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IRC § 965

General

Under the recently enacted federal tax reform, certain taxpayers with untaxed foreign earnings and
profits are required to include their accumulated post-1986 deferred foreign income (*“Section 965
income”) in their Subpart F income in the 2017 taxable year. For federal tax purposes, this income
is subject to tax at special effective tax rates.! This is referred to as the “repatriation transition
tax.”

Federal law allows certain taxpayers to elect to defer payment of a portion of their repatriation
transition tax. This election, however, does not defer recognition of the Section 965 income.
Therefore, the Section 965 income, in its entirety, is recognized and must be included on a
taxpayer’s federal return for its last taxable year beginning before January 1, 2018.

On March 13, 2018, the Internal Revenue Service released IRC 965 Transition Tax Statement,
which corporations and certain trusts must use to report their Section 965 income and calculate
their repatriation transition tax. This statement must be attached to such taxpayers’ 2017 federal
returns. This OCG is intended to provide information about how to report Section 965 income on
Connecticut tax returns. Additional federal guidance is expected, and this OCG may be updated if
necessary.

Connecticut Tax Treatment of Section 965 Income

A taxpayer must report its Section 965 income, in its entirety, on its 2017 Connecticut return.
Connecticut conforms to the federal rule that such income is recognized and must be included on
a taxpayer’s return for its last taxable year beginning before January 1, 2018. Connecticut,
however, does not allow a taxpayer to elect to defer payment of any portion of the tax associated
with its Section 965 income.

Connecticut treats Subpart F income as dividend income. Therefore, because Section 965 income
is treated as Subpart F income for federal tax purposes, Connecticut will treat such income as
dividend income.

L Under I.R.C. § 965, deductions are provided to achieve the special effective tax rates set forth in statute.



l. Corporation Business Tax

1) How will Connecticut treat Section 965 income for Corporation Business Tax purposes?
(Answer revised on May 11, 2018)

Connecticut provides a dividend received deduction (“DRD”) that fully offsets the dividend
income that a corporation received from foreign corporations to the extent such income is not
otherwise deducted. Accordingly, even though a corporation must include the full amount of its
Section 965 income on its 2017 Connecticut return, it is then entitled to claim a deduction equal to
such income.?

After a corporation claims the DRD, Connecticut then requires the corporation to add back its
expenses that are related to its dividend income. Under legislation that has recently passed both
chambers of the Connecticut General Assembly and is awaiting Governor Malloy’s signature,
expenses related to dividends would be set at 5% of the dividend income. This legislation would
be effective for income years commencing on or after January 1, 2017. Thus, a corporation would
multiply its Section 965 income by 5% to determine its expenses related to dividend income.

2) How must a corporation report Section 965 income on its 2017 Connecticut Corporation
Business Tax Return? (Answer revised on May 11, 2018)

Corporations with Section 965 income must report the full amount of such income on Line 9 of
their Form CT-1120, Schedule D for income year 2017.% In general, the Section 965 income that
must be reported is found on Line 1 of the federal IRC 965 Transition Tax Statement.

Corporations also must report the full amount of their Section 965 income as dividend income on
Form CT-1120 ATT, Schedule I, Column A for income year 2017. This income must be included
in the amounts reported on Line 1 and Line 3 of Form CT-1120 ATT, Schedule I, Column A.

Corporations must report their expenses related to the Section 965 income on Line 3 of CT-1120
ATT, Schedule I, Column D. Under the legislation currently awaiting Governor Malloy’s
signature, such expenses reportable in Column D would equal 5% of the Section 965 income.

2 For the purposes of simplicity, a corporation should claim a 100% DRD against its Section 965 income and disregard
the deductions described in footnote 1. Note, however, that no DRD is allowed for income tax purposes (Form
CT1040, Form CT-1040NR/PY, Form CT-1041 and Form CT-1065/CT-1120SlI).

3 For combined unitary filers, this amount should be included on Line 8 of Form CT-1120CU-NI, Part 1.
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Form CT-1120 ATT, Schedule | _ Dividend Deduction

Schedule | - Dividend Deduction

Column A Column B Column C Column D Column E
Amount Deduction Rate Balance Related Expenses Dividend Deduction
(Col. Ax Col. B) Attach schedule (Col. C—Col. D)

1.|Dividend income included in computation of federal taxable income

from Form CT-1120, Schedule D, Line 1: See instructions > 00
2.|Dividends from domestic corporations less than 20% owned > 00 70% (.70) > 00 00
3.|Dividend balance: Subtract Line 2 from Line 1. 00| 100% (1.0) > 00 00
4.|Dividends from a Captive REIT that is taxable in Connecticut

Captive REIT Name:

FEIN > 00| 100%(1.0) > 00 00
5.|Total dividend deduction: Add Lines 2, 3, and 4 in Column E. Enter the result here and on Ferm CT-1120, Schedule D, Line 11. Combined Unitary filers, see instructions 00

11 Income Taxes

1) How must a taxpayer report Section 965 income on the 2017 Form CT-1040, Connecticut
Resident Income Tax Return, and Form CT-1040NR/PY, Connecticut Nonresident and
Part-Year Resident Income Tax Return?

For federal income tax purposes, an individual taxpayer is required to report the net Section 965
amount (Section 965(a) amount reduced by the Section 965(c) deduction) on Form 1040, page 1,
Line 21, Other Income.

For Connecticut income tax purposes, the starting point in determining a taxpayer’s Connecticut
income tax liability is federal adjusted gross income, Line 37 on federal Form 1040.

Because the net Section 965 amount will already be included in the taxpayer’s federal adjusted
gross income, a resident taxpayer is not required to report such amount separately on Form
CT1040.

A nonresident individual, however, who receives a Schedule CT-K1 from a pass-through entity
reporting Connecticut-sourced Section 965 income, or who receives other information or
documentation directly from a specified foreign corporation reporting income relating to
Connecticut-sourced Section 965 income, must report the associated income and deductions on the
appropriate lines on Schedule CT-SI, Nonresident or Part-Year Resident Schedule of Income From
Connecticut Sources, and on Form CT-1040NR/PY.

2) How must a taxpayer report Section 965 income on the 2017 Form CT-1041, Connecticut
Income Tax Return for Trusts and Estates?

For federal income tax purposes, if the net Section 965 amount is distributed to beneficiaries, the

net Section 965 amount (Section 965(a) amount reduced by the Section 965(c) deduction) is
reported on federal Form 1041, Page 1, Line 8, Other Income.
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For Connecticut income tax purposes, the starting point in determining the fiduciary’s Connecticut
income tax liability is federal taxable income of the trust or estate, Line 22 of federal Form 1041.

Because the net Section 965 amount will already be included in the federal taxable income of the
trust or estate, the fiduciary is not required to report such amount separately on the Connecticut
fiduciary return.

For federal income tax purposes, if the net Section 965 amount is not distributed to beneficiaries,
the Section 965(a) amount and Section 965(c) deduction are not reported on federal Form 1041,
but must be reported on IRC 965 Transition Tax Statement, Line 1, and line 3, respectively.

For Connecticut income tax purposes, the fiduciary must complete and include a statement similar
to the IRC 965 Transition Tax Statement reporting the amount required to be included in
Connecticut income.* The Connecticut statement should only report the appropriate Section
965(a) amount and the Section 965(c) deduction amount. The fiduciary must include the Section
965 amount in determining the amounts to report on Schedule CT-1041C, Line 4 and Line 7, and
on Schedule CT-1041FA, Line 1 and Line 4.

A fiduciary reporting Section 965 income cannot Quick-File Form CT-1041.5

3) How must a taxpayer report Section 965 income on the 2017 Form CT-1065/CT-1120SlI,
Connecticut Composite Income Tax Return?

For federal income tax purposes, the Section 965(a) amount and the Section 965(c) deduction are
reported on federal Form 1120S, Page 3, Schedule K, Line 10, and Line 12d, respectively, and on
federal Form 1065, Page 4, Schedule K, Line 11 and Line 13d, respectively.

For Connecticut income tax purposes, the Section 965 amount must be similarly reported on Form
CT-1065/CT-1120SlI, Part I, Schedule C, Line 11, and Line 13, respectively. The Connecticut
sourced portion of such Section 965 amount must also be reported on Part VI, Line 11 and Line
13, respectively.

4) Can an individual request a payment plan agreement to pay the tax associated with the
Section 965 income? (Question added on April 30, 2018)

Yes. Individuals who were unable to timely pay their 2017 tax liability may email DRS at
legal.division@po.state.ct.us to request a payment plan agreement with respect to this issue. Enter
“IRC 965 Payment Plan Request” on the subject line of your email to DRS. Include your name,
social security number, mailing address, phone number, and your unpaid tax balance due (or
estimated unpaid tax balance due if you are making the request prior to filing the return) in the
body of the email. Authorized representatives requesting a payment plan agreement on behalf of
an individual must also include a LGL-001, Power of Attorney.

4 For Connecticut resident trusts and estates, this is the entire amount. For nonresident trusts and estate, this is the
amount sourced to Connecticut.

5 See the Instructions to Form CT-1041, Connecticut Income Tax Return for Trusts and Estates, for the Quick-File
requirements.
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A DRS representative will contact you to discuss a payment plan agreement and to request any
additional information that is needed. Relief from penalties may be available if DRS determines
that your failure to pay the tax by the due date related to Section 965 income. Please note, however,
that DRS cannot waive interest. Therefore, your payment plan agreement will require you to pay
interest, which will accrue until you fully pay your liability.

NOTE: Any Connecticut tax liability, whether or not associated with the Section 965

income, is due by the original due date of the Connecticut return. There is no Connecticut
election to defer payment of the tax.

If you are an individual who cannot pay the tax associated with Section 965 income when
due, see question 4 for information on how to request a payment plan agreement.

Additional Questions: Send an e-mail to the DRS Legal Division at legal.division@po.state.ct.us

TTY, TDD, and Text Telephone users only may transmit inquiries anytime by calling 860-
2974911.

For Forms and Publications: Visit the DRS website at www.ct.qgov/DRS
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