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SUBJECT: Local Business License, Permt, Taxes & Registration Fees/Prohibit

| nposing On Persons Who Wirk From Resi dence
SUMVARY

Under the Business and Professions Code, this bill would prohibit a city, county,
or city and county fromrequiring that a person who does not neet certain
activity thresholds obtain a business license or permt or pay a business tax or
registration fee solely because that person receives incone reportable on federal
From 1099-M SC for work performed at home.

EFFECTI VE DATE

This bill would take effect January 1, 2000.

SPECI FI C FI NDI NGS

Under federal law, with limted exceptions, every person, corporate or otherw se,
engaged in a trade or business who, in the course of that business, makes
payment s aggregating $600 or nore to another person (e.g. an independent
contractor) in a calendar year nust file an information return (Form 1099-M SC)
with the nanme and address of the payee and the anount paid. Reportable paynents
include but are not limted to rent, salaries, wages and conpensati ons.

Under current state law, a city or city and county may |levy a regulatory |icense,
business license fee or tax. Local business license taxes frequently are based
on a business’ gross receipts. Sone cities have |ocal ordinances that require an
i ndi vi dual working fromhonme to obtain a business |icense and pay the associ at ed
license fees and taxes. In some cities, zoning ordi nances determ ne what type of
busi ness is an acceptabl e home occupati on.

Current state law requires that each city that maintains a conputerized record-
keepi ng system or has access to such a system and that assesses a business
license tax or fee furnish annually to the Franchi se Tax Board (FTB) a |ist of
al | businesses subject to tax in the preceding year. This list nust include:

busi ness nane,

addr ess,

federal enployer identification nunber,

type of business activity,

anmount of annual business tax, and

any other information as the FTB may require.
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When requested, the state reinburses cities for costs incurred in connection with
furnishing this required information. Currently, the FTB uses information
provided by cities and counties, the Board of Equalization (BOE) and the
Departnent of Consuner Affairs occupational l|icense programto identify taxpayers
who have a license to operate a business but who have not filed a tax return for
a given year. Once identified, the taxpayer is contacted by the FTB and
requested to either file a return or notify the departnent why a return was not
filed. |If a taxpayer does not conply with the request for information or fails
to file a required tax return upon notice and demand, the FTB nay issue a
proposed assessnent based on avail abl e information.

Under the Business and Professions Code, this bill would prohibit a city, county,
or city and county fromimnposing a business tax or registration fee, or from
requiring that a person obtain a business |icense or permt solely because that
person works at honme and has received incone required to be reported on Internal
Revenue Service Form 1099-M SC, provided that person

Has not filed a fictitious business nane statenent; or

Does not regularly solicit business at the person's place of business by
advertisenent.

| npl ement ati on Consi der ati ons

By elimnating the requirenment that certain segnents of self-enployed

t axpayers obtain business |licenses, this bill would reduce by a small anpunt
t he nunber of taxpayers whose information FTB receives froml oca

governnments through the filing enforcenment program However, since FTB al so
receives reports fromthe Board of Equalization and Departnent of Consuner
Affairs, FTB should be able to identify sone of the taxpayers operating
hone- based busi nesses from ot her sources.

This bill defines "regularly” as at |least one tinme in a three-noth period.
This definition is somewhat ambi guous since, depending on the three-nonth
period exam ned, one advertisenment can neet the "regular" threshold. A
definition of at least four tinmes in any cal endar year mght nore accurately
reflect regular advertising.

FI SCAL | MPACT

Depart nental Costs

This bill is not expected to significantly inpact the departnment’s costs.

Tax Revenue Esti mate

Based on data and assunptions di scussed below, this bill would result in the
foll owi ng revenue | osses.
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A mnor loss is on the order of $250,000. The bill would be effective with
i ncone years beginning on or after January 1, 1999, with enactnent assuned
after June 30.

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

Tax Revenue Di scussion

The revenue inpact of this bill would be determned by the net of: (1)
revenue | osses attributed to fewer assessnents and potentially |ess
compliance on a sel f-assessed basis by taxpayers performng work at or from
honme under specified conditions and (2) revenue gains attributed to | ower
busi ness expense deductions (city or county |icense fees no |onger incurred
or deducted) on self-assessed returns. The revenue inpact of each conponent
woul d be determ ned by the nunber of taxpayers who receive inconme for work
perfornmed at or from home under specified conditions, any unreported

busi ness i ncome, reduced busi ness deductions, and nmarginal tax rates of

t hese taxpayers.

Each year the departnment receives in excess of one mllion business records
fromcity business license sources for individuals that own businesses.

I ncone tax assessnents (issued through the PIT filing enforcenment progran
that are based on city business |icense sources average about $12 mllion in
collections annually. It is not known how much of that $12 mllion is
related specifically to taxpayers with honme-based busi ness activity,

al though, it is believed to be between 20% and 40% For the estinmate, one-
quarter of the $12 million (or $3 mllion) is assuned attributable to hone-
based businesses. |If half of the $3 million were attributed to business
activities specified in the bill, and if half of that anmount woul d not have
been identified through other information sources, revenue | osses woul d be
on the order of $750,000. Once taxpayers and/or unreported sources of
incone are identified and assessed, conpliance on a self-assessed basis by
t hese taxpayers inproves in subsequent taxable years.

Revenue gains due to fewer city or county business |icense fees being
deduct ed as busi ness expenses woul d probably not exceed $500, 000 (assumes an
average annual fee of $100 and a narginal tax rate of 5% for 100,000 taxable
hone busi nesses). On bal ance, net revenue | osses would be on the order of
$250, 000.
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