taxnews'

Follow Tax News on Twitter at twitter.com/CA_FTBTaxNews E

Contents

What's New for Filing 2012 Tax Returns

Penalty and Notice Information for Withholding Agents of Real
Estate, Nonresident and Backup Withholding

Withholding Form Changes and Updates

Where to Send Clients’ “State Copy” of an Information Return
MyFTB Account Registration

Mortgage Forgiveness Debt Relief Update

FTB Audit Issues — Continued

Tax News Interviews the New FTB Chief Counsel, Jozel Brunett

Tax Professionals Website Survey Results

Ask the Advocate
Identity Theft Resolution

Event Calendar

EDR in the News
Introducing 2D Barcodes

Inside FTB
1 Million People Did Not File

Criminal Corner
Amador County Woman Arrested for State Tax Evasion and Embezzlement

Big Business
More on the Implementation of Cutler v. Franchise Tax Board
What Happened to California’s Qualified Small Business Stock?

N February 2013

Page

2

10
11

12

13

14

14

16

17

17


http://www.twitter.com/CA_FTBTaxNews_E

Tax News
February 2013

What's New for Filing 2012 Tax Returns

Tax Rate Increase
For taxable years beginning on or after January 1, 2012, the maximum personal income
tax rate is 12.3 percent.

Standard Deductions

The standard deduction amount for single or separate taxpayers increased from $3,769
to $3,841 for tax year 2012. For joint, surviving spouse/RDP, or head of household
taxpayers, the standard deduction increased from $7,538 to $7,682 for tax year 2012.

Personal Exemptions

The personal exemption amount for single, separate, and head of household taxpayers
increased from $102 to $104 for the 2012 tax year. For joint or surviving spouse/RDP,
the personal exemption credit increased from $204 to $208.

Dependent Exemptions Credit
The dependent exemption credit increased from $315 per dependent claimed in 2011 to
$321 each for 2012.

Voluntary Contributions
Personal income taxpayers may contribute to the following four new funds:

e California YMCA Youth and Government Fund

e California Youth Leadership Fund

e School Supplies for Homeless Children Fund

e State Parks Protection Fund/Parks Pass Purchase

Net Operating Loss

For taxable years beginning on or after January 1, 2012, California reinstated the net
operating loss (NOL) carryover deduction. For more information, see form FTB 3805V,
Net Operating Loss (NOL) Computation and NOL and Disaster Loss Limitations
— Individuals, Estates, and Trusts or form FTB 3805Q, Net Operating Loss (NOL)
Computation and NOL and Disaster Loss Limitations — Corporations.

Donated Fresh Fruits or Vegetables Credit

For taxable years beginning on or after January 1, 2012, and before January 1,
2017, qualified taxpayers who donate fresh fruits or fresh vegetables to a
California food bank may receive a credit equal to 10 percent of the donation’s
costs. For more information, see FTB 3811, Donated Fresh Fruits or Vegetables
Credit, or go to ftb.ca.gov and search for credit for fresh fruits.

Community Development Financial Institutions Investment Credit


https://www.ftb.ca.gov/forms/2012/12_3805v.pdf
https://www.ftb.ca.gov/forms/2012/12_3805q.pdf
http://www.ftb.ca.gov/
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The Community Development Financial Institutions Investment Credit has been
extended for taxable years beginning on or after January 1, 2012, and before
January 1, 2017.

Redesign of ETB 3540, Credit Carryover and Recapture Summary
A credit recapture section was added to recapture the Employer Childcare Program
Credit and the Farm Worker Housing Credit.

Repealed Credits

For taxable years beginning on or after January 1, 2012, the Employer Childcare
Program Credit (Code 189) and the Employer Childcare Contribution Credit (Code 190)
were repealed and form FTB 3501, Employer Childcare Program/Contribution Credit,
became obsolete. Use form FTB 3540 to claim the unused credit carryover of

these credits.

Instructions for ETB 3834, Interest Computation Under the Look-Back Method for
Completed Long-Term Contracts

We updated form FTB 3834 to provide a column for the filing year. The cumulative
effect of applying the look-back method is taken into account beginning in the filing year
even though look-back interest is not computed for that year. Income is hypothetically
reallocated to or from the filing year or to or from the redetermination years. Look-back
does not create or decrease income; it only hypothetically changes the tax year

of recognition.

Exempt Organization Annual Information Return, California e-Postcard — For
taxable years beginning January 1, 2012, organizations with gross receipts normally
equal to or less than $50,000, can fulfill their annual filing requirement using FTB 199N,
Annual Electronic Filing Requirement for Smaller Exempt Organizations (California e-
Postcard). FTB 199N is an electronic filing method available only on our website. For
more information, go to ftb.ca.gov and search for 199n.

Limited Liability Company Tax Law Changes

Penalty for non-registered, suspended, or forfeited limited liability company (LLC)
— For taxable years beginning January 1, 2013, we will assess a $2,000 penalty against
an LLC (domestic/foreign) that is doing business within the state while not registered to
do business within the state or while suspended or forfeited and fails to file its required
tax return upon notice and demand.

Corporation Tax Law Changes

e Benefit Corporation — Beginning on or after January 1, 2012, a new type of
corporation called a “benefit corporation” can be formed with the purpose of
creating general public benefit, provided certain requirements are met. An
existing corporation can become a “benefit corporation,” if certain procedures are
followed. In addition, a “benefit corporation” can be created through a merger or
reorganization, if certain requirements are met. (For more information, see the
Corporations Code, commencing with Section 14600.)


https://www.ftb.ca.gov/forms/2012/12_3540.pdf
https://www.ftb.ca.gov/forms/2012/12_3540.pdf
https://www.ftb.ca.gov/forms/2012/12_3834.pdf
https://www.ftb.ca.gov/online/199N_ePostcard/
http://www.ftb.ca.gov/

Tax News
February 2013

e Flexible Purpose Corporation — Beginning on or after January 1, 2012, a new
type of corporation called a “flexible purpose corporation” can be formed,
provided certain requirements are met. An existing corporation can merge or
convert into a “flexible purpose corporation,” upon completion of certain
requirements. A “flexible purpose corporation” must have a special purpose,
which may include, but is not limited to, charitable and public purpose activities
that could be carried out by a nonprofit public benefit corporation. (For more
information, see the Corporations Code, commencing with Section 2500.)

Penalty and Notice Information for Withholding Agents of
Real Estate, Nonresident and Backup Withholding

Over the last few years, we reached out to educate withholding agents on their
obligations and the penalties that apply if they don’t meet those obligations. If you are
unfamiliar with the applicable penalties, see FTB 1150, Withhold at Source Penalty

Information.

As part of our continued efforts to provide clear instructions and improve efficiencies,
beginning January 2013, we started using a new information notice to better explain
issues we experience with the withholding forms and payments we receive. The notice
is called a FTB 4098, Withholding Information Notice, Notice of Overpayment or Unpaid
Liability. It describes whether a reporting, remitting, or filing discrepancy occurred on the
following forms:

e Form 592, Resident and Nonresident Withholding Statement

e Form 592-V, Payment Voucher for Resident and Nonresident Withholding
e Form 592-F, Foreign Partner or Member Annual Return

e Form 592-A, Payment Voucher for Foreign Partner or Member Withholding
e Form 593, Real Estate Withholding Tax Statement

e Form 593-V, Payment Voucher for Real Estate Withholding

When we issue the form, we will include a description of errors or balances and
penalties when applicable. As in the past, if you have a balance due, we will mail a
separate billing statement indicating the amount due. Follow the instructions on the
billing statement to remit your payment.

For more information, go to ftb.ca.gov and search for california source income.


https://www.ftb.ca.gov/forms/misc/1150.pdf
https://www.ftb.ca.gov/index.shtml?disabled=true
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Withholding Form Changes and Updates

We made changes to the following forms for 2013:

Form 593-1, Real Estate Withholding Installment Sale Acknowledgement, Part
lIl, we inserted a new line requesting information from the promissory note to
facilitate the processing of this form. We require the real estate escrow person to
attach a copy of the promissory note to the Form 593-I.

Form 593 Booklet, Real Estate Withholding Booklet, Section F, under
Withholding Agent Instructions; we added new information to insure compliance
with installment sale reporting. A withholding agent is required to withhold on the
first installment payment. The first installment payment is calculated by
subtracting the seller take back from withholding on the total sales price. For
example, if withholding using the total sales price method:

The seller take back is subtracted because the buyer will withhold on any future
principal payments.

Total Sales Price $1,500,000
Less: Seller Take Back 500,000
First Installment Payment $1,000,000
Withhold @ 3.33% $33,300

Form 589 — Amended forms can only be filed by the payee.

To amend Form 589:

Complete a new Form 589 for the appropriate year with the correct information.
Write “Amended” at the top of the amended form.

Include a letter explaining what changes were made and why.

Send the amended form and letter to:

WITHHOLDING SERVICES AND COMPLIANCE


https://www.ftb.ca.gov/forms/2013/13_593i.pdf
https://www.ftb.ca.gov/forms/2013/13_593bk.pdf
https://www.ftb.ca.gov/forms/misc/589.pdf
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FRANCHISE TAX BOARD
PO BOX 942867
SACRAMENTO CA 94267-0651

e Promissory Note — We require the real estate escrow person to attach a copy of
the promissory note to Form 593-I, Real Estate Withholding Installment Sale
Acknowledgement. To facilitate processing, enter the information from the
promissory note requested in the new line added in Part Il of the form.

e Do Not Round Cents to Dollars —Enter the amounts with dollars and cents as
actually withheld (do not round to the nearest whole dollar) on the following
forms:

Form 570
Form 589
Form 592
Form 592-A
Form 592-B
Form 592-F
Form 592-V
Form 593
Form 593-V

O 000000 O0O0

Reminder: We eliminated Form 593-B beginning with tax year 2008. Real estate
withholding is reported on FTB Form 593, Real Estate Withholding Tax Statement,
when escrow is completed. Provide the seller with a copy within 20 days following the
end of the month in which the transaction occurred.

For solutions to the most common real estate withholding errors that delay document
processing and payment allocation, see FTB 761RE, Top Ten Real Estate
Withholding Errors.

For more information, go to ftb.ca.gov and search for real estate withholding.


https://www.ftb.ca.gov/forms/2012/12_593i.pdf
https://www.ftb.ca.gov/forms/2012/12_570.pdf
https://www.ftb.ca.gov/forms/misc/589.pdf
https://www.ftb.ca.gov/forms/2012/12_592.pdf
https://www.ftb.ca.gov/forms/2012/12_592a.pdf
https://www.ftb.ca.gov/forms/2012/12_592b.pdf
https://www.ftb.ca.gov/forms/2012/12_592f.pdf
https://www.ftb.ca.gov/forms/2012/12_592v.pdf
https://www.ftb.ca.gov/forms/2012/12_593.pdf
https://www.ftb.ca.gov/forms/2012/12_593v.pdf
https://www.ftb.ca.gov/forms/2011/761RE.pdf
http://www.ftb.ca.gov/
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Where to Send Clients’ "State Copy" of an Information
Return?

It is that time of the year when your clients will be sending paper information returns,
such as W-2s to employees and 1099s to other payees. You may be asked by your
client where they need to send the “state copy” of an information return. If they filed
paper returns with IRS, they do not need to send a paper copy to us. IRS will forward
the information to us, whether they are located in or out of the state of California.
However, if your client has an exception that requires them to report something different
for federal and state purposes, such as a different dollar amount, they will need to file
separate returns with IRS and us.

Any person, including a corporation, partnership, individual, estate, or trust that makes
reportable transactions during a calendar year, must file the appropriate information
returns (such as a Form W-2, Wage and Tax Statement, or a Form 1099) to report
those transactions with IRS and us.

They are required to furnish each employee a completed Form W-2, and each other
payee a completed Form 1099 by January 31. The due date to file electronically with us
is March 31. Generally, our reporting requirements are the same as IRS reporting
requirements. See General Instructions for Certain Information Returns on the IRS
website for a list of all the required returns and what to report.

Your client can use the IRS Combined Federal/State Filing Program, and they will need
to file once. IRS will forward original and corrected California information returns filed
electronically to us. Only the following forms may be filed under this program:

Form 1099-DIV, Dividends and Distributions

Form 1099-G, Certain Government Payments

Form 1099-INT, Interest Income

Form 1099-MISC, Miscellaneous Income

Form 1099-0ID, Original Issue Discount

Form 1099-PATR, Taxable Distributions Received From Cooperatives
Form 1099-R, Distributions From Pensions, Annuities, Retirement
Profit-Sharing Plans, IRAs, Insurance Contracts

Form 5498 IRA, Contribution Information

To request approval to participate in the IRS Combined Federal/State Filing Program,
see IRS Publication 1220, Specifications for Filing Forms 1097, 1098, 1099, 3921,
3922, 5498, 8935, and W-2G Electronically, or call IRS information reporting at
866.455.7438.

We accept the IRS extended due date of March 31 for electronically-filed Forms 1099,
1098, and W-2G.


http://www.irs.gov/uac/General-Instructions-for-Certain-Information-Returns
http://www.irs.gov/pub/irs-pdf/p1220.pdf
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While we encourage them to file electronically, they may file up to 249 paper returns. If
they file 250 or more returns, they must file electronically. Mail paper returns to:

FRANCHISE TAX BOARD
PO BOX 942840
SACRAMENTO, CA 94240-6090

Email IRPhelp@ftb.ca.gov if you have questions or comments.

MyFTB Account Registration

Simplify your life... get free, secure, online access to your client’s most important
California state tax information 24 hours a day, seven days a week.

Register today for MyFTB Account on line at ftb.ca.gov. The one time-registration
is easy:

Step 1: Register to create your account.
e Enter your name, social security number, and valid email address.
e Choose and enter a user name and password.
e Enter your tax professional identification number: EFIN, PTIN, CTEC, or
California CPA Number.

Step 2: View a client’s account information.
e Get your client’s permission to view their account.
e Login with your user name and password.
e Enter information from your client’s current or previous tax return to view
their account.

How tax professionals choose to gain permission is a personal choice. Some potential
ways to obtain permission might include:

e Use FTB 743, Online Account View Access Authorization.

o Use FTB 3520, Power of Attorney.

e Use IRS Form 2848, Power of Attorney

e Have clients sign and date a Client or Engagement letter that includes
permission language.

For a copy of the FTB 743, Online Account View Access Authorization, go to ftb.ca.gov
and search for ftb 743. If you choose to use this form, keep in mind that the
authorization remains in effect until your client revokes it in writing. So, you may want to


mailto:IRPhelp@ftb.ca.gov
https://www.ftb.ca.gov/index.shtml?disabled=true
https://www.ftb.ca.gov/forms/misc/743.pdf
https://www.ftb.ca.gov/forms/misc/3520.pdf
http://www.irs.gov/pub/irs-pdf/f2848.pdf?portlet=103
https://www.ftb.ca.gov/forms/misc/743.pdf
http://www.ftb.ca.gov/index.shtml
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get former clients to give you written revocation for your files when an FTB 743 was
previously used. Do not mail FTB 743 to us, as it was created merely to assist you in
obtaining and confirming a client’s permission.

Federal regulations require annual changes to passwords used to access federal tax
data. We receive tax information from the IRS and must follow their security
requirements.

If you registered to view your client's MyFTB Account data, you will need to change your
password at least once a year.

To remind you of this requirement, we will send a message 30 days before your
password expires to the email address on record in your MyFTB account. You can
either change your password at that time or wait until the next time you login.

Changing your password is easy:

e Login with your current user name and password.

e From the Online Services for Tax Professionals page select the “Change my
password, email address, security questions, or the security image.” link.

o Enter your new password and save your changes.

e Make sure you remember your new password.

Mortgage Forgiveness Debt Relief Update

For federal tax purposes, mortgage forgiveness debt relief on principal residences has
been extended until December 31, 2013, under the federal American Taxpayer Relief
Act of 2012, approved on January 2, 2013.

As of the date of this publication, California has not conformed.

Accordingly, taxpayers who had all or part of the loan balance on their principal
residence forgiven by their lender after December 31, 2012, may continue to exclude
the forgiven debt from their federal gross income only.

Presently, for California tax purposes, the debt forgiven after December 31, 2012, may
still be excluded if:

1. Taxpayers were bankrupt when the discharge occurred (Title 11 discharge).
2. Taxpayers were insolvent (limited to level of insolvency).
3. Qualified farm indebtedness was canceled.
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4. Debt was Qualified Real Property Business Indebtedness (QRPBI) and you
make a federal election. The taxpayer cannot be a C corporation to use this
exclusion.

If more than one of these exceptions applies, they are applied in the above order under
Internal Revenue Code Section 108(a)(2).

For more information, see IRS Publication 4681, Canceled Debts, Foreclosures,
Repossessions, and Abandonments. IRS Publication 4681 has a worksheet that can be
used to help calculate the extent to which a taxpayer is insolvent immediately before the
cancellation.

FTB Audit Issues - Continued

We continue our series of articles from last month's issues for both individual and
business entity taxpayers. This month, we focus on common issues that impact pass-
through entities. Some of the most common tax audit issues currently affecting pass
through entities and related flow through to owners are:

Disposition of Real Estate

We continue to identify IRC Section 1031 and 1033 issues with respect to deferred gain,
transactions that are incorrectly excluding cancellation of debt (COD) income via short
sales or deeds in lieu and nonresident taxpayers failing to report

California-source income.

Final Year of Limited Liability Companies (LLC) or Partnerships

Common audit issues in the final year of an LLC or Partnerships are verifications of
proper gains or losses, reconciliation of negative capital accounts, distributions of
installment notes, and COD income.

Apportioning Trusts

A trust will be subject to taxation if the fiduciary is a resident of California or a
beneficiary whose interest in such trust is noncontingent is a resident of California.
When trust apportionment of income is within and without California, we look at how the
income is sourced to California and the residency status of the trustee.

Other State Tax Credits

When auditing other state tax credits for trusts, we always request verification of taxes
paid to the other states. Trusts pay tax on all of the income (from all sources) received
during the calendar year. Resident trusts get a tax credit for taxes paid to any other

10


http://www.irs.gov/pub/irs-pdf/p4681.pdf
https://www.ftb.ca.gov/professionals/taxnews/2013/January/Article_5.shtml
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state. California calculates the tax on all income as if the trust was a resident and then
allocates the tax based on trust apportionment rules.

Shareholders Basis

We continue to audit shareholder’s basis to determine the correct flow through income,
losses, deductions, and credits. We use the correct basis to determine taxability of
distributions, debt repayments, and dispositions.

Built-in Gains

When determining whether or not an S corporation is subject to built-in-gains, we
examine items subject to built-in gains, whether or not the correct recognition period
was reported during the audit process, and the correct basis of the disposed asset.

Tax News Interviews the New FTB Chief Counsel, Jozel
Brunett

Tell us about the path that led you to this new role as Chief
Counsel

Becoming an attorney was a seed my mom planted long ago
based on her experience working as a clerk for a small town
judge. The idea of fairness, coupled with a strong work ethic,
were values | grew up with.

After earning my BA in History at Chico State, | earned my law
degree at UC, Davis. My first job was in private practice at the
law firm of Greve, Clifford, Wengel, and Paras. After seven
years | left private practice to seek new challenges and to find a
better work / life balance while my children were young. | began state service at FTB in
1994 as a Tax Counsel and never left. | "grew up" in the Legal Division where | have
been a firsthand witness to the hard work and dedication of the attorneys and staff. |
feel very honored to have been selected as FTB’s newest Chief Counsel.

What is your life like outside of FTB?

My life is extremely busy! | have been married to my husband, John, for 30 years and
we have three children: Justin, Jordan, and Julia. The two older boys are grown and
recently introduced me to my favorite new role as Grandma! But my daughter Julia —
who is just 13 — keeps me from feeling like a grandma while showing me new ways to
have fun in both roles.

11
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My family and | love to travel. My favorite trips were to England and France. As the boys
moved out, | redecorated their rooms using a London theme and turned the guest room
into a homage to Paris. | am not sure they appreciate the transformation as much as

| do!

What do you want to tell tax professionals practicing in California?

| look forward to serving you with fairness and transparency. | plan to get to know you
and understand your needs. | want to work with you and find ways to resolve your
issues and cases more efficiently.

We will continue to meet and collaborate through Interested Party Meetings, State Bar,
CalCPA, Enrolled Agent events, and any other venues where FTB legal staff is present.
We will use that dialogue and feedback to provide legal information that is timely

and relevant.

Tax Professionals Website Survey Results

In October 2012, over 1200 tax professionals participated in a survey to help us improve
our website to better serve your needs. A big thank you to those of you who took the
time to help with this effort!

Over 80 percent of those surveyed visit our website at least once a month and more
than 60 percent of them felt that it was easy navigate and complete tasks.

While these results are favorable, we know that improvements can still be made. The
data and comments collected will help us continue to focus our attention on improving
the areas of the website that you visit the most. You will be pleased to know that much
of the new functionality you requested will be available as we implement components of

our EDR project.

Thank you again for participating!

12
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Ask the Advocate

Identity Theft Resolution

Question: | electronically filed my client’s return only to find it's
rejected because another return using the same social security
number has already been filed for that tax year. Now what?

Answer: | heard this question too frequently in the past few
filing seasons. By now, most practitioners are aware that identity
theft with tax returns has become a big problem, but more and
more of you are being faced with the reality in your own
businesses. Although | hope you do not have to deal with this
issue, | thought as tax season gets underway it would be a good
idea to provide some helpful tips for those practitioners who find themselves with clients
in this predicament.

We define tax-related identity (ID) theft as an account where the imposter is intentionally
filing tax returns using the victim's SSN and name. Although, the cases primarily consist
of fraudulent or invalid return filings, they also consist of erroneous filing enforcement
assessments and erroneous audit assessments as a result of an imposter using a
taxpayer’'s name and social security number for employment purposes, purchasing real
property, or obtaining an occupational license.

Once you realize that one of your clients has been a victim, the client should contact us
immediately. Our ID theft resolution coordinator can be contacted at:

FRANCHISE TAX BOARD

ID THEFT RESOLUTION COODINATOR MS A462
PO BOX 2952

SACRAMENTO CA 95812-2952

Telephone: 916.845.3669
Fax: 916.843.0561

Your client will be asked to fill out ETB 3552PC ldentity Theft Affidavit. They should also be prepared
copies of the following documents to us, if available:

Passport.

Driver license or Department of Motor Vehicles identification card.
Social security card.

Police report.

Internal Revenue Service letter of determination.

13
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The return that was rejected by e-file will need to be submitted on paper. The
processing of the return will likely take several months, so remind your client about the
delay if they are expecting a refund.

You can find more information at our recently updated |ID Theft webpage.

For more information about early detection and how to stop fraud, see our April 2012
edition of Tax News.

Steve Sims, EA
Taxpayers’ Rights Advocate

Follow me on Twitter at twitter.com/FTBAdvocate.

Event Calendar

As part of our education and outreach to our tax professional community, we participate
in many different presentations and fairs. We now provide a combined-calendar to show
the events we are attending as well as other events happening with us such as
interested party and board meetings.

PR Enterprise. Data. Revenue!

EDR in the News

Introducing 2D Barcodes

This tax season, we introduced two-dimensional (2D) barcode technology on a limited
number of forms and schedules. We are not requiring tax software developers to
include 2D barcodes with their products at this time; however, your product may already
include them. Using 2D barcodes allows us to process paper-filed returns

more efficiently.

14
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2D barcodes are available for tax year 2012 paper-filed personal income tax (PIT) forms
and schedules:

Form 540, California Resident Income Tax Return.

FTB 5805, Underpayment of Estimated Tax by Individuals and Fiduciaries.
Schedule CA (540), California Adjustments - Residents.

Schedule D (540), California Capital Gain or Loss Adjustment.

Schedule P (540), Alternative Minimum Tax and Credit Limitations - Residents.
California Schedule W-2, Wage and Tax Statement

All data from the six forms listed above will print as 2D barcodes on new form FTB 3830,
2D Barcode Data Sheet. Depending on the amount of data in a tax return, multiple pages
of form FTB 3830 may print to accommodate all of the 2D barcodes. The original forms and
schedules will also be printed and need to be included with the tax return.

Example Form FTB 3830:

Taa g v
2012
TEETToET

R

et ittt |

daaeg

it e |

If your tax preparation software uses 2D barcodes, it should print the tax return in the
following order:

1. Form 540 (all three sides).

2. Form FTB 3830 (all pages).

3. All other forms and schedules of the tax return.

15
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To avoid processing delays, verify that the tax return is assembled in this order.

Currently, about 11 tax software developers use 2D barcodes in their tax preparation
software.

Inside FTB

1 Million People Did Not File

We are contacting more than 1 million people who did not file a state income tax return
for last year. The deadline to file a 2011 state tax return was October 15, 2012.

We contact those who earned California income, but did not file a tax return for the 2011
filing year. We compare our records of filed tax returns with the more than 400 million
income records we receive each year from third parties. We receive income information
from the IRS, banks, employers, state departments, and other sources. We also use
occupational licenses and mortgage interest payment information to detect others who
may also have a requirement to file a state tax return.

Last year, we collected more than $714 million through these efforts.

Since the 1950s, we have contacted people who may have a filing requirement, but did
not file a tax return. Those contacted have 30 days to file a state tax return or show why
one is not due. When a required tax return is not filed, we issue a tax assessment using
income records to estimate the amount of state tax due. The assessment includes
interest, fees, and penalties that can total up to 50 percent.

For more information about a notice received, go to ftb.ca.gov and search
request/demand for tax return. Using this online service, individuals can request more
time to respond, retrieve information that can assist in filing a tax return, request tax
forms, learn about payment options, sign up to receive an email reminder to file, and
access other services. They can also call us at 866.204.7902 to get information.

Last year, California taxpayers filed more than 15.8 million tax returns for the 2011
tax year.

16
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Criminal Corner

Amador County Woman Arrested for State Tax Evasion and
Embezzlement

Officials arrested a Pine Grove woman on felony charges of embezzlement and filing
false state income tax returns.

Maja Marie Johnson, 48, allegedly embezzled more than $320,000 from her employer
from 2005 to 2011. She also filed false state income tax returns for 2006 through 2010
by failing to report the embezzled income. Johnson owes the state more than $24,000
in unpaid tax. All income is taxable, including income from illegal sources.

Johnson managed the office of a Sutter Creek pest control business for more than 20
years. The embezzlement was detected when Internal Revenue Service contacted the
business owner regarding unpaid taxes owed.

Interest, penalties, and the cost of the investigation will be added and sought as
restitution. Each felony tax count carries a maximum term of three years in state prison.

Johnson was booked into the Amador County jail and is being held on $325,000 bail.

This is a joint investigation between the Amador County District Attorney’s Office and
us. Amador County Deputy District Attorney, Mary Simmons, is prosecuting the case.

Big Business

More on the Implementation of Cutler v. Franchise Tax Board

What Happened to California's Qualified Small Business
Stock?

In Cutler v. Franchise Tax Board, a California appeals court decided California's
Qualified Small Business Stock (QSBS) provisions unconstitutional and invalid.
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On December 21, 2012, we issued FTB Notice 2012-3 outlining the procedures that we
will use in applying the court’s decision along with answers to Frequently Asked
Questions (FAQs).

In our FAQs, we stated that if your client claimed a QSBS exclusion or deferral on their
2008 California personal income tax return, they could either file an amended return or
wait to be contacted.

We began contacting taxpayers identified as having reported QSBS gain exclusions or
deferrals. We are sending letters informing them that the QSBS gain must be reported
in full on their California tax returns. Taxpayers will be given an opportunity to respond,
in case they believe they did not report QSBS gains. We will then issue Notices of
Proposed Assessment (NPAs) reversing the exclusion or deferral and including the gain
from their sale of stock in full. Normal protest and appeals procedures still apply.

For further information on QSBS and the Cutler decision, read FTB Notice 2012-03 and
our Frequently Asked Questions. You may also contact us at 800.852.5711 or email us

at gsbs@ftb.ca.gov.
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https://www.ftb.ca.gov/law/notices/2012/2012_03.pdf
https://www.ftb.ca.gov/law/Qualified_Small_Business_Stock_and_Cutler_Decision.shtml
https://www.ftb.ca.gov/law/Qualified_Small_Business_Stock_and_Cutler_Decision.shtml
mailto:qsbs@ftb.ca.gov

	/      February 2013
	Where to Send Clients’ "State Copy" of an Information Return?
	As part of our education and outreach to our tax professional community, we participate in many different presentations and fairs. We now provide a combined-calendar to show the events we are attending as well as other events happening with us such as...
	Inside FTB




