SUMMARY ANALYSIS OF AMENDED BILL

Franchise Tax Board
Author: Hayden Analyst: Roger Lackey Bill Number: SB 1710

Related Bills: See Prior Anal ysis Telephone: 845-3627 Amended Date: 06- 08- 2000

Attorney:  Patri ck Kusi ak Sponsor:

SUBJECT: The 2000 Public Subsidies, Public Benefits Act/Taxpayers Request To FTB
Bus. Tax Expenditure Inf. & FTB Collect & Report To Legislature

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

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
X amended May 31, 2000.

FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALYSISOF BILL ASAMENDED May 31, 2000, STILL APPLIES.
OTHER - See comments below.

SUWARY OF BILL

This bill would create the 2000 Public Subsidies, Public Benefits Act. It woul d
require certain legislative entities to review the econom ¢ and enpl oynent i npact
of state business tax expenditures and all other public subsidies no |ater than
Decenber 31, 2005.

Further, it would require taxpayers to provide the Franchise Tax Board (FTB)
specific information regarding the taxpayer's “business tax expenditures.”

This analysis will address the bill only to the extent it inpacts the departnent.

SUWARY OF AMENDMENTS

The June 8, 2000, anendnents deleted the FTB as the agency to which taxpayers
woul d report their total investnment as a result of a public subsidy. The

t axpayer receiving a public subsidy would report certain infornmation to the
departnment or agency that provided the subsidy.

The amendnents elimnated the reporting of the taxpayer’'s investnment in rea
property and the reporting of any violations of enploynent |aws. The taxpayer
now woul d only report to the FTB the nunmber of full-tine enployees enpl oyed by
the taxpayer in this state.

The anmendnents al so del eted the wording that the taxpayers would report
information "only in the formand manner that is capable of disclosure.” Since
t he nunber of enployees is not confidential tax information, this deletion should
not have an i npact.
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The June 8, 2000, anendnents resolved the departnent’s inplenentation concerns
regardi ng public subsidies; however, it did not resolve all of the concerns
addressed in the departnent's analysis of the bill as anended May 31, 2000. The
remai ni ng concerns have been i ncl uded.

| npl enent ati on Consi derati ons

This bill would provide that the Legislative Analyst's Ofice (LAO, in
consultation with the Senate and Assenbly Revenue and Taxation Conm ttees
and the Legislature, review each business tax expenditure. However, the
information required to be reported by the taxpayer to the FTB (nunber of
full-time enpl oyees) would not be sufficient to provide the LAO the
necessary information to review each business tax expenditure. If it is
intended that tax return information be used to revi ew business tax
expenditures, the time required for the departnent to conpile statistics may
make the review by the LAO and the Legislature of each existing “business
tax expenditure” by Decenber 31, 2005, difficult to acconplish.

State tax | aw contains a nunber of distinctions between types of taxpayers.
For exanple, the minimum franchise tax for certain corporations involved in
gold or quicksilver mning is $25, rather than $800. Limited liability
conpani es are required to pay an $800 annual tax and a fee, while limted
liability partnerships pay only an $800 annual tax. S Corporations are not
subject to the alternative mninumtax and pay a |lower franchise tax rate
than other corporations. |Individuals are taxed at graduated rates rangi ng
from1%to 9.3% Many organi zations, such as churches and nonprofit
charities, are exenpt fromtaxation, except in |linmted cases when nonprofit
organi zati ons have unrel ated busi ness taxable inconme. It is unclear whether
t hese and the nunerous other differences in tax treatnent would be

consi dered “special tax rates” or “other preferences.”

It is unclear how the department would verify the accuracy of a taxpayer’s
reporting of the number of full-tinme enployees. The Enpl oyee Devel opnent
Departnment woul d have nuch better records regarding the nunber of full-tine
enpl oyees. In addition, while taxpayers would be required to report
specific information to FTB, the bill provides no penalty if taxpayers fai
to conmply with the reporting requirenents.

BOARD POSI TI ON

Pendi ng.



