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SUBJECT:  prohibit Tax Shelters from Being an Insurable Risk

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestlons of previous
analysis of bill as introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous
analysis of bill as introduced/amended .

FURTHER AMENDMENTS NECESSARY.
DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALYSIS OF BILL AS INTRODUCED/AMENDED
. STILL APPLIES.

X OTHER - See comments below.

SUMMARY
This bill would:

e Prohibit insurance companies to insure losses resulting from or in connection with an abusive
tax shelter.

e Create a penalty equal to 75% of the proceeds received for insurance relating to an abusive
tax shelter.

SUMMARY OF AMENDMENTS

The June 22, 2004, amendments refined the definition of an "abusive tax avoidance transaction”
under the Insurance and Revenue and Taxation Codes. The amendments substitutes the definition
of an "abusive tax avoidance transaction” in the bill prior to the amendment, which is described as a
transaction lacking economic substance, with reference to the definition of abusive tax avoidance
transaction that is presently contained in the Revenue and Taxation Code. The Revenue & Taxation
Code defines an abusive tax avoidance transaction as a plan or arrangement devised for the principal
purpose of avoiding tax and includes listed transactions.
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