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In brief 
On August 20, 2012, Connecticut State Comptroller Kevin Lembo suggested unitary 

combined reporting, market based sourcing, and single sales factor apportionment as 

part of his policy recommendations to be considered by the Governor's Business Tax 

Policy Tax Force. [Comptroller Letter, 8/20/12] 

In detail 
As part of his recommendations to improve transparency, oversight, and evaluation 

processes and practices, Comptroller Lembo proposed that combined reporting be 

instituted for all corporations. In conjunction with combined reporting, any 

increased revenue should be offset by a rate decrease so that the proposal is revenue 

neutral. 

As part of his recommendations to promote the state's economic development and 

competitiveness, Comptroller Lembo proposed that (1) all service industries should 

apportion sales under a market-based sourcing method, which currently only applies 

to the financial service industry; and (2) a move to single sales factor apportionment 

be considered for all industries. Presently, single sales factor apportionment applies 

only to manufacturing, financial service, and broadcast industries.  This 
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recommendation comes with two caveats.  First, before moving to a single sales factor 

for all industries, an analysis of the revenue impact should be performed to ensure 

that the change would be a revenue booster or at least revenue neutral.  Second, if 

Congress should pass legislation requiring that businesses have minimum physical 

presence in the state in order to be subject to the state business tax, then the state 

would move to an equally-weighted three factor formula for all businesses. 

Other proposed recommendations include: 

 An annual tax incidence analysis report, which shows what taxpayers pay the 
taxes levied by the state; 

 An annual effective tax rate report for businesses, to determine the actual rate 
of tax liability incurred by businesses; 

 An annual report of each firm in the Department of Economic and Community 
Developments business assistance portfolio, which would identify the firms 
receiving assistance, the type of assistance, the jobs created or retained, and 
the additional state domestic product produced as a result of the funded 
project; 

 Placing an annual limit on the total dollar amount that can claimed under a tax 
credit; and 

 The development of a committee to consider property tax reform. 

Before any of these considerations come to fruition, they have to be considered by the 

entire Tax Policy Task Force, and, if adopted, be introduced as legislation. The state 

has tried instituting combined reporting in the past, but to no avail.  While the move 

to single sales factor is not a novel idea, what is interesting is the "trigger" provision 

that moves all taxpayers to an equally-weighted three factor formula if Congress 

passes legislation requiring a minimal physical presence to establish nexus. Since 

2010, the state has adopted an economic presence standard for corporate business 

tax purposes, which explicitly states "without regard to physical presence."  The 

trigger suggests that such federal legislation would void the existing state nexus 

standards and would negatively impact state revenue.  

Actions to think about 
The task force held public hearings to obtain insights from the taxpayer community 

about how to improve business taxation in Connecticut with an emphasis on credits 

and incentives to foster economic development in the state.  The Comptroller's 

recommendations included some of the recommendations from the hearings as well 



 

PwC myStateTaxOffice 3 

 

as some that appear to be his own viewpoint.  The expectation is that the task force 

will issue its report by October 1 with an emphasis on the key themes that were heard 

at the hearings, but we cannot rule out some deference being given to ideas that come 

from other sources.   Connecticut taxpayers should continue to closely monitor Task 

Force activities to identify potential tax changes.    

Let's talk 
For additional questions regarding Connecticut taxes, please contact: 

Steve LaRosa 

Managing Director 

(860) 241-7053 

stephen.j.larosa@us.pwc.com 
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Manager 
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For more information on PricewaterhouseCoopers' state legislative tracking 

service, click here. 
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