ORPORATE TAXA
WHAT IT COULD MEAN FOR

onnecticut businesses arc pummeled from all sides

by legislative changes impacting tax and financial

reporting. And beyond legislative impacts, the

process of corporate taxation is squeezing busi-
nesses in other ways. *In a Compliance Week analysis of
400 companies that reported maserial weaknesses in their
most recent annual reports, one-third artribured problems
to taxes, says Mike Burke, director of tax operations, Tri-
State area, for Jefferson Wells, "Tax relared restatements
[thus far in 2006] are ahead of the pace observed in 2005,
Confounding the process, corporate tax accounting has
been swept up in the perfect storm of [the Sarbanes-Oxley
Act of z001], a regulatory crackdown on abusive tax shel-
ters, and a skilled workforce shortage.” he says.

The 2006 crop of new laws, credits and reforms reflect
two over-riding themes: job creation and compliance,
Connecticut Business Magazine spoke with a statewide panel
of experts who shared some of the highlights,
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State Legislative Changes

Employment is very much on the minds of Connecticu legislanars, whe incroduced
new tax credies ainved a4 |1iﬁ||gdi<p|.n.‘1:d waorkers and crearing new jrhs, Caral
Swinkin, CPA, with North Haven-based Seward and Mande, discusses several new
begskative changes in che stane char will impact basinesses, going forwand,

]]‘i!l-]’l!h.'l.'l.i. Workers Tax {:Eﬂli:: J-]-hi-. rc]atl;:. Eri) ]11;-'_|F||,.|_' l.l.'l‘u:h woarked in
Caonnecrioar and lost their pobs due oo lavaffsor reserucruring,” she explains. “Tf you
hilre these peogle at 75 percens af their salary or mare, you can get a rax credin for
ca-ch d'iTl.‘I-i.'\.‘l.:l “'-nrl:n.'r. aF::.'r thi -LI'|1|.'\-||:l:| (=] |.'-|H'|||'||-|1|,". Ii |".||| AL ||:1|1'._ T||-::."|'-: r|_'..,|]_|1.'
:r:.'in|:'_ o] I‘.i.'l.'FI.IP jobs in che srare”

Mew Johs Creation Tax Credin: “This is for companies thar zre new ma
Cannectiut, which are creating at least 5o new permanent jobs (of ar leass 35 hoars
p=r week . The credix can be Up [0 1§ Percent atthe income ax withheld from the
v employees.

Flow-Thraugh of Tax Credits: “Mow, ‘pass-thru’ enticies (truses, 'S comps,
parmnerships, LLCs) can receive tax credits if chey are involved in & qualified
rmlj'rl'-'l!-'lﬁl'lll CXPAnsIan pw-p:q.'l:.' =1y Swinkin. *To |.:|'ua||.|"g.'. thie F-min.'n.'l: LT, -
e at least 9o peomanent foll-ime jobs, new o Cannecricus, over a mazimam
'.Hrﬁ'.'l.' :rl.'l". FE&rs. |"|.'-rI'I'H:J']!.'. TEHEE |'||‘.I:|'||.'~|-r creglin SRETE -:||||:. El_'rq_ll_l Ii'_lr Certam ypcs
of corporations.

Film Procuction Credin: “This is an interesting oredic,” sms Swinkin, "You can
acrually sell it in the apen markee. The credit applies oo up oo 3o percent of cereain
production expenses and coses in excess of 250,000 inoarred In Conrecticur far
any type of enterminment contenc—TV, commencials, video. She explains the
maﬂminLhuhinnl chis credin; “Although these production companies don’t pay
rawes in the stace, Connecticut is trying vo pet them o spend money here”

Incressed foous on compliance: *There's been a new audic division creared by
thwe Dipartmens of Reverue Services,” she says. Ios goal: mo incegrare irs own data
with that of the Llepartment af Labar, amd oahier srane ..‘lrp-:u LTI "'I'I-..r_\. "t n-;:-J:.-
pushing to leak ar nonefiling and nen-reporing in the state, They're finding a
lor af insances where, For |"..||'|||,'|||_'.\_ taxes were withheld for crnp]m'._‘m bair noc
remvirredl, Bow with i new computer sysvem, the stare can dara mine and march
i irdividuial returns with company [remircances]”

Federal Lagislative Changes

The Tax Increase Prevention and Recancilistion At (TIFRA), enacred in May of
ra0é, offers 2 wide ranpe of changes that affect both businesses and individuals, &
May oo report from Dieloitoe Tax LLP liss some of the immedisze provissons
affrcring businesses:

B [ncrease L'h.'lrl'\l-:'ll are estlimaged (=} l,l..l:h'l1|l_'l||::| q.ll,li.'_ |l,||:.' l:hml_'lgh '_'iq_'l,'\-l:l_'lnl:h_'r

for comporations with assers in cxocss of S5 billion in certain years”

& "Delay due date until Ocrober 1= for a percentage of corporane esi-

mated taxes that are otherwise due on Seprember 15 in certain vesrs”

On compliance, Dave Acampaora, max managing parener for Dielsiere Taxs
Connecricur pracrice, describes several new federal provisions that encourage
Incressed cransparency by reguiring a wider use of [R5 sofrware and the ineroduc
tiva of rew disclosuarne mules

E-filing: While eleceronic filing of maxes has been prevalent for a while, nvore
and meore companies are heing required oo file vhelr renarmns chectronically, “The
threshold is pring o expand in soor to 'C and 'S corporations with £io millson
oF e in assets, ard at east 250 income tax roams” Rerwmns may include filings
covering payroll tixes, 10ggs, Wezs, erc. Shouldn't companies be happy o do this?

Mot initialhe” he says. "le requires a differen process. And whar’s a licde discorcert-
i?;—:mu don’t kniow unil vou press che bucoen, IF vou have a good product. Pare
of e-filing is the possibiliry of rejection disc o eechinical or other ermors, You have
v e pricviide Foe somie rejection times and many forms need o be incorporared
{40 tax resurn preparation softwane” And beyand corverting in-house forme, says
Acampora, the [RS i also allowing fewer aned fewer Jpdf acrachmenas, “The idea is
0 ger all chie nfoerneamon inma the hm'l:. o chee TRS safrvease.”

Drisclasure rules: “The SEC sdopred pew rubes requiring a single compensatian
figure g be meporeed of the CECL CFO and the nest theee highess paid exeourives
or dircetors, This impacts any public company and affecs year-end reparting for
fiscal years ending an or afrer Diecember 15, ook He summarizes the FEPErgis-

sinns: ~Ware disclomare, more embarrassment.”
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Federal excise max refunds: Acampora alse describes an interesing ax nefund
oppartunity that hes a wide appeal. *Federal excise rax is applied to almwse all
|||||l_l|-|‘|i'\-l:|n-c 5 |‘l|||.||'-c‘ calls” he I'1|'I|.II||'H. “Bur im |J|.II|.§||I:I: of rooé, the [R5 mald
l.-\.lII'||l:III'I¢H- 18] -.I_-c:-|_1 |_-c|||r|_'|||||; ||‘|i'\- EEWSIIR] ] Peebuall, There 5 & rehand |'||'||'-.|r|:un-.r:.'
|gmerally within the theee yar statute of Himitsions, bur somerines longer| 1
reguest refunds. The IRS is asking companics to compute the credit due to ehem
and apply it to cheir cax recwmns.” While Federal excise taxes seem small, chese chiree
percent assesaments add up, A company wich $10,000 in moanahly long-disance
1|1Jrl:.|_'-. e L L o r'||||||l:|'| i federal excese raves. "||IJ|I:I|'\I||||:|'|I$ hl'- the i oAl ]
|,|_||:-|-;,-|r;|;,':-;, I,'q:ril_ld_ .J|'||J Rhall] -.,|1||||_| |'|.|'. T | |||.'|'I ¥ |-q,‘.u|||‘| '-':"T"'“E' [ |||.';rJ':.' L Falala 1
chink every compamy shoald mke advantage of this? sy Acampors,

1 Aok

'|'|1|,' l:';'|l-1|,:-|| |!'1-c||;|,'|, AT T ] snacher
sigmifficant picee of legidlaton cimeted in
zoodé. [heloirme Tax sammarizes the act’s
impact, explaining, *...[ic] will simplify
and cransforns rules governing che Fund
i1|p\ af defined benefin E'||.||'|'\-. accelerare
funding abligations of employers,
praspectively clarify the rules for cash bal-
ance plars, make permanens che revisions
eraeted im 2oor thar were sex mo expire
1N 608, -\.|-.|_'|'Q;I_|||.-|'\. diversificagion I'IL_'I'.l'H.
ardl invesment educakion provisions for
plan participants, and encourage auto-
matic enmallment in defined comribuon
+|||lL:. I'II.I|'|"1-

Mike Redemake, CPA, a |:-m|:’n-.r-r Pension Profecticn Act of 2008: Th

Pengion Protectl

Federol excise rax refumds:
gl cittta, comud fiGe

of tax accountimg at the Universicy of hittp:dihax, cehy comiLegisieho
[y - R
';..I:-nl'h.:;ll.u... dl'il\..'.IH:'. the act’s compl ssaiolian No
ance @nd rax implicasion 3
i A anglsiis aryrinsumds .

“This act deals with companies thar
have Jl:ln.il 1 ]l]m'n thar are not Fully
:.l.ll'_'dq_'qj_r I'|l.' '\.ll.:i =, .rlll 180 L% II'II}IJ.II HES W III
have seven years to bring themsdhes up ta
anudt” Wy weald pension plans not be
fually Fursded? *Pessibly because cheir | pension] investments didn't perfarm as well
asexpitid —bor example, they were using @ scracegy based an the ragos [oconomic
arwvirorument ;- he cxplains

In addicion. Bedemske =1y that the new law, which will hecamie cHecrive in

1007, pucs I:|'||_ |_'|_1r-,'|||_-\.i|'l|Ji|:. M |:|1-_ »:rn|,1||'n|_r o e 'H||. Finamcial educagian m
employees, :".n.n.nnluuq ta a rooé repore by the National Association of Insurance
and Financlal Advisors, “Feriremsent ph.n sponsors can arrange b have invess-
merit advice delivered o participants withour worrying sboat being cxposcd to
H.du_un Il.]l_'p|||l:'| in eonnection with thar advece” The report Jl.‘H:.. “The law is
VETY chear l|,|_'||J.|_||: l.l.'|'_.:| can ?rl"-‘i‘iq_ll_' _l_q.l'.'il_'b: B refereinent |,'||J.I| J‘l.‘lrrll.'l[!l.'llm- JI'||J whar
clroumeances must be presens in crder for a plan sponser 1o hive mer s Aduciary
resparsibdicy In connection with char advice”

With reEpest D B conslderarions, che Pension Procecton Act ]1-.r|n.l.||l.|'|l'|'-
|_11J,'II|_'|,| l:hc 4[1'_|||::\. |:f |_|||E|||:-:|~q_'r'. o ofber Roch TR A, Whats in I:|'|.I.'i hE'r |.I1.E||I.'p:. 5113
"Itsa l'||,r||,"ﬂi|: [~ |1|:in:| ¥ 1+||_ c|-||'\||_r|.1_ .;h.. s ".l_'h.ll sk, I afteces bevw WOHar .|.-\:II:£'|
Meees are u:-:u.d-.-.'-lr_Hn.m| He explains: “Lets sy you buve 1 regulas IR where vou
have #5200 & vear caken from your income, and alkscared o several mustl
W her v e el o withdronoe che lands— muaybse MEY V€ FIWTL bk S10,000—y0l
'.'aljl,|||] ||.-|'\. il | |,1,|:.'.I,.\,|l: [R1]] :h-r Fiell moninT you w ||:I'.dr|.-'r-'.' Baar with a E.lilth LEA, |'Ll.
-;j_:.'-;_:n_'m llll'l'\'l.||;] |:||_'1;|;|;.;|,:| 14 |;|'-,- |,i|'|:; |||-c‘|||| lil:..ll .;;-l"-\.":l'll'.l s Ll.lu.'I!. |'i.'|J\.I1I oIr Il'n.l\.'q.nLl\.

ainls,
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Gewvernment eotities ai¢ nod the anly ones calling dhe shas when it comes to
compliance and fimancial reporting, The Morwalk-based Financial Accounting
Scandards Board [FASE), as authorized by the SEC, s abso having a say wich i
Financlal ]||l:|.-rp-d.'|.'r_||:ir-n Mumber 48 or FIM 48 Far sheort.
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“Thers been same lick af clarity over the proper way to reflec owad s
in financial smrements.” explains Mark Caplan. a partner with KPMG LLT in
Hardford. "In July of 2006, the FASB recognized that there was diversizy in prac-
tice of recording tax positions [eredic, dedwoon or other decisions]. In some
sicuarions, the tx law bn't clear, sach as che repair of major fived assers—are
these capitalized or expensed? Whar abour invesement in RETH Leasing
arfangemsenks f Same questions apply” Indecd, LS. businesses claim billians of
dallars in tax positions that may or may not hald ap.

The FASB has come up with a process when making these interprerations and
decizions. “This applies co companies which isue Financial searements under
Generally Accepred Accounting Principles [GAAP] says Caplan. The rules will
b elffcetive for the Firse fiscal year beginning after Decembier 1y, aod,

FIM 48 has LR

. *When evaluaring when it is appropriate o record a tax position, the com-
pany maust take a ‘mose likely than noc’ approsch,” he says. “Thar is, it is grearer
than 5o percent lkely char vou will suscain the posicion based on b rechakeal
meerits. Adlds Caplan, “Dron’t think: T never be audived, Assume: T will be
andited] and with full dischosare of infermation, Thercfare, if you think you
wonld have less than a 50 percent likelihood of prevailing, don's do ic”

2. There iz an increazed dizclosure requiremsent, he =ays. “In feormotes, you
nust indicare thar chere are a [oamulanive] smount of [rax positions] thar have
nat heen recognized—bur may be. “FASE & noc velling you whar you shoubkd
o shaiald fot be taking an your tax retarne, bug what von sdhould pue e vour
financial smemens—how o acoount e your sharcholders about vour taxes”

says Caplan.
BOX Spreads

The concern with compliame continues with the Sarbancs-Ondey Act of 2o0t.
Anosher wave of 50X compliance requinements begings in mid-zo0o7, as the act
expands irs reach o smaller companies [referred ro in chis contevt as "non-accel-
eraced filers"], says Jefferson Wells” Burke.

He says the affecred businesses are "all publich-rraded conpanies wich $74 mil
larin enr bessiof pibsalic Boat where available (or market capitalization, etherwise) as
of December 51, 2005, thas have filed at leas one annual report with the SEC”

Burke adds, "Section 404 [of the Sarbanes-Ouley Act] requires management
oo assess ingernal contrals aver Hru.m:inl:repu-n:ing and issue on che effec
tiveness of these controls. This Is required for all fiscal years ending on or after
Crecember 13, 2007 Furthermaore, the company’s extermal auditor muss isswes an
opinion on management’s assesmment af internal controls aver finandial report-
ireg and areest oo the effectiveness of incernall concrods. This will be reguired for
all fiscal vears ending om or afrer Diecember 15, 2008.”

Loaking Porward: 2007

Mike Burke of Jefferson Wells poines sut o a number of sax-relaced legislative
that could be approved soon.

Wichin che Tl'ﬂl.ﬂr:,l ﬂq:lmru BOOT |1m'|:c|: i.!;erh:ln are several iems of incer-
8 0o corporate tax deparemenits, be savs, inclsding:

8 Temporary regulations e Geilitie elecmanic filing

& Guidelines for estimating sock basis in tux-free reonganizations

® Cuidance an mergers involving Foreign corporations

® Cuidance on the exemprion of certain investmens income

of Forcign governnsents

® Propased regulbations reganding annealized reccivalbles

and imentary items of a partnership

There are some possible ax credic extensions waiting in the wings, says Buske.,
*Everyane should have their eyes peeled for dhese credis—ic is money char could
he i their p-nu;i:eﬁ.' Thiese knclide:

Welfare-vo-Work: “The welfare-to-work cradiv is available to cmphoyers fos
wages paid m long-term family assistance recipicnts who began working before
Jaruary 1, 2004 [barring further Congresdonal acrion). The amaune of the credic
is 35 percent of che qualified firscyear wages plus so percent of che qualified
!El;-l'lll'u’-:.lﬂ.l' Wilges fior chie rax }Hr.'l'l'u: credic ip_p{lu nnJ':,' o the first fro000
al wages in each vear with respect to any individuaal, Thus, the mazimim goeal
credic per qualificd employee is 88soo for the two years”

T BUEIHESS Dachmiad 2004}
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Wack Opportunicy: “A credic is available
far Wages Paid |1:|r emp|n:,'=r= whe hire
individisals from cerain rarget grouga”

Besegrch and Development: “This is a
erediv for inercased rescarch expendinares”

Connacticwt Stake
Buginess Tax Climate

In its recently released sooy Stare Busines
Tax Climate [ndex, the Tax Foundation
created 2 master index from 113 variahles
o rate che tax dimare for business in each
seate. U onnecticur was ranked newr ghe host-
coam, at 37 The Stage Business Tax Climate
Index is derived from a combination of
five indices. Connecticut’s rank on each
of these was: corporate mx: 28, individual
incame tax: 19, sales rax: LEh urrcmp-]ﬂfm:ru

[ax: :E-.n.nd Propery ChE: 45

Thic 19 best states wepe:
r. Wyaming

2. Soutch Dakoma

3. Alaska

4 e

4. Farida

6. Texas

) N-ew]'[a.mpﬁu:

& Moncana

o Drelaware

1en Ohrepan

The vo warst stakes wers:
41 Minnot
42 Maine

43. [ova

a4 Mebraska
45, Callfornia
6. Yermont

47 Mew Yark
48, Mew Jersey
49. Ohin

s Rhode Taland

[ its a.::n:-:lrnpn.n:ring TEp-HIL, the Tax
Foundarion :::ph.lm: “Srare lawmakers
are always vempeed to lure business with
lagrative tax incentives and subsidies.
Lawmakers create these deals under che
banner of inl: crearian and econgmie
development, bur che trurh is thae if a
state needs mo offer such packages, it is
mast likely covering For 2 woeful business
climate plagued by bad rax policy. A far
mare eftective approach is o svsrensar-
cally improwe the business tax climate for
the byng-revin.” B
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