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SUBJECT: United States Smal| Business Adm nistration Guaranty Fees Credit

SUMVARY

This bill would provide a tax credit equal to the anount paid to the U S. Small
Busi ness Admi nistration as a guaranty fee related to obtaining guaranteed
fi nanci ng.

EFFECTI VE DATE

As a tax levy, this bill wuld be effective i medi ately upon signature and woul d
apply to taxable and incone years begi nning on or after January 1, 2000.

Legi sl ative History

SB 1336 (99/00, pending in Legislature) would provide a credit equal to the
amount paid to the U.S. Small Business Adm nistration as a guaranty fee related
to obtaini ng guaranteed financing.

PROGRAM HI STORY/ BACKGROUND

The United States Smal| Business Adm nistration's (SBA) | oan program charges
| enders a guaranty fee and a servicing fee for each | oan approved. The anount of
the fees is determ ned by the anpbunt of the |oan guaranty.

When the guaranteed portion of the loan is $80,000 or |less, the guaranty fee wll
be 2% of the guaranteed portion; for |oans nore than $80,000 but |ess than

$250, 000, a 3% guaranty fee will be charged; for the next $250,000 of the

guar anteed portion, a 3.5%guaranty fee will be charged; and for any portion
greater than $500,000, a 3.875% guaranty fee will be charged.

In addition, all |oans are subject to a 50 basis point (0.5% annualized
servicing fee, which is applied to the outstandi ng bal ance of SBA's guarant eed
portion of the | oan.

These fees can be passed on to the borrower once they have been paid by the
| ender.

SPECI FI C FI NDI NGS

Current federal and state |laws provide for various tax credits designed to
provide tax relief for taxpayers that incur certain expenses (e.g., child and
dependent care credits) or to influence business practices and deci sions.
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State law allows certain credits related to financing. The Farmaworker Housing
Loan Credit encourages banks to |l end noney at a reduced interest rate for the
construction of farmaorker housing. The Comrunity Devel opment Credit encourages
deposits into financial institutions which are certified as having conmunity
devel opnment as their primary m ssion.

This bill would provide a credit equal to the anount paid to the U S. Small
Busi ness Admi nistration as a guaranty fee pursuant to obtaining guaranteed
fi nanci ng.

This bill would provide that the credit may be carried over for five years.

Pol i cy Consi derati ons

This bill does not specify a repeal date. Credits typically are enacted
with a repeal date to allow the Legislature to review their effectiveness.

This bill would provide a 100% credit equal to the guaranty fee paid to the
U.S. Small Business Administration. GCenerally, credits are equal to a
percent age of the expenses or costs associated with the credit.

This bill would allow a credit for a deductibl e expense, thereby providing a
doubl e benefit for guaranty fees paid or incurred. In many cases, the
deduction for an expense that generates a credit is reduced or elimnated to
mnimze or elimnate this double tax benefit.

| npl enent ati on Consi derati ons

It is unclear who would be entitled to receive the credit since the |ender

pays the guaranty fee to the SBA upon obtaining guaranteed financing. The

| ender may pass on the guaranty fee to the borrower, but the borrower woul d
pay this passed-on amount to the | ender, not to the SBA

Once the inplenentation concern is resolved, inplenenting this bill would
not significantly inpact the departnent’s prograns and operati ons.

FI SCAL | MPACT

Departnmental Costs

Once the inplenentation concern is resolved, this bill would not
significantly inpact the departnent’s costs.
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Tax Revenue Esti mate

This bill is estinated to result i n revenue | osses under the Personal | ncone
Tax Law (PITL) and the Bank and Corporation Tax Law (B&CTL) as shown in the
foll owi ng tabl e.

Fi scal Year Cash Fl ow
Taxabl e Years Begi nning After Decenber 31, 1999
Enact nent Assuned After June 30, 2000
$ MIlions
2000-01 2001-02 2002-03
-$10 -$15 -$25

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

Tax Revenue Di scussi on

The revenue inpact for this bill will be determ ned by the nunber of |oans
guar anteed by the SBA and the anmount of eligible fees that can be applied
agai nst available tax liabilities.

This estimate was developed in the following steps. First, according to the
Smal | Busi ness Administration (SBA), the total nunber of approved and

guar anteed | oans for California businesses was 8,096 for tax year 1999.
Second, this nunmber was increased 2% per year to allow for grow h,
generating 8,258 |loans for 2000. According to the sanme source, the average
| oan anmount for California was $250,000. The agency guarantees 75% of their
| oans, or $187,500 ($250,000 x 75% . The percentage of the guaranty fee
ranges from 2% to 3.85% dependi ng on the portion of the loan that is
guaranteed. For this analysis, it was assuned 2.5% on average woul d be
applied as the guaranty fee, generating a total fee of $4,688 per |oan
($187,500 x 2.5% . Third, the total number of |oans was nultiplied by the
average guaranty fee, generating approximtely $38.7 mllion for 2000
(%$4,688 x 8,258). It was assunmed that, on average, 15% of generated credits
woul d be applied against available tax liabilities in the first year. The
| ow usage rate was used because start-up conpani es generally have | ow t ax
liabilities or operating | osses.
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