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A
s consumers themselves, Connecticut businesses already
account for nearly half of all the state’s sales tax receipts. 
So, an across-the-board sales tax increase would be no 

less onerous to businesses than it would be to individuals.

More troubling to Connecticut employers and damaging 
to the state’s economy, however, are structural changes 
in our tax system that discourage capital investment, 
business expansion, and job creation.

A change that has been discussed in the past would ex-
tend the state sales tax to all professional and business 
services. Such services include legal, advertising, 
accounting, and investment advisory services.

Another change would eliminate exemptions to the state’s 
sales tax, including exemptions for business inputs, resulting 
in multiple taxation. (Business inputs are items that a company 
purchases for its own use in producing a final product or operat-
ing its business. These include manufacturing machinery, equipment, 
raw materials, tools, and fuel.)

Both of those changes would seriously hinder Connecticut’s ability 
to compete with other states for business and investment.

Extension of the sales tax to all 
professional and business services
Connecticut already taxes business and 
professional services more broadly than almost 
any other state in the country. Expanding this 
tax would have an immediate negative impact 
on companies here—costing many of them 
millions of dollars a year—and instantly make 
Connecticut an undesirable business 
location relative to most other states.

Extending the sales tax to professional and 
business services especially penalizes headquarters 
companies in Connecticut by taxing services 
entirely in Connecticut that may benefit multiple 
locations. For example, if a corporation headquar-
tered in Connecticut hired an accountant in 
New York City to consult with the company, 
the corporation would be required to pay 
Connecticut sales tax on that service.

Sales and Use Taxes

Connecticut 
businesses 
account for 

45% 
of state sales 
tax receipts

Only three states—
Hawaii, New Mexico, 
and South Dakota—
tax professional and 
business services.

Elimination of sales tax exemptions
Virtually every state that wants to keep manufacturing jobs 
exempts machinery, equipment, and other business inputs 
from sales tax. In Connecticut, as in other states, such 
exemptions are policy-driven, put in place along industry 
clusters to spur growth in certain areas, such as aerospace 
and biopharmaceutical. Eliminating exemptions, therefore, 
affects not just one or two companies but entire industries, 
causing monumental tax increases, more business shutdowns, 
and more job losses.

For more information, contact CBIA’s Bonnie Stewart 
at 860-244-1925 or bonnie.stewart@cbia.com.

Only twelve states—
none in the Northeast—
tax business inputs.

Currently, business inputs—items a company purchases to produce a finished 
product—are not subject to Connecticut sales tax. Only the final product is 
subject to sales tax, which is paid by the consumer.
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When business inputs are taxed, the manufacturer incurs an additional cost 
and is faced with the choice of passing that cost to consumers or relocating 
to remain competitive.
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A sales tax on business inputs violates 
several tax policy principals—eco-
nomic growth, equity, simplicity, and 
efficiency—and causes a number of 
economic distortions. Notably, these 
distortions result from pyramiding, 
where a tax is imposed at multiple 
levels [for example, along a supply 
chain], such that the effective tax 
rate exceeds the retail sales tax rate. 
Companies are forced to either pass 
these increased costs on to consumers 
or reduce their economic activity in the 
state in order to remain competitive 
with other producers who do not bear 
the burden of such taxes.

Joseph R. Crosby, COO &
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State Taxation
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