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SUMVARY
This bill would provide that vendors and contractors who contract with the state

woul d not be required to include in gross incone any paynents that are not tinely
made by the state because the State Budget was not enact ed.

EFFECTI VE DATE

This bill would apply to taxable and i ncone years begi nning on or after January
1, 1998.

LEG SLATI VE H STORY

ACA 2, ACA 25, ACA 26, ACA 29, SCA 16 (1997-1998).

SPECI FI C FI NDI NGS

Exi sting state law under the Public Contract Code, provides specific rules by
whi ch state agencies may enter into contracts with vendors and contractors. This
code provides specific rules regarding how and when paynments to vendors and
contractors must be made and rules requiring the paynent of interest if payments
to contractors are not tinely nade.

Exi sting federal and state | aws provide that gross incone includes all incone
from what ever source derived, including conpensation, business inconme, gains from
property, dividends, rents, interest, and royalties, unless it is specifically
exenpt .

Exi sting federal and state | aws provide that certain types of income are excluded
fromthe general gross incone, such as anpunts received fromcertain death
benefits, gifts and inheritances, compensation for injuries and sickness,
qgual i fied schol arshi ps, educational assistance prograns, and foster care
paynents.
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Exi sting state |l awinposes tax on the incone earned by individuals, estates, and
trusts. Tax is inposed on the entire taxable incone of residents of California
and upon the taxable income of nonresidents derived from sources wthin
California. The tax for individuals is conputed on a graduated scale, at rates
ranging from1%to 9.3% Corporations, certain partnerships, and other simlar
entities pay a tax for the privilege of doing business in California. The
corporation franchise tax is not inposed on, but is nmeasured by, inconme. The
franchise tax rate is generally 8.84% for corporations.

SB 1992 woul d provide that vendors and contractors who contract wth the state
woul d not be required to include in gross incone any paynents that are not tinmely
made by the state because the State Budget was not enacted. The vendor or
contractor nust have contracted with the state prior to July 1 of the year in

whi ch the paynment was not tinely paid and the paynent must be due the vendor or
contractor for performance in whole or in part of the contract.

| npl ement ati on Consi derati ons

This bill |eaves uncl ear whether the exclusion applies only to the amunt of
the paynment as provided in a contract or also to the anpunt of interest to
whi ch the contractor or vendor becones entitled because of the | ate paynent
under the Public Contracts Code.

This bill does not provide any nechani sm by which the departnment could
verify which paynents to vendors or contractors were not nmade tinely and,
thus, qualify for the exclusion provided under this bill. The bill should
be anmended to include a requirenent that any state agency that mnakes

unti mely paynents because of a |late State Budget Act provide an annua
listing to the departnent of the taxpayers who received | ate paynents.

Some taxpayers may use an accrual nethod of accounting for tax purposes.

For those taxpayers, if the paynment occurs in the fiscal year other than
that in which the paynent accrued, an anended return would need to be filed
to exclude the incone.

Techni cal Consi derati ons

This bill would add two code section nunbers (17134 and 24306) that are
al ready used in existing | aw

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the departnment’s costs.

Tax Revenue Esti mate

The general order of magnitude of revenue | osses fromthis bill are shown in
the follow ng tabl e:
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General Order of Magnitude
Revenue Losses of SB 1992
Taxabl e Years Begi nning on and After January 1, 1998
Enact nent Assuned After June 30, 1998
$ MIlions
1998-9 1999-0 2000- 1

($25) ($25) ($25)

Thi s anal ysis does not consider the possible changes in enploynent, persona
i ncome, or gross state product that could result fromthis nmeasure.

Revenue Di scussi on

The revenue inpact for this bill would be determ ned by the interaction of
anounts excluded due to the Legislature's failure to pass the Budget Act and
the taxabl e inconme of affected taxpayers.

This estimte assunes a budget delay of not nmore than one nonth. [If the
budget were del ayed nore than one nonth, costs would increase
proportionately. |If all agency paynents due in July were del ayed, then

affected contractors coul d exclude those anmobunts frominconme for state tax
purposes. According to staff of the State Departnment of General Services,
agency contracts for goods and services anount to about $5 billion annually.
Dat a descri bing the ambunt of paynments by nonth are not available. Assumn ng
that July paynents amount to one-twelfth of the total, or about $400
mllion, the tax revenue | oss would anbunt to about $25 mllion after
accounting for apportioning conpanies and | oss conpanies. |If the July
paynments were del ayed each year, the resulting | osses would be those shown
in the table above.

BOARD POSI T1 ON

Pendi ng.



