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A measure the legislature enacted earlier this year to make business taxation more equitable in Connecticut and raise 
needed resources is still the right course for the state to take, even as some big corporations that benefitted from the 
old system step up their attacks. 
 
After a decade of serious discussion, the Connecticut General Assembly conformed our state’s corporate income 
tax policy to that of 24 other states and D.C. – a majority of all states that have a corporate income tax, including 
every other New England state – by adopting a common sense policy known as mandatory combined reporting. 
 
Combined reporting treats corporations composed of a parent and one or more subsidiaries as a single corporation 
for tax purposes. The profits of the parent and subsidiaries are added together, and then apportioned among the 
states where the money was earned by a simple formula.   As these 25 jurisdictions and Connecticut have now 
recognized, mandatory combined reporting is an essential policy aimed at preventing corporations from using 
accounting gimmicks to shift profits actually earned within their borders to states and foreign countries where they 
will be taxed at lower rates or not at all. 
 
This is this not a new policy nationally. California instituted combined reporting in the 1930s and by 1985 it was in 
use in 16 states. Nor is it new to Connecticut. Corporations have been allowed to elect to calculate their corporate 
income tax using two variations of combined reporting for more than 20 years, and data from the state shows that 
in the most recent year more than 1,200 companies chose to calculate their tax on this basis.i  These companies 
have made this election because some companies can actually pay less tax under combined reporting, for example, 
when non-Connecticut subsidiaries experience losses and can use those losses to offset profits earned in 
Connecticut. 
 
Despite the legislature’s decision to adopt combined reporting, some corporations that exploit its absence to avoid 
paying their fair share are making a last-ditch effort to convince policymakers to reverse the decision. 
 
That would be a mistake. Let’s remember again why we adopted combined reporting: 
 

• Combined reporting nullifies a host of tax-avoidance strategies in one fell swoop, some of which can’t be 
stopped in any other way.  One such strategy is known as transfer pricing: the setting of artificial prices on 
sales from one member of a corporate group to another.  For example, a firm in Connecticut that makes car 
stereos sells them to its parent car manufacturer in low-tax Indiana below the market rate to artificially 
reduce profits in Connecticut and inflate profits in Indiana. The result is the company pays taxes in a state 
where they are lower. There are a number of other similar tax avoidance strategies, as the Center on Budget 
and Policy Priorities has described.ii  These schemes contribute to the erosion of state corporate tax revenue 
and are negated by combined reporting. 
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U.S. corporations also shift profits to offshore tax havens to avoid state and federal taxes. New research on 
this practice finds that 20 percent of all U.S. corporate profits are now booked in such havens, a 
tenfold increase since the 1980s.iii In Connecticut alone, our Fortune 500 companies collectively hold $185 
billion in offshore profits (Figure A), Citizens for Tax Justice found. Only in California and New York do 
Fortune 500 companies hold more profits in offshore tax havens. General Electric alone makes up 64% of 
Connecticut companies’ offshore profits, and among all U.S. companies, has the second largest amount of 
profits held offshore ($119 billion) behind Apple ($181 billion).iv  Connecticut’s combined reporting law also 
addressed this offshore income shifting by including corporate subsidiaries formed in foreign tax havens in 
the combined reporting group. 
 

Figure A: CT's Fortune 500 Companies Hold $185 Billion in Offshore Profits 

 
Source: Citizens for Tax Justice, Offshore Shell Games (2015) 

 
• Combined reporting levels the playing field for small businesses. They typically operate as a single 

corporation or otherwise lack the resources to shift profits to out-of-state subsidiaries – meaning they pay 
tax on all of their profits. This creates an immediate and artificial advantage for the large multistate 
corporate competitors, one that Connecticut’s adoption of combined reporting has substantially nullified.  

 
• Combined reporting raises revenue needed to help preserve critical public services – many of which benefit 

businesses, like schools that produce skilled workers – and arrests future erosion of the corporate income 
tax base. Based on estimates from other states, such as Maryland and Pennsylvania, increases in corporate 
tax receipts from combined reporting are predicted to result in a $60-90 million increase in 
Connecticut.v Connecticut’s Office of Fiscal Impact’s cautious estimate expects an increase of $38.6 million 
in the fiscal year that began July 1, 2015 and $23.7 million in the following year.vi 

 
In the face of the logical reasons why combined reporting is a necessary reform, some businesses continue to claim 
that combined reporting will hurt the state’s economy. But the evidence says otherwise: 
 

• Manufacturers making this argument, such as GE, fail to acknowledge that Connecticut already offers 
generous economic development subsidies for such companies.  Not only do these firms enjoy a vast array 
of credits, but manufacturers are taxed only in proportion to their sales in the state. Adopting combined 
reporting doesn’t change that. According to Citizens for Tax Justice, GE pays an average state tax rate of 
2% nationally.vii 
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• From 2000 to 2014, 10 of the 15 states that had the best record of retaining manufacturing jobs required 
combined reporting, while just two of the 15 states that lost the greatest share of manufacturing jobs were 
combined reporting states. 

 
• A 2010 Voices analysis of 37 for-profit companies with more than 1,000 employees found that 32 (85%) 

already operated in states with mandatory combined reporting and 27 of these companies operate in five or 
more combined reporting states.viii General Electric, for example, operated in 19 combined reporting states. 

 
• The more than 1,200 companies that already elect combined or unitary reporting make up just 3 percent of 

total tax returns filed, while representing 46.3% of total state corporate tax liability.ix  
 

• Along with 24 other states and D.C., including every state in New England, combined reporting exists in so-
called business friendly states, such as Texas, Utah, and Arizona. 
 

• Research commissioned by the Small Business Administration shows that “states with combined reporting 
rules tend to have more small business activity.”x  

 
Combined reporting closes tax-avoidance strategies, is small-business friendly, and raises much-needed revenue for 
the public good.  If pressure from a small number of large corporations seeking to maintain their unfair advantage 
over small- to medium-sized businesses succeeds in killing combined reporting it will be a big step backward for 
Connecticut. Every company that wants to benefit from all that Connecticut has to offer, including our highly 
educated workforce and our enviable quality of life, should contribute their fair share in return.  
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