police and the Commissioner of Motor Vehicles in

enforcing this chapter.

(c) The amount of any tax, penalty or interest due and unpaid under
the provisions of this chapter may be collected under the provisions of
section 12-35. The warrant therein provided for shall be signed by the
commissioner or his or her authorized agent. The amount of any such
tax, penalty and interest shall be a lien, from the last day of the month
next preceding the due date of such tax until discharged by payment,
against all real estate of the taxpayer within the state, and a certificate
of such lien signed by the commissioner may be filed for record in the
office of the clerk of any town in which such real estate is situated,
provided no such lien shall be effective as against any bona fide
purchaser or qualified encumbrancer of any interest in any such
property. When any tax with respect to which a lien has been recorded
under the provisions of this section has been satisfied, the
commissioner, upon request of any interested party, shall issue a
certificate discharging such lien, which certificate shall be recorded in
the same office in which the lien is recorded. Any action for the
foreclosure of such lien shall be brought by the Attorney General in the
name of the state in the superior court for the judicial district in which
the property subject to such lien is situated, or, if such property is
located in two or more judicial districts, in the superior court for any
one such judicial district, and the court may limit the time for

redemption or order the sale of such property or make such other or
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further decree as it judges equitable.

(d) In carryving out the provisions of this chapter, the commissioner,

and any representative of the commissioner authorized to conduct any

inquiry, investigation or hearing, mayv administer oaths and take

testimony under oath in any inquiry or investigation related to the tax

imposed under this chapter. At any such hearing ordered by the

commissioner, the commissioner or the commissioner's representative

authorized to conduct such hearing and to issue such process as may

be necessary for such hearing mav subpoena witnesses and require the

production of books, papers and documents pertinent to such inquiry.

No witness under subpoena shall be excused from testifying or from

producing books or other documentary evidence on the ground that

such testimony or the production of such books or other documentary

evidence would tend to incriminate the witness provided such

evidence or the books or other documentary evidence so produced

shall not be used in anv criminal proceeding against the witness. If any

person disobeys such process or, having appeared in obedience to such

process, refuses to answer any pertinent question put to him or her by

the commissioner or the commissioner's authorized representative, or

to produce any books and other documentary evidence pursuant to

such questioning, the commissioner or such representative mavy apply

to the superior court for the judicial district in which the taxpaver

resides or in which the business has been conducted setting forth such

disobedience to process or refusal to answer. The court shall order

such person to appear before said court to answer such gquestion or to

produce such books and documentary evidence and, upon such

person's refusal to do so, shall commit such person to a community

correctional center until such person testifies, but not for a longer

period than sixty days. Notwithstanding the serving of the term of

such commitment by any person, the commissioner may proceed in all

respects with such inquiry and examination as if the witness had not

previously been called upon to testify.

Sec. 3. Section 12-491 of the general statutes is repealed and the

following is substituted in lieu thereof (Effective from passage):
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(a) The Commissioner of Revenue Services is authorized to avail
himself or herself of the services of the state police, the Commissioner
of Motor Vehicles and the Department of Public Utility Control in
enforcing the provisions of this chapter.

(b) In carrving out the provisions of this chapter, the commissioner,

and any representative of the commissioner authorized to conduct any

inquiry, investigation or hearing, may administer oaths and take

testimony under oath in any inquiry or investigation related to the tax

imposed under this chapter. At any such hearing ordered by the

commissioner, the commissioner or the commissioner's representative

authorized to conduct such hearing and to issue such process as may

be necessary for such hearing mav subpoena witnesses and require the

production of books, papers and documents pertinent to such inquiry.

No witness under subpoena shall be excused from testifying or from

producing books or other documentary evidence on the ground that

such testimony or the production of such books or other documentary

evidence would tend to incriminate the witness provided such

evidence or the books or other documentary evidence so produced

shall not be used in anv criminal proceeding against the witness. If any

person disobeys such process or, having appeared in obedience to such

process, refuses to answer any pertinent question put to him or her by

the commissioner or the commissioner's authorized representative, or

to produce any books and other documentary evidence pursuant to

such questioning, the commissioner or such representative may apply

to the superior court for the judicial district in which the taxpaver

resides or in which the business has been conducted setting forth such

disobedience to process or refusal to answer. The court shall order

such person to appear before said court to answer such gquestion or to

produce such books and documentary evidence and, upon such

person's refusal to do so, shall commit such person to a community

correctional center until such person testifies, but not for a longer

period than sixty days. Notwithstanding the serving of the term of

such commitment by any person, the commissioner may proceed in all

respects with such inquiry and examination as if the witness had not

previously been called upon to testify.
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Sec. 4. Subsection (b) of section 12-494 of the general statutes, as
amended by section 40 of public act 03-2, is repealed and the following
is substituted in lieu thereof (Effective from passage):

(b) The rate of tax imposed under subdivision (1) of subsection (a) of
this section shall, in lieu of the rate under said subdivision (1), be
imposed on certain conveyances as follows: (1) In the case of any
conveyance of real property which at the time of such conveyance is
used for any purpose other than residential use, except unimproved
land, the tax under said subdivision (1) shall be imposed at the rate of
one per cent of the consideration for the interest in real property
conveyed; [and] (2) in the case of any conveyance in which the real
property conveyed is a residential estate, including a primary dwelling

and any auxiliary housing or structures, regardless of the number of

deeds, instruments or writings used to convey such residential estate,

for which the consideration or aggregate consideration, as the case

may be, in such conveyance is eight hundred thousand dollars or
more, the tax under said subdivision (1) shall be imposed (A) at the
rate of one-half of one per cent on that portion of such consideration
up to and including the amount of eight hundred thousand dollars,
and (B) at the rate of one per cent on that portion of such consideration
in excess of eight hundred thousand dollars; and (3) in the case of any
conveyance in which real property on which mortgage payments have
been delinquent for not less than six months is conveyed to a financial
institution or its subsidiary which holds such a delinquent mortgage
on such property, the tax under said subdivision (1) shall be imposed
at the rate of one-half of one per cent of the consideration for the

interest in real property conveyed.

Sec. 5. Section 12-707 of the general statutes, as amended by section
4 of public act 03-107, is repealed and the following is substituted in
lieu thereof (Effective January 1, 2005, and applicable to wages and

nonpayroll amounts paid on or after January 1, 2005):

(a) (1) Each employer required to deduct and withhold tax under
this chapter from the wages of employees shall be liable for such tax

sSB421/File No. 591 7
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and shall file a withholding return as prescribed by the Commissioner
of Revenue Services and pay over to the commissioner, or to a
depositary designated by the commissioner, the taxes so required to be
deducted and withheld at the [same] times [that such employer is
required, under federal law and regulations, to pay over federal taxes
that are required to be deducted and withheld from wages of
employees, except if the amount of taxes required to be deducted and
withheld in a calendar quarter is less than five hundred dollars and if
the employer is required, under federal law and regulations, to pay
over federal taxes that are required to be deducted and withheld from
wages of employees on or before the last day of the month next
succeeding such calendar quarter, the employer shall file a
withholding return and pay over such taxes on or before the last day of
the month next succeeding the calendar quarter for which the taxes

were deducted and withheld] specified in subsection (b) of this section.

(2) Each paver of nonpayroll amounts shall deduct and withhold tax

under this chapter from the nonpayroll amounts of pavees, shall be

liable for such tax, and shall file a withholding return as prescribed by

the commissioner and pay over to the commissioner, or to a depository

designated by the commissioner, the taxes so required to be deducted

and withheld at the times specified in subsection (b) of this section.

(b) (1) (A) With respect to the tax required to be deducted and

withheld under this chapter from wages paid during any calendar vear

beginning on or after January 1, 2005, and in accordance with an

annual determination described in subdivision (2) of this subsection,

each emplover shall be either a weekly remitter, monthly remitter or

quarterly remitter for the calendar vear. If an emplover is a weekly

remitter, the emplover shall pay over to the commissioner the tax

required to be deducted and withheld under this chapter in

accordance with subdivision (3) of this subsection. If an emplover is a

monthly remitter, the emplovyer shall pay over to the commissioner the

tax required to be deducted and withheld under this chapter in

accordance with subdivision (4) of this subsection. If an emplover is a

quarterly remitter, the emplovyer shall pay over to the commissioner

sSB421/File No. 591 8
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the tax required to be deducted and withheld under this chapter in

accordance with subdivision (5) of this subsection. Notwithstanding

any provision of this subsection, if an emplover is a household

emplover, the employer shall pay over to the commissioner the tax

required to be deducted and withheld under this chapter in

accordance with subdivision (6) of this subsection.

(B) With respect to the tax required to be deducted and withheld
under this chapter from nonpavyroll amounts paid during anv calendar

year beginning on or after January 1, 2005, and in accordance with an

annual determination described in subdivision (2) of this subsection,

each paver shall be either a weekly remitter, monthly remitter or

quarterly remitter for the calendar vear. If a payer is a weekly remitter,

the paver shall pay over to the commissioner the tax required to be

deducted and withheld under this chapter in accordance with

subdivision (3) of this subsection. If a paver is a monthly remitter, the

paver shall pay over to the commissioner the tax required to be

deducted and withheld under this chapter in accordance with

subdivision (4) of this subsection. If a payer is a quarterly remitter, the

paver shall pay over to the commissioner the tax required to be

deducted and withheld under this chapter in accordance with

subdivision (5) of this subsection.

(2) (A) The annual determination for an emplover required to
deduct and withhold tax under this chapter shall be based on the
emplover's reported liability for the tax required to be deducted and

withheld under this chapter during the twelve-month look-back

period, provided, if any employer fails timely to file one or more

required withholding tax returns for the four quarterly periods within

the twelve-month look-back period, the commissioner may base the

annual determination for the emplovyer on any information available to

the commissioner. If an emplover's reported liability for the tax

required to be deducted and withheld under this chapter during the

twelve-month look-back period was more than ten thousand dollars,

the emplover is a weekly remitter for the calendar vyear next

succeeding such twelve-month period. If an emplover's reported

sSB421/File No. 591 9
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liability for the tax required to be deducted and withheld under this

chapter during the twelve-month look-back period was more than two

thousand dollars but not more than ten thousand dollars, the employer

is a monthly remitter for the calendar vear next succeeding such

twelve-month period. If an emplover's reported liability for the tax

required to be deducted and withheld under this chapter during the

twelve-month look-back period was two thousand dollars or less, the

emplover is a quarterly remitter for the calendar yvear next succeeding

such twelve-month period. Notwithstanding any provision of this

section, if an employver is a seasonal employer, the annual

determination shall be based on the seasonal emplover's reported
liability for the tax required to be deducted and withheld under this
chapter during the twelve-month look-back period multiplied by a

fraction, the numerator of which is four, and the denominator of which

is the number of quarterly periods during such twelve-month period

that the emplovyer paid wages to employees.

(B) The annual determination for a paver required to deduct and

withhold tax under this chapter shall be based on the paver's reported
liability for the tax required to be deducted and withheld under this
chapter during the look-back calendar vear, provided, if any paver

fails timely to file the required withholding tax return for the look-back

calendar vear, the commissioner may base the annual determination

for the paver on any information available to the commissioner. If a

paver's reported liability for the tax required to be deducted and

withheld under this chapter during the look-back calendar year was

more than ten thousand dollars, the paver is a weekly remitter for the

calendar vear for which the annual determination is being made. If a

paver's reported liability for the tax required to be deducted and

withheld under this chapter during the look-back calendar year was

more than two thousand dollars but not more than ten thousand

dollars, the paver is a monthly remitter for the calendar vear for which

the annual determination is being made. If a paver's reported liability

for the tax required to be deducted and withheld under this chapter

during the look-back calendar vear was two thousand dollars or less,

the paver is a quarterly remitter for the calendar vear for which the

sSB421/File No. 591 10
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annual determination is being made.

(3) (A) An emplover that is a weekly remitter shall pay over to the

department the tax required to be deducted and withheld from wages

under this chapter on or before the Wednesday next succeeding the

weekly period during which the wages from which the tax was

required to be deducted and withheld were paid to emplovyees.

(B) A pavyer that is a weekly remitter shall pay over to the

department the tax required to be deducted and withheld from

nonpayroll amounts under this chapter on or before the Wednesday

next succeeding the weekly period during which the nonpayroll

amounts from which the tax was required to be deducted and

withheld were paid to pavyees.

(4) (A) An emplover that is a monthly remitter shall pay over to the

department the tax required to be deducted and withheld from wages

under this chapter on or before the fifteenth day of the month next

succeeding the month during which the wages from which the tax was

required to be deducted and withheld were paid to emplovyees.

(B) A paver that is a monthly remitter shall pay over to the

department the tax required to be deducted and withheld from

nonpavyroll amounts under this chapter on or before the fifteenth day

of the month next succeeding the month during which the nonpavroll

amounts from which the tax was required to be deducted and

withheld were paid to payees.

(5) (A) An emplovyer that is a quarterly remitter shall pay over to the

department the tax required to be deducted and withheld from wages

under this chapter on or before the last day of the month next

succeeding the quarterly period during which the wages from which

the tax was required to be deducted and withheld were paid to

employees.

(B) A paver that is a quarterly remitter shall pay over to the

department the tax required to be deducted and withheld from

sSB421/File No. 591 11
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nonpayroll amounts under this chapter on or before the last day of the

month next succeeding the quarterly period during which the

nonpavyroll amounts from which the tax was required to be deducted

and withheld were paid to payees.

(6) An emplover that is a household emplover shall pay over to the

department the tax required to be deducted and withheld under this

chapter on or before the April fifteenth next succeeding the calendar

yvear during which the wages from which the tax was required to be

deducted and withheld were paid to household employees.

(c) In the case of an overpayment of tax under this chapter by an
employer, refund or credit shall be made to the employer only to the
extent that the amount of such overpayment was not deducted and

withheld by the employer.

[(b)] (d) The amount of tax required to be deducted and withheld
and paid over to the commissioner under this chapter, when so
deducted and withheld, shall be held to be a special fund in trust for
the state. No employee or other person shall have any right of action
against the employer in respect to any moneys deducted and withheld
from wages and paid over to the commissioner in compliance or in

intended compliance with this chapter.

(e) As used in this section:

(1) "Emplover" means an emplover, as defined in Section 3401 of the

Internal Revenue Code;

(2) "Payer" means a person making a payment of nonpavroll

amounts to one or more pavees;

(3) "Payvee" means a person receiving a payment of nonpayroll

amounts from a paver,

(4) "Nonpavroll amounts" includes (A) gambling winnings, other

than Connecticut lottery winnings, that are paid to a resident, or to a

person receiving payment on behalf of a resident, and that are subject

sSB421/File No. 591 12
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to federal income tax withholding; (B) Connecticut lottery winnings

that are required to be reported by the Connecticut Lottery

Corporation to the Internal Revenue Service, whether or not subject to

federal income tax withholding, whether paid to a resident,

nonresident or a part-vear resident, and whether paid to an individual,

trust or estate; (C) pension and annuity distributions, where the

recipient is a resident individual and has requested that tax be

deducted and withheld under this chapter; (D) military retired pay,

where the pavee is a resident individual and has requested that tax be

deducted and withheld under this chapter; (E) unemployment

compensation, where the recipient has requested that tax be deducted

and withheld under this chapter; and (F) payments made to an athlete

or entertainer, where the payments are not wages for federal income

tax withholding purposes and where the commissioner requires the

paver to deduct and withhold tax under this chapter;

(5) "Reported liability" means, in the case of an emplover, the
liability for the tax required to be deducted and withheld under this

chapter, as shown on the emplovyer's withholding tax returns for the

four quarterly periods within the twelve-month look-back period, and,

in the case of a paver, the liability for the tax required to be deducted

and withheld under this chapter, as shown on the payer's withholding

tax return for the look-back calendar vear;

(6) "Twelve-month look-back period" means the twelve-month

period that ended on the June thirtieth next preceding the calendar

yvear for which the annual determination for an emplover is made by

the commissioner;

(7) "Look-back calendar yvear" means the calendar yvear preceding by

two vears the calendar vear for which the annual determination for a

paver is made by the commissioner;

(8) "Seasonal emplover" means an emplover that regularly in the

same one or more quarterly periods of each calendar vear pays no

wages to employees;

sSB421/File No. 591 13
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(9) "Household employee" means an employee whose services of a

household nature in or about a private home of an employer constitute

domestic service in a private home of the emplover, as the phrase is

used in Section 3121(a)(7) of the Internal Revenue Code or in

regulations adopted thereunder;

(10) "Household emplover" means an emplover of a household

employee;

(11) "Weekly period" means the seven-day period beginning on a

Saturday and ending on the following Friday; and

(12) "Quarterly period" means the period of three full months

beginning on the first day of January, April, July or October.

Sec. 6. Subsections (b) and (c) of section 12-719 of the general
statutes are repealed and the following is substituted in lieu thereof
(Effective from passage and applicable to taxable years commencing on or after
January 1, 2004, and applicable to estimated composite income tax payments
required to be made on or after said effective date):

[(b) In lieu of filing a return pursuant to this section, the
commissioner may, pursuant to requirements and conditions set forth
in forms and instructions, provide for the filing of a group return for
electing nonresident partners by a partnership doing business in this
state or having income derived from or connected with sources within
this state. As required by the commissioner, the partnership as agent
for the electing partners shall make the payments of tax, estimated tax,
additions to tax, interest and penalties otherwise required to be paid
by the electing partners. The provisions of this subsection shall also
apply to trusts and estates, and to S corporations, and wherever
reference is made in this subsection to partnerships and partners, such
reference shall be construed as including trusts and estates and

beneficiaries thereof, and S corporations and shareholders thereof.]

(b) (1) With respect to each of its nonresident partners, each

partnership doing business in this state or having income derived from

sSB421/File No. 591 14
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or connected with sources within this state shall, for each taxable vear,

either timely file with the commissioner a group return, as provided in

subdivision (2) of this subsection, or make payment to the

commissioner as provided in subdivision (3) of this subsection.

(2) (A) (i) A partnership with two or more qualified electing

nonresident partners for a taxable vear mav file a group return. A

oroup return under this subdivision shall be considered a group of

separate returns and shall satisfy the filing requirements otherwise

separately imposed on each qualified electing nonresident partner

included in the group return by this chapter.

(i1) Nothing in this subdivision shall be construed as precluding the

commissioner, in his or her sole discretion, from requiring the filing of

a separate tax return under this chapter by a qualified electing

nonresident partner.

(iii) Nothing in this subdivision shall be construed as excusing a

partner on whose behalf income tax has been paid under this

subdivision by a partnership from the obligation to file his or her own

separate tax return under this chapter if the conditions enumerated in

subparagraph (B) of this subdivision are not met by such partner. In

such event, such partner shall receive credit for the income tax paid

under this subdivision by the partnership on his or her behalf,

provided no overpayment attributable to such tax having been paid at

the highest marginal tax rate in effect under section 12-700 for the

taxable year shall be refunded or credited to the partner.

(B) As used in this subsection, a "qualified electing nonresident

partner" means a partner who meets all of the following conditions: (i)

The partner was a nonresident individual for the entire taxable vear;

(ii) the partner did not maintain a permanent place of abode in

Connecticut at any time during the taxable year; (iii) the only source of

income derived from or connected with Connecticut sources of the

partner, or the partner and his or her spouse if a joint federal income

tax return is or shall be made, is from one or more pass-through

entities, as defined in subparagraph (C) of subdivision (3) of this

sSB421/File No. 591 15
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subsection; (iv) the partner waives the right to claim any Connecticut

personal exemption under section 12-702 and any Connecticut

personal credit under section 12-703; (v) the partner does not have

Connecticut alternative minimum tax liability under section 12-700a

for the taxable vear; (vi) the partner has the same taxable vear as the

other qualified electing nonresident partners; and (vii) the partner

elects to be included in a group return by completing and delivering to

the partnership a form prescribed by the commissioner for such

purpose prior to the filing of the group return by the partnership. By

making such election, which shall be binding upon the partner's heirs,

representatives, assigns, successors, executors and administrators, the

partner expressly consents to personal jurisdiction in Connecticut for

Connecticut income tax purposes and waives his or her right to

request, on his or her own behalf or with others making such election,

an extension of time to pay Connecticut income tax. A qualified

electing nonresident partner may neither revoke an election after

delivering to the partnership an election form nor make an election

after the fifteenth day of the fourth month following the close of such

partner's taxable yvear. The election form shall be maintained on file by

the partnership and shall be subject to inspection by the department.

(C) A partnership filing a group return on behalf of its qualified

electing nonresident partners shall show the exact name and address

of the partnership as shown on its informational return under section

12-726, as amended by this act, the taxable year of the partnership and

the taxable year of the qualified electing nonresident partners. A group

return shall be signed by a partner having the authority to act as an

agent for all qualified electing nonresident partners. The election form,

as described in subparagraph (B) of this subdivision, shall constitute

written evidence of such authority and of the election by the partner to

be included in the group return. The due date of the group return is
the fifteenth day of the fourth month following the close of the taxable

yvear of the qualified electing nonresident partners. In addition, the

partnership shall include with the group return a schedule showing

each qualified electing nonresident partner's name and address; Social

Security number; distributive share of such partnership's separately

sSB421/File No. 591 16
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and nonseparately computed items, as described in Section 702(a) of

the Internal Revenue Code, to the extent derived from or connected

with sources within this state, as determined under this chapter;

distributive share of any modification described in section 12-701

which relates to an item of such partnership's income, gain, loss or

deduction, to the extent derived from or connected with sources within

this state, as determined under this chapter; income tax under this

chapter, as computed by multiplying the partner's distributive share of

(i) such partnership's separately and nonseparately computed items, as

described in Section 702(a) of the Internal Revenue Code, to the extent

derived from or connected with sources within this state, and (ii) any

modification described in section 12-701 which relates to an item of

such partnership's income, gain, loss or deduction, to the extent

derived from or connected with sources within this state, by the

highest marginal tax rate in effect under section 12-700 for the taxable

year; and estimated tax paid, if any, under section 12-722. As required

by the commissioner, the partnership as agent for the qualified electing

nonresident partners shall make the payments of tax, estimated tax,

additions to tax, interest and penalties otherwise required to be paid

by such partners.

(D) The provisions of this subdivision shall also apply to a trust or

estate with two or more qualified electing nonresident beneficiaries,

and wherever reference is made in this subdivision to a partnership

and its partners, such reference shall be construed as including a trust

or estate and the beneficiaries thereof.

(3) (A) Any payment under this subdivision shall be in an amount

equal to the highest marginal tax rate in effect under section 12-700 for

the taxable vear multiplied by the subject partner's distributive share

of (i) such partnership's separately and nonseparately computed items,

as described in Section 702(a) of the Internal Revenue Code, to the

extent derived from or connected with sources within this state, as

determined under this chapter, and (ii) any modification described in

section 12-701 which relates to an item of such partnership's income,

gain, loss or deduction, to the extent derived from or connected with

sSB421/File No. 591 17
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sources within this state, as determined under this chapter. Any

amount paid by a partnership to this state with respect to anv taxable

year pursuant to this subdivision shall be considered to be a payment

by the partner on account of the income tax imposed on the partner for

such taxable year pursuant to this chapter. A partnership shall not be

liable to, and shall be entitled to recover a payment made pursuant to

this subdivision from, the partner on whose behalf the payment was

made. Any estimated tax installment shall be made on or before the

due date of such installment pursuant to section 12-722, and anvy other

payvment for a taxable vear shall be made on or before the date the

annual return for such taxable vear is required to be filed pursuant to

section 12-726, as amended by this act. The partnership shall furnish,

on a form prescribed by the commissioner, to each partner on whose

behalf payvment was made under this subdivision no later than the

fifteenth dav of the third month following the close of the partnership's

taxable vyear a record of the amount of the tax paid on behalf of such

partner by the partnership with respect to the taxable year.

(B) Notwithstanding any provision of subparagraph (A) of this

subdivision, a partnership shall not be required to make a payment on

account of the income tax imposed on a partner for a taxable year

pursuant to this chapter if (i) the partner's distributive share of

partnership income, to the extent derived from or connected with

sources within this state, as reflected on the partnership's annual

return for the taxable yvear under section 12-726, as amended by this

act, is less than one thousand dollars; (ii) the department has

determined by regulation, ruling or instruction that the partner's

income is not subject to the provisions of this subdivision; (iii) the

partner has elected to be included in a group return being filed by the

partnership under subdivision (2) of this subsection; or (iv) the

partnership is a publicly traded partnership, as defined in Section

7704(b) of the Internal Revenue Code, that is treated as a partnership

for federal income tax purposes and that has agreed to file the annual

return pursuant to section 12-726, as amended by this act, and to report

therewith the name, address, Social Security number or federal

emplover identification number, and other information required by the
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department concerning each unitholder whose distributive share of

partnership income, to the extent derived from or connected with

sources within this state, as reflected on such annual return, is more
than five hundred dollars.

(C) If a member of a pass-through entity, referred to in this

subparagraph as an "upper-tier pass-through entity", is itself a pass-

through entity, the member, referred to in this subparagraph as a

"lower-tier pass-through entity", shall be subject to the same

requirements to make payment, on behalf of its members, of the

income tax imposed on those members pursuant to this chapter that

apply to the upper-tier pass-through entity under this subdivision. The

department shall apply the income tax paid by the upper-tier pass-

through entity, on behalf of the lower-tier pass-through entity, to the

income tax required to paid by the lower-tier pass-through entity, on

behalf of its members. For purposes of this subdivision, "pass-through

entity" means an S corporation, general partnership, limited

partnership, limited liability partnership or limited liability company

that is treated as a partnership for federal income tax purposes; and

"member" means a shareholder of an S corporation, a partner in a

general partnership, a limited partnership, or a limited liability

partnership and a member of a limited liability company that is treated

as a partnership for federal income tax purposes.

(c) (1) With respect to each of its nonresident shareholders, each S
corporation doing business in this state or having income derived from
or connected with sources within this state shall, for each taxable
[period] year, either [(A)] timely file with the commissioner [an

agreement] a group return on behalf of its qualified electing

nonresident shareholders, as provided in subdivision (2) of this

subsection, or [(B)] make payment to the commissioner as provided in
subdivision (3) of this subsection. [Any S corporation which timely
files an agreement as provided in said subdivision (2) with respect to a
nonresident shareholder for a taxable period shall be considered to
have timely filed such an agreement for each subsequent taxable

period. Any S corporation which does not timely file such an
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agreement for a taxable period shall not be precluded from timely

filing such an agreement for subsequent taxable periods.]

[(2) An agreement under this subdivision shall be an agreement by a
nonresident shareholder of the S corporation (A) to file a return in
accordance with the provisions of this chapter and to make timely
payment of all taxes imposed on the shareholder by this state with
respect to the income of the S corporation and (B) to be subject to
personal jurisdiction in this state for purposes of the collection of
income taxes, together with related additions to tax, interest and
penalties, imposed on the shareholder by this state with respect to the
income of the S corporation. Such an agreement shall be considered to
be timely filed for a taxable period and for all subsequent taxable
periods if it is filed on or before the date the annual return for such

taxable period is required to be filed pursuant to section 12-726.]

(2) (A) (i) An S corporation with two or more qualified electing

nonresident shareholders for a taxable year may file a group return. A

eroup return under this subdivision shall be considered a group of

separate returns and shall satisfy the filing requirements otherwise

separately imposed on each qualified electing nonresident shareholder

included in the group return by this chapter.

(i1) Nothing in this subdivision shall be construed as precluding the

commissioner, in his or her sole discretion, from requiring the filing of

a separate tax return under this chapter by a qualified electing

nonresident shareholder.

(iii) Nothing in this subdivision shall be construed as excusing a

shareholder on whose behalf income tax has been paid under this

subdivision by an S corporation from the obligation to file his or her

own separate tax return under this chapter if the conditions

enumerated in subparagraph (B) of this subdivision are not met by the

shareholder. In such event, the shareholder shall receive credit for the

income tax paid under this subdivision by the S corporation on his or

her behalf, provided no overpayment attributable to such tax having

been paid at the highest marginal tax rate in effect under section 12-700
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644

645
646
647
648
649
650
651
652
653
654
655
656
657
658
659
660
661
662
663
664
665
666
667
668
669
670
671
672
673
674
675

676
677

sSB421 File No. 591

for the taxable year shall be refunded or credited to the shareholder.

(B) As used in this subsection, "qualified electing nonresident

shareholder" means a shareholder who meets all of the following

conditions: (i) The shareholder was a nonresident individual for the

entire taxable vear; (ii) the shareholder did not maintain a permanent

place of abode in Connecticut at any time during the taxable vear; (iii)

the only source of income derived from or connected with Connecticut

sources of the shareholder, or the shareholder and his or her spouse if

a joint federal income tax return is or shall be made, is from one or

more pass-through entities, as defined in subparagraph (C) of

subdivision (3) of subsection (b) of this section; (iv) the shareholder

waives the right to claim any Connecticut personal exemption under

section 12-702 and any Connecticut personal credit under section 12-

703; (v) the shareholder does not have Connecticut alternative

minimum tax liability under section 12-700a for the taxable vear; (vi)

the shareholder has the same taxable vear as the other qualified

electing nonresident shareholders; and (vii) the shareholder elects to be

included in a group return by completing and delivering to the S

corporation an election form prescribed by the commissioner for such

purpose prior to the filing of the group return by the S corporation. By

making such election, which shall be binding upon the shareholder's

heirs, representatives, assigns, SUCCessors, executors and

administrators, the shareholder expressly consents to personal

jurisdiction in Connecticut for Connecticut income tax purposes and

waives his or her right to request, on his or her own behalf or with

others making such election, an extension of time to pay Connecticut

income tax. A qualified electing nonresident shareholder may neither

revoke an election after delivering to the S corporation an election form

nor make an election after the fifteenth day of the fourth month

following the close of such shareholder's taxable year. The election

form shall be maintained on file by the S corporation and shall be

subject to inspection by the department.

(C) An S corporation filing a group return on behalf of its qualified

electing nonresident shareholders shall show the exact name and
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address of the S corporation as shown on its informational return

under section 12-726, as amended by this act, the taxable vear of the S

corporation and the taxable vear of the qualified electing nonresident

shareholders. A group return shall be siened by a shareholder having

the authority to act as an agent for all qualified electing nonresident

shareholders. The election form, as described in subparagraph (B) of

this subdivision, shall constitute written evidence of such authority

and of the election by the shareholder to be included in the group

return. The due date of the group return is the fifteenth day of the

fourth month following the close of the taxable vear of the gualified

electing nonresident shareholders. In addition, the S corporation shall

include with the group return a schedule showing each qualified

electing nonresident shareholder's name and address; Social Security

number; pro rata share of such S corporation's separately and

nonseparately computed items, as described in Section 1366 of the

Internal Revenue Code, to the extent derived from or connected with

sources within this state, as determined under this chapter; pro rata

share of any modification described in section 12-701 which relates to

an item of such S corporation's income, gain, loss or deduction, to the

extent derived from or connected with sources within this state, as

determined under this chapter; income tax under this chapter, as

computed by multiplying the shareholder's pro rata share of (i) such S

corporation's separately and nonseparately computed items, as

described in Section 1366 of the Internal Revenue Code, to the extent

derived from or connected with sources within this state, and (ii) any

modification described in section 12-701 which relates to an item of

such S corporation's income, gain, loss or deduction, to the extent

derived from or connected with sources within this state, by the

highest marginal tax rate in effect under section 12-700 for the taxable

year; and estimated tax paid, if any, under section 12-722. As required

by the commissioner, the S corporation as agent for the qualified

electing nonresident shareholders shall make the payments of tax,

estimated tax, additions to tax, interest and penalties otherwise

required to be paid by such shareholders.

(3) (A) Any payment under this subdivision shall be in an amount
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equal to the highest marginal tax rate in effect under section 12-700, as

amended, for the taxable year multiplied by [the sum of (A) to the

extent derived from or connected with sources within this state as
reflected on the S corporation's annual return for the taxable period
under section 12-726, the amount of the subject shareholder's pro rata
share of such corporation's separately computed items, as defined in
Section 1366 of the Internal Revenue Code, and (B) to the extent
derived from or connected with sources within this state as reflected
on the S corporation's annual return for the taxable period under
section 12-726, the amount of such shareholder's pro rata share of such
corporation's nonseparately computed items, as defined in Section
1366 of the Internal Revenue Code, to the extent includable, if the
shareholder is an individual, in such shareholder's Connecticut
adjusted gross income or, if the shareholder is a trust or estate, in such

shareholder's Connecticut taxable income] the subject shareholder's

pro rata share of (i) such S corporation's separately and nonseparately

computed items, as described in Section 1366 of the Internal Revenue

Code, to the extent derived from or connected with sources within this

state, as determined under this chapter, and (ii) any modification

described in section 12-701 which relates to an item of such S

corporation's income, gain, loss or deduction, to the extent derived

from or connected with sources within this state, as determined under

this chapter. Any amount paid by an S corporation to this state with
respect to any taxable [period] year pursuant to this subdivision shall
be considered to be a payment by the shareholder on account of the
income tax imposed on the shareholder for such taxable [period] year

pursuant to this chapter. An S corporation shall not be liable to, and

shall be entitled to recover a payment made pursuant to this
subdivision from, the shareholder on whose behalf the payment was
made. Any estimated tax installment shall be made on or before the
due date of such installment pursuant to section 12-722, and any other
payment for a taxable [period] year shall be made at or before the date
the annual return for such taxable [period] year is required to be filed

pursuant to section 12-726, as amended by this act. The S corporation

shall furnish, on a form prescribed by the department, to each
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shareholder on whose behalf payment was made under this

subdivision no later than the fifteenth day of the third month following

the close of the S corporation's taxable year a record of the amount of

the tax paid on behalf of such shareholder by the S corporation with

respect to the taxable vyear.

(B) Notwithstanding the provisions of subparagraph (A) of this

subdivision, an S corporation shall not be required to make a payment

on account of the income tax imposed on a shareholder for a taxable

year pursuant to this chapter if (i) the shareholder's distributive share

of S corporation income, to the extent derived from or connected with

sources within this state, as reflected on the S corporation's annual

return for the taxable yvear under section 12-726, as amended by this

act, is less than one thousand dollars; (ii) the department has

determined by regulation, ruling or instruction that the shareholder's

income is not subject to the provisions of this subdivision; or (iii) the

shareholder has elected to be included in a group return being filed by

the S corporation under subdivision (2) of this subsection.

(C) For purposes of this subdivision, the provisions of subparagraph

(C) of subdivision (3) of subsection (b) of this section apply.

Sec. 7. Section 12-726 of the general statutes is repealed and the
following is substituted in lieu thereof (Effective from passage and
applicable to taxable years commencing on or after January 1, 2004):

(a) Each partnership having any income derived from or connected
with sources [in] within this state, determined in accordance with the
provisions of this chapter, shall make a return for the taxable year
setting forth all items of income, gain, loss and deduction, and the
name, address and social security or federal employer identification
number of each partner, whether or not a resident of this state, [who
would be entitled to share in the net income if distributed and the
amount of the distributive share of each partner derived from or
connected with sources within this state, the amount of the distributive
share of each partner derived from or connected with sources without

this state] the amount of each partner's distributive share of (1) such
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partnership's separately and nonseparately computed items, as

described in Section 702(a) of the Internal Revenue Code, (2) any

modification described in section 12-701 which relates to an item of

such partnership's income, gain, loss or deduction, (3) such

partnership's separately and nonseparately computed items, as

described in Section 702(a) of the Internal Revenue Code, to the extent

derived from or connected with sources within this state, as

determined under this chapter, and (4) any modification described in

section 12-701 which relates to an item of such partnership's income,

gain, loss or deduction, to the extent derived from or connected with

sources within this state, as determined under this chapter, and such

other pertinent information as the Commissioner of Revenue Services
may prescribe by regulations and instructions. Such return shall be
filed on or before the fifteenth day of the fourth month following the
close of each taxable year. [The provisions of this subsection shall also
apply to trusts and estates, and their beneficiaries.] The partnership
shall, on or before the day on which such return is filed, furnish to each
person who was a partner during the taxable year a copy of such
information as shown on the return. [Wherever reference is made in
this subsection to partnerships and their partners, such reference shall
be construed as including trusts and estates and their beneficiaries,

respectively.] The partnership shall attach to its return a list showing

the name and Social Security number of each partner included in a

eroup return under subdivision (2) of subsection (b) of section 12-719,

as amended by this act, for the taxable vear within or with which the

taxable vear of the partnership ends.

(b) Each S corporation [carrying on or having the right to carry on
business in this state, as the term is used in section 12-214] having any
income derived from or connected with sources within this state,

determined in accordance with the provisions of this chapter, shall

make a return for the taxable year setting forth all items of income,
gain, loss and deduction, and the name, address and social security or
federal employer identification number of each shareholder, [the pro
rata share of each shareholder of S corporation income derived from or

connected with sources within this state, the pro rata share of each
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shareholder of S corporation income derived from or connected with

sources without this state] whether or not a resident of this state, the

amount of each shareholder's pro rata share of (1) such S corporation's

separately and nonseparately computed items, as described in Section

1366 of the Internal Revenue Code, (2) any modification described in

section 12-701 which relates to an item of such S corporation's income,

gain, loss or deduction, (3) such S corporation's separately and

nonseparately computed items, as described in Section 1366 of the

Internal Revenue Code, to the extent derived from or connected with

sources within this state, as determined under this chapter, and (4) any

modification described in section 12-701 which relates to an item of

such S corporation's income, gain, loss or deduction, to the extent

derived from or connected with sources within this state, as

determined under this chapter, and such other pertinent information

as the Commissioner of Revenue Services may prescribe by regulations
and instructions. Such return shall be filed on or before the fifteenth
day of the fourth month following the close of each taxable year. The S
corporation shall, on or before the day on which such return is filed,
furnish to each person who was a shareholder during the taxable year

a copy of such information as shown on the return. The S corporation

shall attach to its return a list showing the name and Social Security

number of each shareholder included in a group return under

subdivision (2) of subsection (c) of section 12-719, as amended by this

act, for the taxable year within or with which the taxable vear of the S

corporation ends.

Sec. 8. Subdivision (1) of subsection (j) of section 12-722 of the
general statutes is repealed and the following is substituted in lieu
thereof (Effective from passage and applicable to taxable years commencing
on or after January 1, 2004):

() (1) No addition to tax shall be imposed under subsection (a) of
this section for any taxable year if the tax shown on the return for such
taxable year, or, if no return is filed, the tax, reduced by the tax
withheld under this chapter, is [five hundred dollars or] less than one
thousand dollars.
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Sec. 9. Subsection (b) of section 12-743 of the general statutes is
repealed and the following is substituted in lieu thereof (Effective from
passage and applicable to taxable years beginning on or after January 1,
2004):

(b) The Commissioner of Revenue Services shall revise the tax
return form to implement the provisions of subsection (a) of this
section which form shall include spaces on the return in which
taxpayers may indicate their intention to make a contribution, in a
whole dollar amount, in accordance with this section. [The spaces shall

include three boxes for each account with suggested whole dollar
amounts, with the lowest suggested contribution being at least two
dollars, and one additional box for other whole dollar amounts.] The
commissioner shall include in the instructions accompanying the tax
return a description of the purposes for which the organ transplant
account, the AIDS research education account, the endangered species,
natural area preserves and watchable wildlife account, the breast
cancer research and education account and the safety net account were
created.

This act shall take effect as follows:

Section 1 July 1, 2004

Sec. 2 from passage
Sec. 3 from passage
Sec. 4 from passage
Sec. 5 January 1, 2005, and applicable to wages and nonpayroll

amounts paid on or after January 1, 2005

Sec. 6 from passage and applicable to taxable years commencing
on or after January 1, 2004, and applicable to estimated
composite income tax payments required to be made on
or after said effective date

Sec. 7 from passage and applicable to taxable years commencing
on or after January 1, 2004

Sec. 8 from passage and applicable to taxable years commencing
on or after January 1, 2004

Sec. 9 from passage and applicable to taxable years beginning

on or after January 1, 2004
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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:

sSB-421
AN ACT CONCERNING ADMINISTRATION OF VARIOUS STATE
TAXES.

OFA FISCAL IMPACT:

State Impact:
Agency Affected Fund-Effect FY05$ FY 06 $
Revenue Serv., Dept. GF - Revenue Gain 8.0 million 8.0 million

Note: GF=General Fund

Municipal Impact: None
OLR SUMMARY:

This bill;

1. allows the Department of Revenue Services (DRS) commissioner to
establish reciprocal tax collection agreements with other states;

2. expands the commissioner’s investigative powers in motor vehicle
fuel and motor carrier road tax cases;

3. clarifies how to calculate the real estate conveyance tax due on a
residence when the selling price exceeds $800,000;

4. establishes a Connecticut income tax withholding payment
schedule that is different from the federal withholding payment
schedule;

5. establishes uniform income tax payment and filing requirements
for pass-through entities with nonresident partners, shareholders,
and beneficiaries;

6. doubles the minimum amount of income tax owed required to
trigger a penalty for not filing a tax return or for underpaying
estimated taxes; and
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7. simplifies the format for taxpayers to record on state income tax
forms their donations of tax refund amounts to specified causes.

EFFECTIVE DATE: Various, see below.

§ 1 - RECIPROCAL TAX COLLECTION AGREEMENTS WITH
OTHER STATES

OFA Fiscal Impact:

The bill may result in a revenue gain to the state in the future but is not
anticipated to have any immediate fiscal impact because it is
dependent on other states adopting corresponding language and
entering into agreements with Connecticut.

OLR Analysis
Authority

The bill allows the DRS commissioner to use her statutory authority to
collect another state’s taxes in Connecticut and pay amounts collected
to the other state, as long as the other state’s law provides reciprocal
authority for its taxing authorities to collect and remit Connecticut
taxes in that state. It allows the commissioner to make agreements with
other states’ taxing authorities concerning (1) the other state’s methods
and procedure for collecting Connecticut taxes, (2) safeguards against
disclosure or inappropriate use of information that directly or
indirectly identifies a particular taxpayer, and (3) a minimum
threshold for amount of taxes owed in the other state before collection
procedures in Connecticut are triggered.

Collectible Amounts

Collectible amounts are taxes imposed by the other state, plus any
additions, interest, and penalties, that are considered legally
enforceable under the other state’s law after all administrative and
judicial remedies in that state have been exhausted or have expired.
These amounts are collectible under the bill, regardless of whether
there is any outstanding judgment for the sum.

Other State’s Certification
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Before the DRS commissioner may collect another state’s taxes in
Connecticut, the bill requires the other state’s tax officer to request
action and certify to the commissioner:

1. the taxpayer’s full name, address, and Social Security or federal
employer identification number;

2. the amount owed, including a detailed statement for each tax
period that shows the tax, interest, and penalty; and

3. that applicable administrative and judicial remedies are exhausted
or have expired and the tax amount is legally enforceable against
the taxpayer under the other state’s laws.

Notice to Taxpayer

When the commissioner receives a certification from another state, the
bill requires her to notify the taxpayer of the other state’s claim by first-
class mail at the taxpayer’s last-known address. The notice must
inform him that his right to protest DRS’ collection of the other state’s
claim; that failure to protest waives any demand against Connecticut
on account of the collection; and that, upon collection, the amount
collected will be paid to the other state. The notice must include a
copy of the other’s state’s certification. The notice becomes final 30
days after the mailing date except for any amount for which the
taxpayer has filed protest.

Procedures for Protesting Collection

Under the bill, a taxpayer notified that another state is seeking to have
DRS collect taxes he owes to it has 30 days after the notice is mailed to
protest collection of all or part of the amount. The taxpayer must file
the protest with the commissioner in writing and state the grounds for
the protest. When she receives the protest, she must not collect the
protested amount and must send a copy of the protest to the claimant
state for its determination of the merits of the protest under its own
laws. The bill bars the commissioner from collecting the protested
amount if the claimant state does not, within 45 days after shesends
the protest, (1) certify that it has reviewed the grounds for the protest
and (2) renew its initial collection certification.

EFFECTIVE DATE: July 1, 2004

sSB421/File No. 591 31



sSB421 File No. 591

§§ 2 & 3 - MOTOR VEHICLE FUEL AND MOTOR CARRIER ROAD
TAX INVESTIGATIONS

OFA Fiscal Impact:
There is no fiscal impact associated with these provisions.
OLR Analysis

The bill expands the DRS commissioner’'s powers to conduct
investigations to enforce the motor vehicle fuel and motor carrier road
tax laws. It allows her or her representative to put people under oath,
subpoena witnesses, and order production of documents in connection
with any hearing conducted under those tax laws.

Under the bill, those subject to the subpoenas or orders may not refuse
to testify or produce the required documents on the grounds of self-
incrimination, if the testimony or documents are not to be used in a
criminal proceeding against them. If anyone disobeys a subpoena to
appear or appears but refuses to testify or produce required
documents, the bill allows the commissioner to ask the Superior Court
to enforce the order. If the person refuses to respond to the court’s
order to appear or produce testimony or documents, the bill requires
the court to send the person to jail either until he complies or for 60
days, whichever is less. Meanwhile, the bill allows the commissioner
to continue his investigation and examination as if the witness had not
been called to testify.

EFFECTIVE DATE: Upon passage

§ 4 - REAL ESTATE CONVEYANCE TAX ON RESIDENCES SOLD
FOR OVER $800,000

OFA Fiscal Impact:

The bill is anticipated to preclude a revenue loss to the real estate
conveyance tax as a result of practices that use multiple deeds in order
to avoid taxes when a property is conveyed. Based on court cases that
have challenged to use of multiple deeds by the Department of
Revenue Services average liability is approximately $4,000 per case.

OLR Analysis
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By law, the state real estate conveyance tax rate on the sale of a home is
0.5% on the first $800,000 of the sale price and 1% on any part of price
above that amount. The bill requires the tax to be calculated based on
the home’s aggregate sale price, regardless of how many deeds or
other documents the seller uses to convey it to the buyer.

EFFECTIVE DATE: Upon passage

§ 5 - CONNECTICUT SCHEDULE FOR INCOME TAX
WITHHOLDING PAYMENTS

OFA Fiscal Impact:

The FY 05 General Fund revenue estimates include $43 million in
additional tax audit revenue attributable to the installation of a new
integrated tax administration system. The bill will assist the
Department of Revenue Services efforts to audit and monitor
withholding tax compliance by Connecticut employers.

OLR Analysis
Schedule, Liability, and Look-Back Periods

The bill establishes a payment schedule separate from the federal one
for employers and payers required to withhold Connecticut income tax
from wages and nonpayroll amounts, respectively. It establishes
weekly, monthly, and quarterly withholding payment requirements.
An employer’s payment schedule for each calendar year starting on or
after January 1, 2005 depends on his withholding tax liability for the 12
months ending the preceding June 30. (This is the same as the federal
employer look-back period.) The schedule for other payers depends on
their total liability for the calendar year two years before. Payment
schedules must be adjusted annually. The bill establishes special
provisions for seasonal and household employers.

The bill requires an employer or other payer to remit withholding
taxes weekly if its liability was more than $10,000; monthly if its
liability was more than $2,000 but no more than $10,000; and quarterly
if its liability was $2,000 or less. Household employers must pay
annually, regardless of their liability.

Nonpayroll Amounts
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The bill applies to the following nonpayroll amounts:

1. gambling winnings paid to Connecticut residents that are subject to
federal income tax withholding (i.e., payments over $5,000);

2. Connecticut lottery winnings that must be reported to the IRS,
regardless of whether subject to federal withholding (i.e., payments
of $600 or over);

3. pension and annuity distributions and military retirement paid to
Connecticut residents requesting state income tax withholding;

4. unemployment compensation paid to those requesting state income
tax withholding; and

5. nonwage payments to athletes or entertainers from which the DRS
commissioner requires withholding (generally, fees over $1,000
unless DRS grants a waiver).

Household Employer

Under the bill, a “household employer” is someone who employs a
person, such as a housekeeper, maid, babysitter, or gardener, to
provide domestic services in or around his private home.

Seasonal Employer

Under the bill, a “seasonal employer” is someone who, on a regular
basis and during the same periods during the year, pays no wages to
employees. In determining such an employer’s withholding tax
remittance schedule, the bill requires the commissioner to prorate his
liability based on the number of quarters during his 12-month look-
back period during which he paid wages to employees.

Tax Remittance Deadlines

Table 1 shows the deadlines by which employers or other payers must
pay withholding taxes to DRS under the bill. In each case, the deadline
refers to a date after the period during which payees received wages or
other payments from which the remitted taxes were deducted.
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TABLE 1: PROPOSED PAYMENT DEADLINES

Liability Schedule Deadline
$2,000 or less | Weekly Wednesday after the payment week
$2,001 to | Monthly 15t of the month after the payment month
$10,000
More  than | Quarterly Last day of the month following the end of the
$10,000 payment quarter
Any Household April 15t after the payment year

employer

EFFECTIVE DATE: January 1, 2005 and applicable to wages and
nonpayroll amounts paid on or after that date.

§§ 6 & 7 — PASS-THROUGH ENTITY INCOME TAX FILINGS,
PAYMENTS, AND GROUP RETURNS

OFA Fiscal Impact:

The bill is anticipated to result in a General Fund revenue gain to the

personal income tax of approximately $8 million per year beginning in
FY 05.

OLR Analysis
Filing Requirements

The bill (1) tightens the income tax filing requirements for people who
do not live in Connecticut but who receive income from pass-through
entities that do business in or derive income from sources in
Connecticut and (2) makes filing and tax payment requirements for
different kinds of pass-through entities the same. It applies to S
corporations; general, limited, and limited liability partnerships;
limited liability companies treated as partnerships under federal tax
laws; and trusts and estates.

These entities are as known as “pass-through entities” because they do
not pay income taxes themselves but instead pass the tax liability
through to their shareholders, partners and beneficiaries, who must
pay personal income taxes on shares of the entity’s income they
receive. An S corporation is a business with no more than 35
shareholders whose income is taxed to its shareholders rather than to a
separate corporate entity.
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Group Returns

Current law allows a partnership (including a trust or estate) or S
corporation with nonresident partners or shareholders to file a group
tax return for, and pay taxes on behalf of, the nonresident partners or
shareholders who choose to participate. The nonresident partners or
shareholders who do not participate must file individual tax returns.

This bill extends to partnerships with two or more nonresident
partners the requirements that already apply to S corporations with
nonresident shareholders. The requirements are that partnerships
either (1) file a group return for those nonresident partners who meet
the bill’s criteria for participating in such a return and who choose to
participate or (2) pay taxes at the highest marginal rate (currently 5%)
on each nonresident partner’s share of income from the business.

Qualifications for Participating in a Group Return

The bill limits the partners, shareholders, or trust beneficiaries who
may participate in a group return to those who:

1. have lived outside Connecticut for the entire tax year;

2. have not maintained a permanent home here at any time during the
tax year;

3. have no Connecticut-derived income other than from one or more
Connecticut pass-through entities, either on his own or with his

spouse if he is filing a joint federal tax return for the year;

4. waive their right to claim a personal exemption or personal credit
on the Connecticut income tax;

5. are not liable for the Connecticut alternative minimum tax for the
year;

6. have the same tax year as the other nonresident partners included
in the return; and

7. choose to be included in the return.
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An eligible person choosing to be included in a group return must
indicate his irrevocable decision by filing a DRS-approved election
form with the partnership, S corporation, or trust by the 15t of the
fourth month after the close of the tax year. In making the choice, he
waives his right to file for a tax payment extension and expressly
agrees to personal jurisdiction in Connecticut for Connecticut tax
purposes. The choice is binding on the person and his heirs,
successors, assigns, executors, and administrators. The entity must
keep the form on file, where it is subject to DRS inspection. The group
return must be filed by the 15t of the fourth month following the end
of the included partners’ or shareholders’ taxable year.

The filing of a group return satisfies the separate income tax filing
requirements for each participating person, although the commissioner
retains the authority to require a separate return from a person who
meets the requirements for participating in a group return.

Those who do not meet the bill’s conditions must still file their own
separate returns even if the entity withheld and paid taxes on their
behalf. Such a person receives credit for taxes the entity paid, but is
not eligible for refunds or credits based on the fact that the entity paid
at the highest marginal rate for the year.

Group Return Contents

Under the bill, a group return must show (1) exactly the same entity
name and address as the entity shows on the informational income tax
return it is already required to file (see below) and (2) its taxable year
and the taxable year of the included partners or shareholders. The
tiling must include a schedule showing each included person’s (1)
name; (2) address; (3) Social Security number; (4) share of the entity’s
Connecticut-related separately and nonseparately computed items as
defined by federal tax law; (5) share of Connecticut modifications
related to the entity’s Connecticut-related income, gain, loss, or
deduction; (6) income tax, determined by multiplying #4 and #5 by the
highest marginal Connecticut income tax rate; and (7) estimated tax
paid, if any.

It must be signed by a partner or shareholder with authority to act for

all those covered, as indicated on the election forms the partners or
shareholders filed.
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Tax Payments on Behalf of Nonresident Partners and
Shareholders

The bill extends to partnerships current S corporation requirements
that all tax payments on behalf of nonresident partners be at the
highest marginal tax rate for the year and constitute the partner’s tax
payment for the year. It allows the partnership to recover the amount
of the payment from the partners, as an S corporation currently can
from covered shareholders. The bill also exempts both types of entities
from liability to covered partners and shareholders for the payments.

The bill requires the entities to pay estimated tax installments and
annual income tax payments on behalf of partners or shareholders by
the regular income tax due date. It must furnish each partner or
shareholder on whose behalf it made tax payments with a DRS-
prescribed form that records those payments by the 15t of the third
month following the close of the entity’s tax year.

Under the bill, entities are not required to make tax payments on a
partner’s or shareholder’s behalf if:

1. his share of the partnership’s or S corporation’s Connecticut-related
income for the year is less than $1,000;

2. a DRS regulation, ruling, or instruction determines that his income
is not subject to the requirements;

3. in the case of a partner, he chooses to be included in an S
corporation group return or, in the case of a shareholder, he
chooses to be included in a partnership group return; or

4. in the case of a partnership, the partnership (a) is publicly traded
and treated as a partnership under federal tax law and (b) has
agreed to file an informational return with DRS reporting the name,
address, and Social Security or federal employer identification
number of each of its unitholders whose Connecticut-related
distributive income for the tax year is more than $500.

Upper-Tier and Lower-Tier Pass-Through Entity Payments

Under the bill, a pass-through entity that is a member of another pass-
through entity (“lower-tier” and “upper-tier,” respectively) is subject
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to the same tax payment requirements on behalf of its members as the
upper-tier entity. The bill requires DRS to apply the upper-tier entity’s
income tax payments on behalf of the lower-tier entity to the income
tax payments the lower-tier entity must pay on behalf of its members.

Informational Returns

Under current law, any partnership, trust, or estate with income from
Connecticut sources or any S corporation doing business or authorized
to do business here must file an annual informational return with DRS
listing its income, gains, losses, and deductions. The return must also
list all the entity’s partners or shareholders, both residents and
nonresidents, who are entitled to a share of its net income and the
share distributed to each one, together with identifying information
about each partner or shareholder (name, address, and Social Security
or federal employer ID number), together with other information the
DRS commissioner requires by regulation or instructions.

The bill eliminates the requirement that trusts and estates file the
informational return and changes the criterion for imposing the filing
requirement on S corporations. It requires S corporations to file an
informational return if they have Connecticut-related income. Under
current law, those doing business or authorized to do business here
must file.

In addition to currently required information, the bill requires
partnerships and S corporations to file the amount of each resident and
nonresident partner’s or shareholder’s share of:

1. total and Connecticut-related separately and nonseparately
computed items for federal tax purposes and

2. Connecticut modifications relating to total and Connecticut-related
income, gain, loss, or deductions.

The bill also requires the entity to attach a list of the names and Social
Security numbers of the nonresident partners or shareholders included
in its group return for the same tax year.

EFFECTIVE DATE: Upon passage and applicable to tax years starting
on or after January 1, 2004. The group return filing requirements also
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apply to estimated composite income tax payments that must be made
on or after the bill’s effective date.

§ 8 - APPLICATION OF PENALTY FOR ESTIMATED TAX
UNDERPAYMENT

OFA Fiscal Impact:

The bill is anticipated to result in a minimal General Fund revenue loss
(less than $10,000) per year.

OLR Analysis

The bill doubles, from $500 to $1,000, the amount of annual income
taxes a taxpayer must owe before being penalized for not filing a
return or for underpaying estimated taxes. The penalty is 1% interest
on the underpaid amount for each month or part of a month of
underpayment.

EFFECTIVE DATE: Upon passage and applicable to tax years starting
on or after January 1, 2004.

§ 9 — CHARITABLE CHECK-OFFS FROM INCOME TAX REFUNDS
OFA Fiscal Impact:

There is no fiscal impact associated with this provision.

OLR Analysis

The bill simplifies the format for taxpayers to donate contributions
from state income tax refunds to five designated charities. It
eliminates the requirement that income tax forms show four check-off
boxes for each charity, three with suggested whole-dollar donations
(the lowest of which must be at least $2) and a blank box for a taxpayer
to enter another amount. Instead, it requires only a blank check-off for
each charity, in which a taxpayer must enter a contribution in whole
dollars.

By law, the five charities listed on state income tax forms are: organ
transplant, AIDS Research, endangered species/wildlife, breast cancer
research and education, and safety net services.
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EFFECTIVE DATE: Upon passage and applicable to tax years starting

on or after January 1, 2004.

BACKGROUND

Payment Schedule for Federal Employment Tax Withholding

The IRS requires employers to use the schedule shown in Table 2 to
deposit Social Security, Medicare (FICA), and withheld income taxes

on their employees” behalf.

TABLE 2: FEDERAL FICA AND INCOME TAX WITHHOLDING PAYMENT

SCHEDULE

Payment

Liability Frequency

Payment Deadline

Less than $2,500 for the payment

Last day of the month

Quarterly following the end of the
quarter
payment quarter
$50,000 or less for the look-back 15t of month after
: Monthly
period payment month

More than $50,000 for the look-back .
Semi-weekly

Wed./Thurs./Fri. payday
= Wednesday of
following week

period Sat./Sun./Mon.  /Tues.
payday = Friday of same
week

COMMITTEE ACTION

Finance, Revenue and Bonding Committee

Joint Favorable Substitute
Yea 45 Nay 0
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