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Good morning, Chairmen Samuelson and Greiner and members of the committee, thank you for the
opportunity to testify on the filing method known as combined reporting. For my brief remarks, I will
review the figure and three tables that are attached.

Under mandatory combined reporting, multi-state firms that form a unitary group are required to file a
combined return as if the related entities were a single corporation. The combined return reflects the
net income or loss associated with the business operations of all members of the unitary group, and
income is apportioned to the state based on the activity of the combined group within the state.
Advocates assert that the filing method reduces a firm's ability to shift profits to low or no tax states
through related-party transactions and is subject to less manipulation by firms.

The figure and first table show states that use combined reporting and the highest corporate net
income tax (CNIT) rate levied for 2023 by that state.

= 44 states levy a CNIT, and 27 states use the combined reporting filing method.
= Over the past decade, 5 states enacted combined reporting, most recently New Mexico (2020).
= In 2021 and 2022, legislation was introduced in Virginia and Maryland.

The second table displays recent published revenue estimates for states that enacted or proposed
combined reporting:

= Across these states, there appears to be a consensus that combined reporting would increase
tax revenues by roughly 8% to 12%.

= Some states did not issue a revenue impact estimate due to the high degree of uncertainty
(Kentucky, New Mexico).

= Tt should be noted that the revenue impact could vary considerably across states due to the size
and industry composition of corporations in each state.

The third table displays the impact if combined reporting enhances revenues by 6%, 9% and 12%.

= Currently, corporate profits are unusually high, and these projections assume a partial reversion
to more normal levels.

= The estimates reflect the lower CNIT rate and other recent policy changes.

= Previously, the IFO had assumed that combined reporting would increase revenues by 12% per
annum. Given recent policy changes, we believe the relative revenue gain would be smaller but
have not yet revised our previous analysis.

Thank you. I would be happy to address any questions you may have.



States with Corporate Net Income Tax by Reporting Method (2023)
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Note: States designated as "multiple” generally require separate reporting, but either allow taxpayers to elect another form of
reporting, or may require combined reporting based on audits. Tax rate reflects top rate in states that have a graduated

corporate income tax structure.

Source: CCH State Tax SmartCharts (June 2023) and the Tax Foundation.
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Corporate Net Income Tax States by Reporting Method (2023)

State Rate Method State Rate Method

New Jersey 11.5% Combined Michigan 6.0% Combined
Minnesota 9.8% Combined Virginia 6.0% Multipte
lllinois 9.5% Combined New Mexico 5.9% Combined
Alaska 9.4% Combined Idaho 5.8% Combined
Pennsylvania 9.0% Separate Georgia 5.8% Separate
Maine 8.9% Combined Florida 5.5% Separate
California 8.8% Combined Arkansas 5.3% Separate
Delaware 8.7% Separate Kentucky 5.0% Combined
Vermont 8.5% Combined Mississippi 5.0% Multiple
lowa 8.4% Separate South Carolina 5.0% Multiple
Maryland 8.3% Separate Arizona 49% Combined
Massachusetts 8.0% Combined Indiana 4.9% Multiple
Wisconsin 7.9% Combined Utah 49% Combined
Oregon 7.6% Combined Colorado 4.4% Combined
Connecticut 7.5% Combined North Dakota 43% Combined
Louisiana 7.5% Separate Missouri 4.0% Separate
Nebraska 73% Combined New Hampshire 4.0% Combined
New York 7.3% Combined Oklahoma 4.0% Separate
Kansas 7.0% Combined North Carolina 2.5% Multiple
Rhode Island 7.0% Combined Nevada -- n.a.
Montana 6.8% Combined Ohio -- n.a.
Alabama 6.5% Separate South Dakota = n.a.
Tennessee 6.5% Multiple Texas == n.a.
West Virginia 6.5% Combined Washington s n.a.
Hawaii 6.4% Combined Wyoming -- n.a.

Notes: States designated as "multiple" generally require separate reporting, but either allow taxpayers to elect another
form of reporting, or may require combined reporting based on audits. Tax rate reflects top rate in states that have a
graduated corporate income tax structure.

Source: CCH State Tax SmartCharts (June 2023) and the Tax Foundation.
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Combined Reporting Base Expansion Estimates in Other States

Tax Year Year Est. Est. Impact Est. Base

CR Effective Prepared ($ Millions) Expansion
Maryland - 2022 $160 8%
Virginia - 2021 $60-$80 6-8%
New Mexico 2020 2019 == ==
New Jersey 2018 2016 $115-$280 5-10%
Kentucky 2018 2018 -- --
Connecticut 2016 2015 $39 5%
Rhode Island 2015 2018 $38 28%
West Virginia 2009 2007 $24-$28 8-10%
Massachusetts 2008 2007 $188 9%
Wisconsin 2008 2007 $76 11%
New York 2007 2008 $315-$420 6-8%

Note: Base expansion and dollar impact estimates relate to the first full fiscal year of tax impact, except for Rhode
island, which reflects full tax year impact. The base expansion estimate relates to the impact of combined reporting only
and does not incorporate the impact of other simultaneous tax law changes. Vermont and Michigan adopted combined
reporting after 2006 but were not included in this table because detailed revenue impact analyses could not be located.
Texas also adopted mandatory combined reporting for its Margin Tax during this period, but this state is not included
because it does not collect a traditional corporate income tax.

Source: Other state estimates come from a survey of select states by the National Conference of State Legislatures,
various state fiscal notes, analyses and reports.

Potential Revenue Impact from Combined Reporting

» A filing method that effectively expands the tax base.

« Most states have assumed the filing method would increase revenues by 8% to 12%.

» IFO had previously assumed a 12% base expansion (2020).

« Changes have been enacted that suggest a reduced revenue impact prospectively.

« These include rate reduction, which reduces incentives to shift profits to other states, the
codification of economic nexus and market sourcing, which expand the tax base.

« Impacts assume that legacy NOLs cannot be shared among unitary group members.

Base Expansion Impact

6% Base Expansion $300 to $350 million per annum, full phase-in
9% Base Expansion $450 to $500 million
12% Base Expansion $600 to $650 million

INDEPENDENT FISCAL OFFICE



€202 ‘B¢ =unr 40798411 O4l ‘22U MBUIIBN

91110 ") IouBUIH ISTIOH

ANONLLSM.L
IONLLAOdHd
(TUNIdINOD



I M o4l €Z0Z ‘6g dunf

‘UonEPUNGS XB| Al Pue (207 Aunf) SUBYDUBWS Xe| 31e15 H)D :92In0S BN xey awosul ayelodiod pajenpelb
e 9ABY 18Y) 531e1s U) Ajel dol s309(}3) 1kl Xe] 's)pne uo paseq Bunodal pauiquiod aitnbas Aew 1o 'Buriodai jo wioy |
1ayjoue 1as 0} siskedxey mo|je Jayns Ing ‘Burpodal syesedas auinbai Ajessusb aidiynw, se pateubisap sa1e1S :BI0N

_ auon [l __
3iduin [
7 ayesedas [0 S - 1 _

paurquio) [l
L

(£202) pPoyiaN bunuoday Aq xe] swoduj 18N ajesodiod Yyiim sajels




04l

Jsyjoue Yafe o} siakedxel moje Jayys Inq

ey

‘e'u

e’y

'y

ey

ey
3dnin
ajesedag
paulquo)
ajesedag
pawquio)
paulquo)
paulquo)
ajdyny
paulquo)
adniniN
adniniy
pauquo)
ajeiedag
ajeiedasg
ajesedag
paulquo)
paulquod

pautquiod

poLIa

%S’
%0'v
%0t
%0
%EY
%v'y
%6'Y
%67
%6V
%0'S
%0'S
%0°S
%E'S
%S'S
%8S
%8S
%6'S
%09
%09

‘uoljepuUNO4 Xe | 8y} pue (£z0g 2unf) SLeyDewWS Xe] 3jels HID :821n0s
*31M)ONAIS X} swodu 3jelodiod parenpeld
e aney jey) sajess ui ajel doy s)eyal ajel xe) ‘sipne uo paseq Guipodas paurquiod ainbas Aew o ‘Butodas Jo wioy

BurwoApm
uojburysepn
sexa]

elo%eq Yinos
oo

epeAaN
Butjole) YUoN
euwoyepio
anysdwey maN
LINOSSIN
ejoyed YUoN
opeJo(od
yein

euelpu|
euozuy
eUI(0JED YINOS
iddississiy
Aypnuay
sesueyly
epliol4
eibioan

oyep|

ODIX3|A\| MAN
etwmbnp
uebiyIN

‘bunsodas ajesedas asnba Ajessusb

pauiquiod
pauiquo)
aidniny
ajesedas
pauqwo)
pauiquod
pauiqwo)
paulqwo)
pauiquo)
ajesedas
pauquo’
pauiquo)
paulqwo)
paulquo)
ajeredag
sjeledag
paulquo)
aeledas
paulquod
paulquo)
oyesedasg
pauiquios
pauiquo)
pauiquo)
pautquio)

poyaN

%P9
%S9
%S9
%S9
%89
%0°L
%0°L
%E'L
%E'L
%572
%G,
%9°L
%6°L
%08
%E'8
%¥8
%58
%.'8
%88
%68
%06
%6
%56
%86
%SLL

ajdnnw,

(£202) poyia Buipioday Aq sajeys xe | awoduf 39N Aesodiod

se pajeubisap selels Saj0N

emeH
BluIBIIA J59M
93s53UUB|
eweqejy
BUBJUON
puejs| apoyy
sesuey|

JIOA MIN
B)seiqaN
euersino
1N31393UU0)D)
uobaip
UISUODSIAN
spasnydesse|p
puelliew
eMmo|
JUOWIISA
alemejaq
eluiofed
aulely
ejueajAsuuag
e)se|y

siou
£10S3UMA
Kasiafr maN

€202 ‘6z aunr




£ 04l £€20Z ‘6z aunp

‘spodal pue sasAleuUR 'S)0U [BISY 31B1S SNOLIA
‘saimeisiba] 21815 JO 32USI3JU0D [BUONEN 3L} AC S31BIS 123135 JO A3AINS B WOJ) BLI0D SIIEWNSS )kl JBLRO 92N0S

'Xe) aW02UI 21210dJ0) [UOIPEL € 133]|0) 10U Sa0P }I 3sneda(
papn|aul 10U S 23e1s Siy3 Ing ‘pouad sy Buunp xe] wbiep sy 1o} Bunuodal pauiquiod Aojepuewl paydope os|e sexa)
‘pa1ea0] 3q) 10U PINo3 sashleue 1oecdull INUSAIL PaEIRP asNedaq ajqe) Siyl Ul PIPNPUL JOU 318M NG 9002 191 Buipodal
pauiquiod pajdope uebiydi pue JUOWIBA "sabueyd me| xe) snoaue NS 1340 JO peduw oy aielodiodur Jou 530p pue
Ajuo Bunsodal pauiquiod jo yoedull auyy 0] Sa1ej) JewNIsa uoisuedxa aseq ay ) pedul 1eak el |Iny SB{481 YIIYM ‘pue|s)
apouy 10} Jdadxa Joedun xey Jo 1eak [edsy Ny 1S BY) 0) A1Bj3l S3)eWISS Pedul iegjjop pue uolsuedxs aseg 910N

%8-9 02r$-51ES 8002 1002 HIOA MIN
%LL 9. L002 8002 UISUODSIAA
%6 88l L002 8002 spasnydesseiy
%0L-8 82%-v2$ L00T 6002 BIUIDAIA 1S9
%82 ges 8L02 5102 pueys| apoyy
%S 33 5102 9102 1NDI123UU0D
—~ = 8Loe 8102 Apnus)
%0L-S 082%-GLL$ 9L0z 8L02 Aasiaf maN
- . 6102 0202 ODIXaN MON
%8-9 08%-09% 1202 = elutbiIA
%8 09L$ 2e0e = puejAleN

uolsuedx3 (suoynw $) paiedaid an1129)43 WD

aseg '153 pedwy 153 353 de3A ieap xe]

$3)e}S 4930 Ul sajewys] uoisuedxy aseg Buipoday paujguiod

sajewlsy uoisuedxy aseg buijioday pauiquo)




172 M (OE|| €202 ‘62 dunp

uoljjiw 059% 03 009% uoisuedx3 aseq %¢l
uol|jiw 00S$ 03 05¥$ uolsuedxj aseg %6
ut-aseyd ||n} ‘wnuue sad uoljiw 0GE$ 01 00E$ uoisuedx3 aseg %9

uoisuedx3 aseg

‘siaquiaw dnosb Aieyun Buowe pateys aq jouued sTON Adeba| jeyy swnsse syedw) .
‘aseq xe) ay} puedxs Yaiym ‘BuidINOS 193 eW PUR SNXSU DILIOUO0I3 JO UOIIEIYIPOD

3y} ‘sa3e1s JaY3o 0} spjoid YIYys 03 SBAIUSDUI SSDNPAI YPIYM ‘UCIIDONPAL d)el apNn[dul 3say] «

‘Klanippadsoid 1oedwi anuaaal padnpal e 15866ns 1ey) pajoeus usaq aney sabuey) «

‘(0202) uoisuedxas aseq 97| e pawnsse Ajsnoinaad pey O] »

‘%21 0} %8 Aq SanusAaJ asealdul pinom poyiawl Buljl ay) pauInsse aAeY $31e)3S ISOA -

"aseq xe} ay} spuedxa A|an11d34a 1yl poyisw buljy v

bunioday pauiquio) wolj 1edw] aNU3AIY [ennuajod

builioday pauiquo) wodj 1pedw| anuaAay |eljus3od




