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SUMMARY 
 
This bill would require the Secretary of State (SOS), the Franchise Tax Board (FTB), and the 
Attorney General (AG) to review and develop a more effective and streamlined nonprofit 
corporate dissolution process. 
 
This analysis only addresses the provisions of the bill that impact the department’s programs and 
operations. 
 
RECOMMENDATION  
 
No position. 
 
REASON FOR THE BILL 
 
The reason for this bill is to ease the burden for a nonprofit corporation when dissolving and 
facilitate tax compliance by providing taxpayers a streamlined dissolution process with the SOS, 
the FTB, and the AG.   
 
EFFECTIVE/OPERATIVE DATE 
 
This bill would be effective and operative on January 1, 2015. 
 
PROGRAM BACKGROUND 
 
The current process for winding up a nonprofit corporation involves the SOS, the FTB, and the 
AG: 

• The SOS administers the incorporation process for nonprofit entities that choose to 
incorporate and ensures that nonprofit coporations adhere to their stated mission. 

• The FTB has the responsibility of determining, reviewing, and monitoring the state tax-
exempt status of a nonprofit corporation to ensure that its tax-exempt status still applies. 

• The California AG regulates the nonprofit organizations and individuals that administer or 
solicit charitable funds or assets in California and has broad legal and statutory authority to 
commence enforcement actions against charitable organizations and trusts. 
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ANALYSIS 
 
STATE LAW 
 
Existing state law provides that every corporation incorporated in this state, qualified to transact 
intrastate business in this state, or doing business in this state is subject to the minimum 
franchise tax.  Every corporation that incorporates on or after January 1, 2000, is not subject to 
the minimum franchise tax for its first taxable year.  Additionally, the minimum franchise tax is not 
imposed if the taxable year is less than 15 days as long as the corporation has not done any 
business within this state.   
 
Existing state law provides an exemption from franchise or corporate income tax for organizations 
that are organized and operated for  for one or more exempt purposes. 
 
However, a tax-exempt organization that regularly carries on a trade or business not substantially 
related to its exempt purpose is required to pay tax on the unrelated trade or business income 
that results from such activity.   
 
When a nonprofit corporation's tax-exempt status is revoked, the corporation is subject to the 
franchise or corporation income tax.  
 
The yearly obligation to pay the franchise tax ends on the effective date of dissolution or 
withdrawal or, if later, the date the corporation ceases to do business within the state.   
 
Existing state law requires that a dissolving or withdrawing corporation subject to tax in this state 
must pay a tax for the year it ceases to do business in California.  The amount of tax owed is 
measured by the corporation’s net income for its final taxable year, but cannot be less than the 
minimum franchise tax. 
  
Nonprofit Corporation Dissolution Process (see Appendix 1 for flowchart of dissolution process) 
  
A nonprofit corporation must prepare and file a Certificate of Election to Wind Up and Dissolve 
(Form ELEC NP) prior to or together with a Certificate of Dissolution (Form DISS NP) with the 
SOS.   
 
If the corporation does not have the requirement to file with the AG when dissolving, the SOS 
would process the request and the corporation would be completely dissolved and its corporate 
existence will cease in California. 
 
The following types of corporations must file with the AG when dissolving:  
 

• Public benefit or religious corporations: If the dissolving corporation is a public benefit or 
religious corporation, the Certificate of Dissolution must be accompanied by a letter from 
the AG that either waives objections to the distribution of the corporation’s assets or 
confirms that the corporation has no assets.1  

 

• Mutual benefit corporations: If the dissolving corporation is a mutual benefit corporation, 
and that corporation is holding assets in a charitable trust, the distribution of those assets 
must be approved by the AG or be made by decree of a superior court.2  

                                            
1 Corp. Code sections 6615 and 9680. 
2 Corp. Code section 8716. 

http://www.sos.ca.gov/business/corp/pdf/dissolutions/corp_npdiss.pdf
http://www.sos.ca.gov/business/corp/pdf/dissolutions/corp_npdiss.pdf
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The public benefit, religious, or mutual benefit corporation must then submit final notice of 
submission to the SOS.  The final dissolution packet must contain the following: 
 

• a letter from the AG, either waiving objections to the proposed distribution of the 
corporation's assets or confirming that the corporation has no assets; and  

 

• an executed Certificate of Dissolution. 
 
After the SOS processes the corporation's paperwork, the corporation will be completely 
dissolved and its corporate existence will cease in California. 
 
The final step for the public benefit, religious, or mutual benefit corporation requires that the 
corporation submit final notice of submission to the AG.  The packet must contain the following: 
 

• a copy of the Certificate of Dissolution filed by the SOS, or written confirmation that the 
Certificate of Dissolution has been filed with the SOS; and  

 

• the final financial report for the corporation showing that all assets were distributed 
properly, resulting in a zero balance. 

 
A dissolved corporation is no longer subject to the minimum franchise tax for taxable years 
beginning on or after the date of dissolution. 
 
THIS BILL 
 
This bill would require the SOS, the FTB, and the AG to review and develop a more effective and 
streamlined corporate dissolution process. 
 
IMPLEMENTATION CONSIDERATIONS 
 
It is assumed that the streamlined process involving the three state agencies would be the 
subject of on-going evaluation and discussion as the details of the process are developed.  At this 
time, the definitions and administrative details are lacking and therefore, the implementation 
considerations are unknown. 
 
Department staff is available to work with the author’s office to resolve concerns that may be 
identified. 
 
LEGISLATIVE HISTORY 
 
AB 2341 (Villines, Chapter 773, Statutes of 2006) among other things, this bill allows certain 
suspended corporations to seek dissolution without requiring payment of the accrued tax liability 
for years in which the corporation was inactive and not doing business. 
 
AB 2519 (Keeley, Chapter 112, Statutes of 2002) requires that a nonprofit public benefit 
corporation's Certificate of Dissolution, when filed with the SOS, be accompanied by either the 
AG's written waiver of objections to the dissolution or the AG's written confirmation that the 
corporation has no assets.  It also prohibits the SOS from accepting for filing a Certificate of 
Dissolution that is not accompanied by one of those two documents. 
 
  



Bill Analysis                Page 4           Bill Number:  AB 1529 
Introduced January 17, 2014 
 
 
OTHER STATES’ INFORMATION 
 
Since this bill only requires a study of the named state agencies, a comparison to other states 
would not be relevant. 
 
FISCAL IMPACT 
 
Department staff is unable to determine the costs to administer this bill until the department's 
responsibilities are defined.  As the bill continues to move through the legislative process, costs 
will be identified and an appropriation will be requested, if necessary. 
 
ECONOMIC IMPACT 
 
Revenue Estimate 
 
This bill would have no revenue impact because it would not change the amount of tax owed by 
taxpayers. 
 
SUPPORT/OPPOSITION 
 
Support:  None provided. 
 
Opposition:  None provided. 
 
ARGUMENTS 
 
Proponents: Some might say that a study could identify ways to ease taxpayer burden and 
streamline the nonprofit corporate dissolution process. 
 
Opponents: Some might say that a review of the current process is not necessary at this time. 
 
LEGISLATIVE STAFF CONTACT 
 

Diane Deatherage  Mandy Hayes Gail Hall 
Legislative Analyst, FTB Revenue Manager, FTB Legislative Director, FTB 
(916) 845-4783 (916) 845-5125 (916) 845-6333 

diane.deatherage@ft.ca.gov mandy.hayes@ftb.ca.gov gail.hall@ftb.ca.gov 
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