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SUBJECT: Headquarters Operation Credit/FTB Report To Legi sl ature Regardi ng Nunber &
Value O Credits d ained

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

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
X introduced February 18, 1999.

X FURTHER AMENDMENTS NECESSARY .
X DEPARTMENT POSITION CHANGED TO neutral.
X REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED February 18, 1999, STILL APPLIES.

OTHER - See comments below.

SUMVARY OF BILL

This bill would create a new headquarters credit equal to 6% of the eligible
costs paid or incurred by a qualified taxpayer that either |ocates a new
corporate headquarters in this state or maintains or expands an exi sting
corporate headquarters in this state. The bill also would require the Franchise
Tax Board to report to the Legislature by January 1, 2006, on the nunber and

val ue of the headquarters credit clained.

SUMVARY OF AMENDMENT

The May 25, 1999, anendnents nmade two m nor technical changes and added the
reporting requiremnent.

The amendnents resol ved one of the Technical Considerations raised in the
department’s analysis of the bill as introduced February 18, 1999. Except for

t hat Techni cal Consideration and the Board Position, the prior analysis still
applies. The Inplenmentation Consideration and remrai ni ng Techni cal Consi derati ons
are reiterated below. The Board Position is changed to reflect the action taken
by the Franchise Tax Board at its last neeting. |In addition, anendnents are
provided to resolve the departnment’s remai ni ng Techni cal Consi derati ons.

| MPLEMENTATI ON CONSI DERATI ONS

This credit was originally proposed in AB 1313 (1993/94) and was nodified by
AB 556 (1995/96). The definitions used in the credit were crafted to match the
original intent to provide a credit only for the building and personal property
associ ated with headquarters and research and devel opnent functions. The later
versions of the credit (in AB 556 and this bill) nake it appear that the author
may intend to provide a credit for a building and personal property in which
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manuf acturing activities are perfornmed. |If this is the author's intent,
substantial changes should be nade to the bill. Departnent staff is available to

assi st the author with any necessary amendnents.

TECHNI CAL CONSI DERATI ONS

This bill would raise the follow ng technical considerations. Anendnents to
resolve these issues are provided at the author’s request.

Amendment 3 woul d specify that the termof the |ease for a transaction that is
not treated as a sale for California sales and use tax purposes begins on the
effective date of the | ease agreenent (i.e., an operating |ease or "continuing
sal e" for sales and use tax purposes). This is the sane as a |ease for a
transaction that is treated as a sale for California sales and use tax purposes
(i.e., a finance or purchase | ease for sales and use tax purposes).

Amendment 2 would clarify that for purposes of “true | eases” (defined under the
bill as a lease that is not a sale for sales and use tax purposes), “eligible
costs" are not required to be capitalized into the basis of the qualified

property.

Amendnent 1 would narrow the reference to basis to "cost basis" as defined in
Section 24912 of the Revenue and Taxation Code to elimnate the potential for
moving the credit (and "eligible costs") to other entities within an affiliated
group in non-recognition (i.e., tax-deferred) transactions.

Amendment 4 would clarify the definition of “recaptured,” by specifying that
once a nonqualifying event has occurred, the qualified taxpayer is not
thereafter entitled to claimthe credit for additional costs paid or incurred
i n subsequent years that woul d have ot herwi se been eligible costs.

BOARD POSI TI ON

Neut r al

At its March 23, 1999, neeting, the Franchise Tax Board voted 2-0 to take a
neutral position on this bill as introduced February 18, 1999.



Mari on Mann DedJong
845- 6979
Patri ck Kusi ak

FRANCH SE TAX BOARD S
PROPOSED AMENDMENTS TO AB 490
As Amended May 25, 1999

AVENDMENT 1
On page 2, nodify lines 10 through 12 as foll ows:

by the qualified taxpayer that are included in the basts—as determnedunder
j j j j — cost basis, as defined

in Section 24912, of qualified property placed in

AVENDMENT 2
On page 7, after line 33, insert:
(1v) Paragraph (1) of subdivision (b) shall not apply to the | essee.
AVENDMENT 3
On page 9, nodify line 23 as foll ows:

for a fixed termof at least five years. For purposes of this subparagraph, the
termof a | ease commences on the effective date of the | ease agreenent.

AMENDMENT 4

On page 13, nodify lines 16 and 17 as foll ows:

year, shall be disall owed, that—nonmoreeligible costsare paid-orinecurred that
no credit shall be allowed for additional costs paid or incurred in subsequent

years that woul d have otherw se been eligible costs except for this subdivision
and the anmount of previously clained




