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Attorney:  Patri ck Kusi ak Sponsor:

SUBJECT: Research Expenses Credit/Increase to 15% of Excess Expenses/ M ni num Base
Not Less than 35%

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED _February 25, 2000, AND AMENDED
April 25, 2000, STILL APPLIES.

OTHER - See comments below.

SUWARY OF BILL

Under the Personal Inconme Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would increase the state credit for "qualified research
expenses" from 12% to 15% of such expenses. It would decrease the m nimum
threshol d for the taxpayer’s base ampbunt for computing the research expenses
credit fromnot |less than 50%to not | ess than 35% of the taxpayer’'s current year
qualified research expenses.

SUWARY OF AMENDMENT

The May 18, 2000, anendnments reduced the increase in the qualified research
expenses credit from20%to 15% and changed the decrease in the mni num base
requirement from20%to 35%

Except for the above discussion and the revenue estimate, the departnent’s
anal yses of the bill as introduced February 25, 2000, and as anended
April 25, 2000, still apply.
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TAX REVENUE ESTI MATE

The revenue inpact of this bill is estimated to be revenue | osses as shown bel ow

Revenue | npact of AB 2592
Ef fective for taxable and incone years BoA 1/1/2000
Enact ment assunmed after 6/30/2000

Losses in $ MIlions
2000-01 2001-02 2002-03 2003-04
- $22 -$34 - $42 - $45

This estimte does not account for changes in enploynment, personal incone, or
gross state product that could result fromthis neasure.

REVENUE ESTI MATE DI SCUSSI ON

The revenue inpact of this bill is estimated in the follow ng manner. The
research credits generated under current and proposed | aws are sinulated for each
corporation in a sanple of the 50 corporations with the |argest research and
devel opnent expenses. These sinmul ations take into account specific

m cro-econom ¢ data for each corporation, such as gross receipts, wage, property,
and sales factors, net incone, historical research expenditures, and detailed tax
and financial data. The results of the sinulations are weighted statistically to
the population level. The revenue |osses are estimated as the differences

bet ween the taxes sinulated under current and proposed |laws. The Department O
Fi nance forecast of corporate profits is used to extrapolate the estimtes to
future years.

Revenue inpact for the PITL is assuned to be equal to 5% of the B&CTL i npact and
is added to the corporate inpact.

BOARD POSI TI ON

Pendi ng.



