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SUBJECT: M ni num Franchi se Tax/ Change From $600 To $300 For Qualified New
Carparations/On or After January 1, 1998

SUMVARY

Under the Bank and Corporation Tax Law (B&CTL), this bill would reduce the

m ni mum franchi se tax, for a qualified new corporation (as defined), from $600
to $300.

EFFECTI VE DATE

This bill would take effect as a tax |levy and would apply to incone years
begi nning on or after January 1, 1998.

LEG SLATI VE HI STORY

SB 38 (Stats. 1996, Ch. 954), AB 546, AB 3298, AB 3010, AB 3394 (1996); AB 647,
AB 744, AB 1098 (1995); AB 411, AB 977, AB 1721, AB 2886, AB 3807 (1993/94),;
AB 3506, SB 1453 (1992); AB 4275 (1989/90); SB572 (Stats. 1987, Ch. 1139).

SPECI FI C FI NDI NGS5

Existing state | aw provides a reduced m ni mum franchi se tax of $600 for
“qualified new corporations” with gross receipts, less returns and all owances,
reportable to this state of less than $1 mllion. The reduced tax applies only
to the first taxable year comrencing on the date the corporation is

i ncor por at ed.

Exi sting state | aw al so provides that the determ nati on of whether a corporation
meets the gross receipts test is based on the aggregate gross receipts of the
menbers of a commonly controlled group. The |aw defines “gross receipts |ess
returns and al |l owances reportable to this state” as including both business and
non- busi ness receipts.
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The reduced m ni mum franchi se tax does not apply to any corporation if 50% or

more of its stock is owned by another corporation. |In addition, it does not
apply to certain entities such as limted partnerships, limted liability
conpanies, limted liability partnerships, and charitable corporations that are

required to pay the mninmum franchise tax as a result of failure to file a
periodic report with the Attorney General.

The corporation pays an additional tax of $200 on the due date of its first
return, without regard to extension, if for the corporation’s first incone year
its gross receipts exceed $1 mllion or its tax liability exceeds $800.

This bill would reduce the mnimum franchise tax to $300 for a qualified new
corporation as defined by existing |aw. The reduced m ni num franchi se tax woul d
apply to income years beginning on or after January 1, 1998.

This bill would require a qualified new corporation to pay an additional tax of
$500 on the due date of its first return, without regard to extension, if for
the corporation’s first incone year its gross receipts exceed $1 mllion or its

measured tax liability exceeds $800.

| npl ement ati on Consi derati ons

I mpl ementation of this bill would not significantly inpact the departnment’s
progranms and operati ons.

Techni cal Consi der ati ons

A reduced prepaid mnimmfranchise tax is provided for qualified new
corporations with gross receipts, less returns and all owances, of |ess than
$1 mllion. The corporation is required to pay an additional tax of $200

if its gross receipts exceed $1 million. The two anmounts do not specify
the result for a corporation with gross receipts of exactly $1 mllion.
Amendnent 1 woul d change the first amount to $1 million or |ess.

The reduced prepaid mninum franchi se tax does not apply to any corporation
if 50% or nore of its stock is owned by another corporation. However, new
corporations usually do not issue stock until after incorporation.

Amendment 2 would clarify that the reduced commencing tax does not apply if
50% or nore of its stock is, or will be upon the initial issuance of stock
owned by anot her corporation.

FI SCAL | MPACT

Departnental Costs

This bill would not significantly inmpact the departnment’s costs.
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Tax Revenue Estinate

Revenue | osses fromthis bill are as foll ows:

Esti mat ed Revenue | npact of AB 27
Ef fective for Incone Years
Begi nning January 1, 1998
($in MIlions)
1997-8 1998-9 1999-0 2000-1
($8) (%$12) ($9) ($9)

Thi s anal ysis does not consider the possible changes in enploynent,
personal incone, or gross state product that could result fromthis
measure.

Tax Revenue Di scussion

Revenue | osses woul d depend on the nunber of new corporations with incone
and gross receipts, less returns and all owances reportable to the state, of
less than $1 mllion

The above estinmates were based on a sanple of bank and corporation tax
returns, expanded to reflect the universe, and are consistent with prior
anal yses of mnimum tax proposals. The nunber of new i ncorporations
projected for 1998 is 55,000, with nearly 30,000 qualifying under this
bill.

POSI TI ON
Neut r al
The staff’s position is determ ned by adm nistrative considerations and does not

take into account revenue inpact on the state. However, this issue is discussed
in the anal ysis.



Roger Lackey
845- 3627
Doug Bramhal |
FRANCHI SE TAX BOARD S
PROPOSED AMENDMENTS TO AB 27
As | ntroduced Decenber 2, 1996
AVENDMENT 1
On page 2, anmend line 30 as follows:

state, of less—than one nmillion dollars ($1,000,000) or less and a tax

AVENDMENT 2
On page 3, strikeout lines 8 to 9, inclusive, and insert:
which will be a subsidiary of another corporation upon the issuance of its

stock. For purposes of this subdivision, “subsidiary” nmeans a corporation which
is owned 50% or nore by another corporation.



