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Report: Some Connecticut Fortune 500 Companies
Paying No Federal Income Taxes

State group calls for equal sunshine on state corporate taxes

Eighty-two of America’s largest and most profitable corporations—including three Connecticut-
based corporations — paid no federal income tax at all in at least one year of the past three years,
a period when federal corporate tax collections fell to their lowest sustained level in six decades.
A new report on corporate tax avoidance by Citizens for Tax Justice (CTJ) and the Institute on
Taxation and Economic Policy (ITEP) covered 275 profitable Fortune 500 corporations,
including six Connecticut corporations, for tax years 2001, 2002, and 2003. In almost all cases,
the Connecticut companies paid less than the 35% federal corporate tax rate over the three years
studied. Three Connecticut companies paid at a “negative tax rate” — that is they not only paid
no federal tax, but received large tax rebates in at least one year between 2001 and 2003. Two
Connecticut companies, General Electric and United Technologies, were cited in the report as
among the nation’s largest recipients of federal corporate tax breaks during this period. General
Electric received $9.5 billion in federal tax breaks between 2001 and 2003; UTC received $1.8
billion between 2001 and 2003.

Comments Richard Pomp, Alva P. Loiselle Professor of Law at the University of Connecticut
School of Law and an expert on corporate tax policy, “This information gives us some clues
about whether these large companies pay any Connecticut income tax, but without state specific
data we can’t really know. Connecticut bases its definition of taxable corporate income on the
federal definition, and that has a large impact on how much of a company’s profits is subject to
state taxes. But the other major factor is tax credits and other tax expenditures and there we are
totally in the dark about which companies take advantage of Connecticut’s tax credits and
expenditures.”

Federal law does not require corporations to disclose the amount of state taxes they pay to
individual states so that information is available only if the state requires the disclosure. There is
no such requirement in Connecticut and thus it is impossible to know whether corporations
included in the report (or other profitable Connecticut corporations) are paying any state
corporation business taxes. What is known, however, is that in tax year 1999, the only year for
which this information is publicly available, 38 of Connecticut’s 95 largest corporations paid no



corporate business tax. This information was not company specific and was made available only
after a special request by legislators. The finding led to a new state law that required more
corporations to pay the Alternative Minimum Tax of $250 and limited the use of tax credits to
eliminate all tax liability (currently, credits may offset no more than 70% of taxes due).

While the CTJ and ITEP report focused only on the federal income tax, a study by the Council
on State Taxation (a business-funded trade organization), Total State and Local Business Taxes:
A 50-State Study of the Taxes Paid by Business in FY2003, looked more broadly and found that
Connecticut was one of only three states in which overall state and local business taxes (e.g.,
sales taxes, property taxes as well as corporation business taxes) declined in the last three years.
This study also found that Connecticut ranked among the bottom ten states on three out of four
measures of overall state and local business tax burden.

“As large multi-national corporations contribute less to the cost of services that are part of what
makes Connecticut attractive to them — public safety, roads and airports, a well-educated
workforce and a good health care system - the burden falls increasingly on smaller Connecticut
businesses and on families who are struggling to build a good future for their kids,” said Doug
Hall, Policy Fellow at Connecticut Voices for Children. “It’s important for Connecticut to
restore some balance in how we gather tax revenues and reduce some of the burden that has been
shifted to the backs of middle and lower-income families.”

Despite shifting costs to the state and its residents when revenues from business taxes decline,
little is known about the benefits to Connecticut of specific state tax expenditures, according to
Connecticut Voices for Children. Neither legislators nor the public can currently access
information on the identities of companies that are claiming state tax credits and in what
amounts, whether certain tax breaks tend to benefit or burden large or small corporations, and
what return on investment the state is receiving for economic development funds granted through
tax credits and other incentives.

“Our legislators need concrete and current information about the costs and benefits of corporate
tax credits and incentives in order to make informed budget decisions. But they don’t have all
the information they need to determine what return on investment, if any, the taxpayers of
Connecticut are receiving for the hundreds of millions of dollars spent on economic development
each year,” noted Ellen Scalettar, Senior Policy Fellow at CT Voices for Children. “During the
2004 Connecticut General Assembly session, various bills were introduced that would have shed
increased light on which corporations are getting the benefit of state tax breaks and what
Connecticut’s taxpayers are getting in return. Although the bills did not pass, there appears to be
increasing interest among legislators in getting more information and a deeper understanding of
this major piece of the state budget picture.”

The CTJ/ITEP report comes as the constitutionality of certain corporate tax credits is being
challenged in U.S. courts. On September 2, a three-judge panel for the Sixth Circuit of the U.S.
Court of Appeals ruled that the city of Toledo, Ohio violated the United States Constitution by
providing a corporate tax break in 1998 to DaimlerChrysler in exchange for building an auto
factory. The court ruled that the tax incentive violated the Commerce Clause, which bars states
from interfering in state commerce, since the credit was designed to “encourage further



investment in-state at the expense of development in other states, and the result is to hinder free
trade among the states.” [“Court bars tax breaks to attract companies”, Minneapolis Star
Tribune, Sept 10, 2004]

Citizens for Tax Justice (www.ctj.org) and the Institute on Taxation and Economic Policy
(www.itepnet.org), which jointly issued the report, are research and educational organizations
based in Washington DC that work on government taxation and spending policy issues.

Connecticut Voices for Children is a statewide, research-based policy and advocacy organization
committed to promoting leadership, policy change, and investments to enable a// Connecticut’s
children and youth to achieve their full potential. (www.ctkidslink.org).

The full text of the report is available at http://www.ctj.org/corpfed04an.pdf.

Connecticut-based Fortune 500 companies in report

2003 2001 2001-2003 2001-
Pretax 2003 (2002 Pretax 2002 Pretax 2001 Pretax 2003
Profits Effective| Profits Effective| Profits Effective| Profits Effective
Company (Millions) Tax Rate| (Millions) Tax Rate| (Millions) Tax Rate| (Millions) Tax Rate
Emcor 50 47% 101.13 33.0% 76.75 6.7%| 228.05 17.9%
General
Electric 10,826 11.5%| 11,998.47 -0.3%| 13,984.64 15.7%] 36,809.12 9.2%
Oxford Health
Plans 562 22.4%| 342.98 36.2%| 499.14 21.8%| 1,403.78 25.5%
Pitney Bowes 623 -7.0%| 485.12 -32.2%| 714.83 20.1%| 1,823.12 =-3.1%
Praxair 213 9.0%| 222.30 2.7%| 208.81 10.3%| 643.96 7.2%
United
Technologies 1,503 2.2%| 1,892.78 4.2%| 1,760.08 -3.3%| 5,155.47 1.1%|
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