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SUBJECT: Water’ s-Edge/ FTB Follow IRS Profit Split Rules For Audit

X REVENUE ESTIMATE CHANGED.
FURTHER CONCERNS IDENTIFIED.

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED February 25 1999, STILL APPLIES.
OTHER - See comments below.

SUWARY OF BILL

This bill would provide that the Franchi se Tax Board (FTB) would be presuned to
have foll owed rules, regulations and procedures for transfer-pricing audits when
corporations in a water’s-edge group elect to use the profit split nmethod under
Section 936 of the Internal Revenue Code. In addition, it would be presuned that
the allocation of conmbined taxable income under the profit split nethod clearly
reflects the income of the nenmbers of the water’s-edge group and clearly reflects
the income of the electing corporation.

SUWARY OF REVI SI ON

The Effective Date, Tax Revenue Estimate and Tax Revenue Di scussion contained in

the departnent’s analysis of the bill as introduced February 26, 1999, are being
revised to change the operative date to January 1, 2001, since this bill is a
two-year bill, and to reflect new data arising fromongoing tax audits. Except

for these changes, the remainder of the departnent’s prior analysis stil
applies.

EFFECTI VE DATE

This bill would become effective on January 1, 2001, but the bill does not
specify the manner in which it is to be applied.

Tax Revenue Esti mate

Estimates for this bill are being revised based on new data arising from ongoing
tax audits. Estimated revenue |osses are being increased from ($4), ($8), and
($7) mllion for 1999-00, 2000-01, and 2001-02 to the foll ow ng:

Esti mat ed Revenue | npact of AB 1467
As | ntroduced 2/26/99
[$ In MIlions]

2000-01 2001-02 2002- 03
-$21 - $23 -$27
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Estimates assunme the bill would be effective January 1, 2001, and would apply to
all years for which the statute of limtation is still open.

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

Tax Revenue Di scussi on

The tax differential between follow ng Section 482 transfer-pricing rules and
Section 936 profit splitting rules would determ ne the revenue inpact of this
bill. Revised estimates were derived using the sanme met hodol ogy as for the
original estimate.



