SUMMARY ANALYSIS OF AMENDED BILL

Franchise Tax Board

Author: Romer o Analyst: Jeani Brent Bill Number: AB 1220
Related Bills: _See Prior Analysis Telephone: 845-3410 Amended Date: 07/02/ 1999
Attorney:  Patrick Kusi ak Sponsor:

SUBJECT: Taxpayers to Provide and FTB to Publish Information on Certain Tax Credits
C ai ned

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
X amended _May 12,1999 .

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

X FURTHER AMENDMENTS NECESSARY .

X DEPARTMENT POSITION CHANGED TO _Neutral, If Amended ..

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASAMENDED April 26, 1999, and May 12, 1999, STILL APPLY.
X OTHER - See comments below.

SUMVARY OF BILL

Under the Admi nistration of Franchise and Inconme Tax Law, this bill would require
corporate taxpayers that claimcertain credits to provide the departnment wth
specified information regarding the credits clainmed and carried over, nunber of
enpl oyees, and the wages and health benefits provided to its enpl oyees.

This bill also would require the departnment to publish the information in a
manner that identifies the nane of the corporation with the specified information
reported by that corporate taxpayer. The bill would require the information to
be provided to the Legislature and the public in a manner determ ned by the
departnment and to be published on the departnent's website.

SUMVARY OF AMENDMENT

The July 2, 1999, anendnents resolved the inplenentation considerations addressed
in the departnment’s analysis of the bill as anmended May 12, 1999. Specifically,
t he anendnents nade the foll owi ng changes:

1. Changed the penalty provision to require that the full penalty would be inposed
and the credits would be denied if the taxpayer fails to file the information
with the tax return and the failure continues for 90 days after the departnent
sends a demand to the taxpayer to file the information. The anount of the
penalty has been Il eft blank pursuant to the request of the author’s staff.

2. Provided that carryover of credits would be denied in the same manner as woul d
the credit, as discussed above. Also, the anendnents clarify that the
carryover information required would be only that related to the credits
specified in the bill.
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3. Provided that, for taxpayers claimng any of the econom c devel opnent area
credits, the information provided to the departnment is limted to information
relating to the taxpayer’s trade or business activities in the economc
devel opnent area. For taxpayers claimng any of the other credits, only
information relating to the taxpayer’s trade or business activities in this
state woul d be required.

Except for the inplenmentation considerations, which have been resol ved and the
items discussed in this analysis, the departnent’s anal yses of the bill as
anmended April 26, 1999, and May 12, 1999, still applies.

| MPLEMENTATI ON CONSI DERATI ONS

As anended, staff anticipate that this bill would be inplemented as foll ows:

Approxi mately 8,000 corporate taxpayers currently claimone or nore of the
listed tax credits. Based on prior credits clained, staff anticipates that
t hese taxpayers likely would be the | argest corporations in the state. Mny
returns for large corporations are so large they are delivered to the
departnent in boxes.

A check box would be added to the front of the return for taxpayers to indicate
that they have clainmed one or nore of the listed tax credits. Another form
al so woul d be devel oped for taxpayers to provide the specified information.

Upon initial processing, any returns with the box checked woul d be pulled out
of normal processing and sent to a special unit, which would be created to
adm ni ster the provisions of this bill.

The special unit would review each pulled return to determ ne whether the
information formis included and is conplete.

If the formis included and is conplete, the information reported would be
entered into a data base for publication and for inclusion on the departnent’s
websi te.

If the formis not included or is not conplete, the special unit would issue a
notice to the taxpayer to provide the information within 90 days and woul d hol d
the return for that tine period.

If the taxpayer provides the information within 90 days, no penalty would be
i nposed and no credits would be denied, and the return woul d be put back
into the normal processing systemafter the information is entered into the
dat a base.

If the taxpayer fails to provide the information within 90 days, the specia
unit would issue a notice of proposed assessnent that would deny the credits
and i npose the penalty provided in this bill.

TECHNI CAL CONSI DERATI ONS

The attached amendnments woul d resol ve the follow ng technical considerations
raised by this bill:

1. Arendnment 1 woul d correct a typographical error by changing “in” to “an.”

2. Amendnent 2 woul d change the term “corporation” to the correct term “taxpayer.”
Thi s change i nadvertently was omtted fromthe amendnents provided in the
departnment’s analysis of the bill as amended May 12, 1999.

3. Anendnents 3 and 4 would correct the nanme of two of the credits to |oca
“agency” mlitary base recovery area.



Assenbly Bill 1220 (Romero)
Amended July 2, 1999
Page 3

4. Anendrnents 5 and 6 woul d include the phrase “or carryover of credit” in two
pl aces i nadvertently omtted fromthe anmendnents provided in the departnent’s
anal ysis of the bill as amended May 12, 1999.

5. Amendnment 7 would clarify that no penalty would be inposed if “either” of the
two |isted conditions exist.

DEPARTMENTAL COSTS

Under the above discussed inplenentation plan, staff prelimnarily estinmates that
the order of magnitude of the departnental costs would be as shown in the
foll owi ng tabl e:

Franchi se Tax Board
Order of Magnitude Costs
(in mllions)
1999/ 00 2000/ 01

Personal Services (approximtely 27 0.9 0.9

per sonnel years)
Oper ati ng Expense and Equi prent 0.7 0.2
Depart nent al over head 0.1 0.1

Tot al $ 1.7 $ 1.2

Thi s anal ysis does not take into account all of the facilities and related costs
that might be incurred to create space for the special unit that woul d be
created. These costs have the potential of significantly increasing the costs
identified in this anal ysis.

BOARD PCSI TI ON

Neutral, if anended.

At its July 6, 1999, neeting, the Franchise Tax Board voted 2-0 to take a
neutral, if amended, position on this bill, as anended July 2, 1999. If this
bill is amended to require the departnent to report the specified information in
t he aggregate, instead of disclosing individual taxpayer information, the
Franchi se Tax Board's position would be neutral.
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At t or ney Patri ck Kusi ak

FRANCH SE TAX BOARD S
PROPOSED AMENDIMVENTS TO AB 1220
As Amended July 2, 1999

AVENDIVENT 1
On page 4, line 35, strikeout “in” and insert:

an

AVENDMENT 2
On page 5, line 10, strikeout “corporation’s” and insert:

t axpayer’s

AVENDIVENT 3
On page 5, line 39, strikeout “area” and insert:

agency

ANVENDVENT 4
On page 6, line 1, strikeout “area” and insert:

agency

AVENDIVENT 5
On page 6, line 33, after “credit” insert:

or carryover of credit

AVENDVENT 6
On page 7, line 1, after “credits” insert:
and carryover of credits
AVENDIVENT 7

On page 7, line 2, after “if” insert:

either of the foll ow ng exist



