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SUBJECT: PIT & Corp Tax Rate Reduction/California Investment & Jobs Act

SUMMARY

This bill would reduce the top personal and corporation tax rates.

PURPOSE OF THE BILL

According to the author’s office, the purpose of this bill is to reduce the top tax rates, so when
compared to other states, California would have less of a tax burden for taxpayers, rather than
one of the highest.

EFFECTIVE/OPERATIVE DATE

As a tax levy, this bill would be effective immediately upon enactment and operative for taxable
years beginning on or after January 1, 2007.

POSITION
Pending.
ANALYSIS

FEDERAL/STATE LAW

Federal law imposes five different income tax rates on individuals ranging from 10% to 35%.
Existing state law imposes six different Personal Income Tax (PIT) rates ranging from 1% to
9.3%. Each tax rate applies to a different range of taxable income known as a “tax bracket.”
Existing state law requires the Franchise Tax Board (FTB) to recalculate the tax brackets each
year based on the change in the California Consumer Price Index.

The minimum franchise tax was established to ensure that all corporations pay at least a
minimum amount of franchise tax for the privilege of doing business in this state, regardless of
the corporation’s income or loss. Currently, corporations are required to pay either 8.84% of their
taxable income or $800, whichever is more.

Every corporation that incorporates on or after January 1, 2000, is exempt from the minimum
franchise tax for the first taxable year.
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THIS BILL

This bill would be cited as the California Investment and Jobs Act, and it would reduce the highest
PIT rate from 9.3% to 9.25%, and reduce the highest Corporation tax rate from 8.84% to 8.79%.

IMPLEMENTATION CONSIDERATIONS

Implementing this bill would require some changes to existing tax forms and instructions and
information systems, which could be accomplished during the normal annual update.

LEGISLATIVE HISTORY

SB 57 (Hollingsworth, 2007/2008) would incrementally reduce the existing PIT rates to zero,
eliminate the 1% mental health tax, repeal the California alternative minimum tax, and change the
method for taxing non-residents and part-year residents. SB 57 is waiting for hearing by the
Senate Revenue and Taxation Committee.

AB 3499 (Stats. 1996, Ch. 170) reduced the corporate franchise tax rate from 9.3% to 8.84% for
years beginning on or after January 1, 1997.

SB 572 (Stats. 1987, Ch. 1139), among other things, reduced the corporate franchise tax rate
from 9.6% to 9.3% for years ending in 1987 and later.

OTHER STATES’ INFORMATION
The states surveyed include Florida, lllinois, Massachusetts, Michigan, Minnesota, and New York.

These states were selected due to their similarities to California's economy, business entity types,
and tax laws. The following table includes the current tax rates for these states.

State PIT Rate Corporation Rate
Florida No personal income tax 5 1/2 % of net income
lllinois 3% of net income (Flat tax) 4.8% of netincome
Massachusetts 5.3% wages etc. (Flat tax) Excise tax only
Michigan 3.9% of taxable income 1.9% of net income
Minnesota 5.35 % to 7.85% of taxable income 9.8% of taxable income
New York 4% to 7.7% of taxable income 7.5 % of net income for small
businesses and 2.5% of
taxable income base allocated
to New York

FISCAL IMPACT

This bill would not significantly impact the department’s costs.
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ECONOMIC IMPACT

Revenue Estimate

This bill would result in the following revenue losses:

Estimated Revenue Impact Of AB 1443
Effective On Or After January 1, 2007
Enactment Assumed After June 30, 2007

(% in Millions)
2007-08 2008-09 2009-10
PIT -$230 -$250 -$265
Corporation Tax -$50 -$60 -$60
Total Loss -$280 -$310 -$325

This estimate does not consider the possible changes in employment, personal income, or gross
state product that could result from this bill.

Revenue Discussion

The revenue estimate above was calculated using the department’s tax model. The revenue
impacts have been converted to fiscal years, and rounded. This bill would affect 2.5 million PIT
taxpayers and 334,000 Corporation taxpayers in 2007.

LEGISLATIVE STAFF CONTACT

Jennifer Bettencourt
Franchise Tax Board
845-5163

jennifer.bettencourt@ftb.ca.gov
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