SUMMARY ANALYSIS OF AMENDED BILL

Franchise Tax Board

Author: Nestande, et al. Analyst: Jessica Deitchman Bill Number:  AB 2466

Related Bills: See Prior Analysis Telephone: 845-6310 Amended Date: March 27, 2014

Attorney: Bruce Langston  Sponsor:

SUBJECT: Minimum Franchise Tax/$99 for New Veteran-Owned Small Businesses

SUMMARY

This bill would, under the Corporation Tax Law, reduce or eliminate the minimum franchise tax for
new veteran-owned small corporations.

RECOMMENDATION
No position.
SUMMARY OF AMENDMENTS

The March 27, 2014, amendments added co-authors, modified the definition of a “new veteran-
owned small business,” added a definition of a “veteran-owned corporation,” removed the
provision that would have required a veteran-owned small business to reasonably estimate that it
would have gross receipts of $1,000,000 or less, created a new implementation consideration,
and resolved the implementation and technical considerations discussed in the department’s
analysis dated February 21, 2014. Except for the “This Bill,” “Implementation Considerations,”
“Technical Considerations,” “Fiscal Impact,” and “Economic Impact” sections, the remainder of
the department’s analysis of the bill as introduced February 21, 2014, still applies.

ANALYSIS

THIS BILL

This bill, for taxable years beginning on or after January 1, 2015, and before
January 1, 2018, would modify the amount of minimum franchise tax required to be paid by the
following corporations:

e A corporation that is a new veteran-owned small business would pay annually to the state
a minimum franchise tax in the amount of $99.

e A corporation that is a new veteran-owned small business would not be subject to the
minimum franchise tax if that business operates at a loss or ceases operations.
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This bill would define the following terms:

¢ “New veteran-owned small business” means a corporation that is incorporated under the
laws of the state or has qualified to transact intrastate business in the state on or after
January 1, 2015, and begins business operations at or after the time of its incorporation
and that has total income derived from, or attributable to, the state of $250,000 or less.
Excluded from this definition are any corporations that began business operations as a
sole proprietorship, a partnership, or any other form of business entity prior to its
incorporation.

e “Operates at a loss,” means negative net income as defined in Section 24341.

e “Veteran,” means an individual honorably discharged from the Armed Forces of the United
States.

e “Veteran-owned Corporation” means a corporation in which stock representing more than
50 percent of the voting power of the corporation and representing more than 50 percent
value of the stock of the corporation is owned by one or more veterans.

The provisions of this bill would be inapplicable to any corporation that reorganizes solely for the
purpose of reducing its minimum tax.

IMPLEMENTATION CONSIDERATIONS

The term “total income derived from or attributable to the state” is undefined. The absence of
definitions to clarify this term could lead to disputes with taxpayers and would complicate the
administration of this exemption.

FISCAL IMPACT

Costs have not been determined at this time. 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

Estimated Revenue Impact of AB 2466*
As Amended March 27, 2014
For Taxable Years Beginning On Or After January 1, 2015
And Before January 1, 2018
Assumed Enactment After June 30, 2014

(% in Millions)
2015-16 2016-17 2017-18
-$1.5 -$6.6 -$5.6

*No revenue impact in 2014-15 due to corporations not being subject to minimum franchise tax in their first
year.

This analysis does not account for changes in employment, personal income, or gross state
product that could result from this bill.



SUPPORT/OPPOSITION
Support: None provided.
Opposition: None provided
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