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Summary of Reporting Requirement

This report is intended to fulfill the Franchise Tax Board’s obligation under
Assembly Bill 308 (Chapter 421, Statutes of 2019) which amended Revenue &
Taxation Code sections 17941 and 23153 and included language requiring the
Franchise Tax Board to annually report by January 1, to the Legislature, the
number of corporations and limited liability companies that are small businesses
solely owned by a deployed member of the United States Armed Forces in the
state, the number of individuals employed by those businesses, and the number
of these businesses that closed.
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Background

Under Chapter 421 of the Statues of 2019 (AB 308), for taxable years beginning
on or after January 1, 2020, and before January 1, 2030, a deployed member of
the United States Armed Forces is not required to pay the annual tax or the
minimum franchise tax if their small business meets all of the following
requirements:

e The business is solely owned by a deployed member of the United States
Armed Forces who has been called to active duty or active service during
a period when a Presidential Executive order specifies that the United
States is engaged in combat or homeland defense. This does not include
temporary duty for the sole purpose of training or processing or a
permanent change of station.

e The business is a corporation or a limited liability company (LLC) with total
income from all sources derived from or attributable to California of
two hundred fifty thousand dollars ($250,000) or less.

e The business is a corporation or an LLC that operates at a loss or has
ceased operations.

Under state law, all corporations doing business in California are required to pay
a franchise tax equal to 8.84 percent of the corporation’s taxable income
apportioned to California. In addition, a minimum franchise tax of $800 is
imposed on every corporation that is incorporated in this state, qualified to
transact intrastate business in this state, or doing business in this state. The
corporation must pay the greater of the franchise tax or the minimum franchise
tax. Furthermore, under existing law, every corporation incorporated or doing
business in this state qualifies for a first year exemption from the minimum
franchise tax (AB 10, Statutes of 1998).

Under state law, every LLC that is organized or doing business in this state is
required to pay an annual tax in the amount equal to the minimum franchise
tax. In addition, for taxable years beginning on or after January 1, 2021, and
before January 1, 2024, every LLC doing business in the state qualifies for a first
year exemption from the annual tax (AB 85, Statues of 2020).

This report is intended to fulfill the reporting requirements mandated by Chapter
4210of the Statues of 2019 (AB 308) for the January 1, 2021, and the
January 1, 2022, report years.



Franchise Tax Board Statutory Reporting Requirements

In accordance with Section 41 of the Revenue and Taxation Code, the
Franchise Tax Board (FTB) is required to report to the Legislature, no later than
January 1, 2021, and each year thereafter through and including

January 1, 2031. The report shall include annual data on:

e The number of corporations and LLCs that are small businesses solely
owned by a deployed member of the United States Armed Forces in this
state.

e The number of individuals employed by those businesses.
e The number of these businesses that close.

Data

For the January 1, 2021, report, no data was available for taxable year 2020, as
returns claiming the exemption had not yet been filed.

The January 1, 2022, report includes data for corporations and LLCs that
indicated the owner was a deployed member of the United States Armed
Forces and qualified for the taxable year 2020 annual tax or minimum franchise
tax exemption.

e Thirty-nine (39) corporations and LLCs indicated they were a qualified
small business when filing their 2020 taxable year return. Of the thirty-nine
(39) qualified businesses that claimed the exemption, twenty-eight (28)
were C or S Corporations and eleven (11) were LLCs.

¢ The number of individuals employed by the qualified businesses was not
reported on the taxpayers' 2020 taxable year returns.

e The number of qualified businesses that filed a final return for taxable year
2020 is less than 10. Due to state privacy rules, the exact number of
qualified businesses that filed a final return cannot be disclosed.
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