SCS Agency ANALYSIS OF ORIGINAL BILL

Franchise Tax Board

Author: Assenbly Rev. & Tax. Comm Analyst: Jeani Brent Bill Number: _AB 2809
Related Bills: See Legi sl ative History Telephone: 845-3410 Introduced Date: 03/ 24/ 98

Franchi se

Attorney: Doug Branmhal | Sponsor: Tax Board

SUBJECT: Econom c Devel opnent Areas NOL Separate Code Sections/LARZ NOL Sunset Date
Techni cal Change

SUMVARY

This bill, sponsored by the Franchi se Tax Board, would correct a chaptering error
by reinstating the Decenber 1, 1998, sunset date of the Los Angeles
Revitalization Zone (LARZ) net operating |loss (NOL) as enacted by AB 18 (Stats.
1993, Ch. 18). Additionally, to prevent potential future chaptering problens
with the various econoni c devel opment area NOL provisions, this bill would place
each econonmi c devel opment area NCL provision into a separate code section, rather
than in a subdivision of the same code section

EFFECTI VE DATE

This bill would apply to taxable or incone years beginning on or after January 1,
1998.

LEG SLATI VE H STORY

AB 18 (Stats. 1993, Ch. 18), AB693 (Stats. 1993, Ch. 1216); AB 38 (Stats. 1992
Ch. 17x)

PROGRAM HI STORY/ BACKGROUND

Assenbly Bill 38 (Stats. 1992, Ch. 17x), which enacted the LARZ and its tax

i ncentives, provided sunset dates for all the tax incentives of January 1, 1998.
To ensure that the tax incentive statutes renmai ned on the books for all 1997
fiscal years, clean-up legislation (AB 18, Stats. 1993, Ch. 18), enacted in My
1993, changed the sunset dates for the tax incentives to Decenmber 1, 1998.
However, later that year, AB693 (Stats. 1993, Ch. 1216), which enacted the
LAMBRA provisions, unintentionally chaptered out the change to the sunset date
for the LARZ NOL. This chaptering out occurred because NOL provisions for al
econoni ¢ devel opnent areas are contai ned as subdi vi sions of the sane code
section. Wen AB 693 added anot her paragraph for LAMBRAs, it did not contain the
same changes to the LARZ subdivision as were contained in AB 18 earlier that

year. Instead, it reenacted the provisions of the LARZ subdivision that had been
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anended by AB 18. Until recently, this problemwent unnoticed. All other LARZ
tax incentive provisions contain the Decenber 1, 1998, sunset date because each
is contained in a separate code section and neither AB 693, nor any other bil
passed that year, contained changes to those sections. Thus, the LARZ NOL is the
only LARZ tax incentive provision with a January 1, 1998, sunset date.

SPECI FI C FI NDI NGS

Under the Governnent Code, existing state |lawprovides for the designation of
five types of econom c devel opnment areas (EDAs): enterprise zones, the Los
Angel es Revitalization Zone (LARZ), Local Agency Mlitary Base Recovery Areas
(LAMBRA), Targeted Tax Area (TTA), and Manufacturing Enhancenent Areas (MEA).
Using specified criteria, the Trade and Comrerce Agency (TCA) designates EDAs
based on applications (maps in the case of the LARZ) received fromthe governing
bodi es. Enterprise zones are designated for 15 years, and TCA has desi gnated
each of the 39 enterprise zones authorized under existing law. The LARZ was
designated in 1992 and is binding for five years. Five LAMBRA designations are
aut hori zed, one fromeach of the five regions (as specified) of the state.
Currently, TCA has designated two of the five LAMBRAs aut horized under existing
| aw, and the other three areas have received conditional designation. Each
LAMBRA designation is binding for eight years. The TTA designation is binding
for 15 years, beginning January 1, 1998. Two MEAs are authorized and the
designation is binding for 15 years, beginning January 1, 1998.

Under the Revenue and Taxation Code, existing state |awprovides special tax

i ncentives for taxpayers conducting business activities within EDAs. These
incentives include a sales or use tax credit, hiring credit, business expense
deducti on, and special net operating loss (NO.) treatnent. Two additional
incentives are a net interest deduction for businesses that nake |oans to

busi nesses within the econom ¢ devel opnent areas (not avail able for LAMBRAs, TTA,
or MEA) and a tax credit only for enployees working in an enterprise zone.

Busi nesses that operate in MEAs are eligible only for a hiring credit.

The special net operating loss treatnent allows a business |located in an economc
devel opnment area to elect to carry over 100% of the econom c devel opnent area net
operating | osses (NOLs) to deduct from econonm c devel opnent area incone of future
years. The election nust be made on the original return for the year of the

| oss. The NOL carryover is determ ned by conputing the business |oss that
results from business activity in the econonic devel opnent area.

Under the Revenue and Taxation Code, existing state |awprovides that a “fisca
year” is any accounting period of 12 nonths that ends on the | ast day of any
mont h ot her than Decenber. Any accounting period ending in Decenber is a

“cal endar year.”

This bill would correct a chaptering error by reinstating the Decenber 1, 1998,
sunset date of the LARZ net operating |oss as enacted by AB 18 (Stats. 1993,
Ch. 18). Additionally, to prevent future chaptering problens with the various
econoni ¢ devel opment area NOL provisions, this bill would place each econonic
devel opment area NOL provision into a separate code section, rather than in a
subdi vi si on of the sane code section.
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Pol i cy Consi derations

Rei nstating the LARZ NOL Decenber 1, 1998, sunset date would clarify that
the statute remains operative for all 1997 fiscal year taxpayers.

Pl aci ng each EDA NOL provision into a separate code section would prevent
potential future chaptering problens.

| npl enment ati on Consi derati ons

I npl enmenting this bill would not affect the departnent’s prograns and
oper ati ons.

FI SCAL | MPACT

Departnmental Costs

No departnental costs are associated with this bill.

Tax Revenue Esti mate

This bill would not inpact the state’s incone tax revenue.

BOARD POSI TI ON

Support.

The Franchi se Tax Board voted at its Novenber 17, 1997, neeting to sponsor the
| anguage in this bill.



