Bill Analysis

Author: Zbur, et al. Sponsor: Bill Number: AB 1138
Related Bills: See Legislative Amended: March 28, 2025,
History April 22, 2025, May 23, 2025,

June 2, 2025, June 23, 2025,
and June 24, 2025

SUBJECT
California Motion Picture and Television Production Credit (Motion Picture Credit)
SUMMARY

This bill would, under Personal Income Tax Law (PITL) and Corporation Tax Law (CTL),
for purposes of the Motion Picture Credit 3.0 and 4.0, modify the definitions of
“independent film,” “qualified motion picture,” and “qualified taxpayer,” modify the
credit percentage amount allowed for a qualified motion picture, make other
technical and nonsubstantive changes, and for the purposes of a certified studio
construction project, modify the qualified taxpayer requirement. This bill would also
remove the requirement that a credit exceed the qualified taxpayer's tax liability in
order to assign any portion of the credit.

Additionally, this bill would, under CTL, for purposes of the Motion Picture Credit 1.0
and 2.0, allow credit assignment by a disregarded single member limited liability
company (SMLLC) for credits assigned and claimed on a tax return that was timely
filed with the Franchise Tax Board (FTB) on or before January 1, 2025.

RECOMMENDATION

No position—The three-member Franchise Tax Board has not formally voted or taken a
position on this bill.

SUMMARY OF AMENDMENTS

The March 28, 2025, amendments removed intent language relating to the bill as
introduced on February 20, 2025, and replaced it with the provisions discussed in this
analysis.

The April 22, 2025, amendments modified the definition of “qualified motion picture,”
modified the credit percentage amount allowed for a qualified motion picture,
included the definition of “recurring television allocation amount,” modified the
definition of “total refundable amount,” and for the purposes of a certified studio
construction project, eliminated the requirement a qualified taxpayer must either own
more than 50% of the soundstage or have a contract or lease of 10 years or more with
the owner of the soundstage on which the production is filmed.
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The May 23, 2025, amendments modified the definition of “qualified motion picture.”

The June 2, 2025, amendments, for the purposes of Motion Picture Credit 4.0,
increased the qualified expenditure limit.

The June 23, 2025, amendments, modified the definition of a “qualified taxpayer,” for
the purposes of Motion Picture Credit 4.0, increased the annual allocation amounts to
$750 million, for purposes of the Motion Picture Credits 1.0 and 2.0, allows credit
assignment by a disregarded SMLLC for credits assigned and claimed on a timely filed
tax return on or before January 1, 2025.

The June 24, 2025, amendments, for the purposes of Motion Picture Credit 3.0 and 4.0,
eliminated the requirement that the credit exceed the qualified taxpayer’s tax liability
in order to assign any portion of the credit.

This is the FTB’s first analysis of the bill.
REASON FOR THE BILL

The reason for the bill is to support the film and television production industry by
expanding the film credit.

ANALYSIS
Motion Picture Credit 3.0 (Sections 1 and 4)

For the purposes of the certified studio construction project credit, this bill would, for
taxable years beginning on or after January 1, 2025, increase the qualified
expenditure limit for the following:

e A feature, up to $120 million.

e A miniseries consisting of two or more episodes, each longer than 40 minutes of
running time, exclusive of commercials, that is produced in California, with a
minimum production budget of $1 million per episode, up to $120 million.

e A television series that relocated to California or a new television series of
episodes longer than 40 minutes each of running time, exclusive of commercials,
that is produced in California, with a minimum production budget of $1 million
per episode, up to $120 million.

For the purposes of the certified studio construction project credit, this bill would, for
taxable years beginning on or after January 1, 2025, modify the definition of
“independent fiim” to include a motion picture with a minimum budget of $1 million
that is produced by a company that is not publicly traded and publicly traded
companies that do not own, directly or indirectly, more than 30% of the producing
company.
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For purposes of the certified studio construction project credit, this bill would, for
taxable years beginning on or after January 1, 2025, modify the definition of “qualified
motion picture” to no longer include a pilot for a new television series that is longer
than 40 minutes of running time, exclusive of commercials, that is produced in
California, and with a minimum production budget of $1 million dollars.

For purposes of the certified studio construction project credit, this bill would, for
taxable years beginning on or after January 1, 2025, expand the definition of
“qualified motion picture” to include the following:

e A pilot for a new live action or animated series that is at least 20 minutes of
running time, exclusive of commercials, and is produced in California with a
minimum production budget of $1 million per episode.

¢ Alive action or animated series, averaging across a season at least 20 minutes
of running time per episode, exclusive of commercials, that is produced in
California, with a minimum production budget of $1 million per episode.

e An animated film that is produced in California, with a minimum production
budget of $1 million.

e A large-scale competition show, not including traditional reality, game shows,
talk shows, or docufollow television programming, that is produced in California,
with a minimum production budget of $1 million per episode.

For taxable years beginning on or after January 1, 2025, for purposes of the Motion
Picture Credit 3.0, this bill would expand the definition of “qualified taxpayer” to
include a SMLLC that is disregarded for tax purposes. Additionally, for taxable years
beginning on or after January 1, 2025, this bill would remove the requirement that the
credit amount exceeds the qualified taxpayer’s tax liability for qualified taxpayers to
assign credits. In addition, if the qualified taxpayer is a disregarded SMLLC, the
qualified taxpayer can elect to assign any portion of its credit to one or more affiliated
corporations as if they made the federal election to be classified as an association
taxable as a corporation. The bill would clarify that Section 23036(i), related to the
limitation on assigned credits for disregarded entities, is inapplicable and specify that
proration when more than one taxpayer shares in costs is inapplicable if the credit is
assigned.

For the purposes of the Motion Picture 3.0 credit, this bill would, for taxable years
beginning on or after January 1, 2025, require the California Film Commission (CFC) to
limit the amount of credits any recurring television series receives in a subsequent
season to no more than the recurring television allocation amount.

For the purposes of the certified studio construction project credit, this bill would, for
credits allocated on or after July 1, 2025, increase the applicable credit percentage to
35% or 40%, instead of 20% or 25%, for the production of a qualified motion picture
produced in the state at a certified studio construction project.

Page 3



Bill Analysis Page 4 Bill Number: AB 1138
Author: Zbur, et al.

Additionally, for the certified studio construction project credit, this bill would, for
taxable years beginning on or after January 1, 2025, modify the definition of “qualified
motion picture” to remove the requirement that the qualified motion picture be
produced by a qualified taxpayer that is either of the following:

e More than 50% owned, directly or indirectly, by the same owner or owners of the
soundstage or soundstages that is part of a certified studio construction project
on which the production is filmed.

e Entered into a contract or lease of 10 years or more with the owner of the
soundstage for which the production is fimed.

Lastly, for the purposes of the certified studio construction project credit, this bill would
modify the amount that may be allocated by the CFC to any qualified motion picture
for a season of a television series, from $12 million, or $750,000 per episode to

$21 million, or $1.3 million per episode.

Motion Picture Credit 4.0 (Sections 2 and 5)

For the purposes of the Motion Picture Credit 4.0, this bill would increase the qualified
expenditure limit for the following:

e A feature, from $100 million to up to $120 million.

e A miniseries or limited series consisting of two or more episodes, each longer
than 40 minutes of running time, exclusive of commercials, that is produced in
California, with a minimum production budget of $1 million per episode, from
$100 million to up to $120 million.

e A television series that relocated to California, from $100 million to up to
$120 million.

e Anindependent fim, from $10 million to up to $20 million.

For the purposes of the Motion Picture Credit 4.0, this bill would also increase the
applicable credit percentage for qualified expenditures attributable to the following:

e From 20% to 35% of the qualified expenditures attributable to the production of
a qualified motion picture in California including, but not limited to, a feature or
a television series that relocated to California that is in its second or subsequent
years of receiving a tax credit allocation pursuant to this tax credit, or other prior
Motion Picture credits, including the certified studio construction project credit.

e From 25% to 40% of the qualified expenditures attributable to the production of
a qualified motion picture in California where the qualified motion picture is a
television series that relocated to California in its first year of receiving an
allocation of this tax credit.

e From 25% to 35% of the qualified expenditures attributable to the production of
a qualified motion picture that is an independent film.
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e An additional credit in the amount of 10% of qualified wages paid for services
performed relating to original photography outside of the Los Angeles zone to
qualified individuals that reside within California but outside of the Los Angeles
zone would be allowed for production of a qualified motion picture within
California where the applicable credit percentage is 35%.

e An additional credit in the amount of 5% of qualified wages paid for services
performed relating to original photography outside of the Los Angeles zone to
qualified individuals that reside within California but outside of the Los Angeles
zone would be allowed for production of a qualified motion picture within
California where the applicable credit percentage is 40%.

For purposes of the Motion Picture Credit 4.0, this bill would modify the definition of
“independent flm” by increasing the limit on the percentage of the production
company that may be owned by publicly traded companies, from 25% to 30%.

Additionally, this bill would modify the definition of “qualified motion picture” to:

¢ Include a pilot for a new live action or animated television series that is at least
20 minutes of running time, exclusive of commercials, that is produced in
California, and with a minimum production budget of $1 million.

e Replace a new television series of episodes longer than 40 minutes each with a
pilot for a new live action or animated series that is at least 20 minutes of running
time and modifies the per episode budget to a total minimum production
budget of $1 million.

e Replace a pilot for a new television series of episodes longer than 40 minutes of
running time with a live action or animated series, averaging across a season at
least 20 minutes of running time per episode with a minimum production budget
of $1 million per episode.

e Add an animated film that is produced in California with a minimum production
budget of $1 million.

e Add a large-scale competition show, not including traditional reality, talk shows,
or docufollow television programming that is produced in California with a
minimum production budget of $1 million per episode.

For the purposes of the Motion Picture Credit 4.0, this bill would expand the definition
of “qualified taxpayer” to include a SMLLC that is disregarded for tax purposes.
Additionally, for taxable years beginning on or after January 1, 2025, this bill would
remove the requirement that the credit amount exceeds the qualified taxpayer’s tax
liability for qualified taxpayers to assign credits. In addition, if the qualified taxpayer is a
disregarded SMLLC, the qualified taxpayer can elect to assign any portion of its credit
to one or more affiliated corporations as if they made the federal election to be
classified as an association taxable as a corporation. The bill would clarify that

Section 23036(i), related to the limitation on assigned credits for disregarded entities, is
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inapplicable and specify that proration when more than one taxpayer shares in costs
is inapplicable if the credit is assigned.

For the purposes of the Motion Picture Credit 4.0, this bill would include the definition of
“recurring television allocation amount” to mean the sum of the base year allocation
and the product of all of the following:

e The base year allocation.
e The number of subsequent years.
o 3%.

“Base year allocation” would mean the amount received by the recurring television
series in its fiscal year 2025-2026 Credit Allocation Letter or Letters, or if no amounts
were reserved in fiscal year 2025-2026, in the next fiscal year in which a Credit
Allocation Letter or Letters were received.

“The number of subsequent years” would mean the number of full or partial fiscal
years that have elapsed since the fiscal year in which the base year allocation was
made.

The CFC would be required to increase the total credit amount allocated to an
applicant by up to 2% for qualified productions that employ trainees from a Career
Pathways Program.

This bill would specify that the allocation of $750 million for the 2025-2026 fiscal year
and for each fiscal year thereafter through and including the 2029-2030 fiscal year for
the Motion Picture Credit 3.0 and 4.0, excludes the certified studio construction project
credit.

Disregarded SMLLC (Section 3)

For the purposes of the Motion Picture Credit 1.0 and 2.0, this bill would specify that a
credit, or any portion thereof, generated by a disregarded SMLLC, is not ineligible for
assignment to a corporation that, directly or indirectly, owns the disregarded SMLLC, or
to an affiliated corporation of that corporation, based on either of the following:

e The disregarded SMLLC is not considered a qualified taxpayer, as defined in
Motion Picture Credit 1.0 and 2.0 programs.

e The amount of credit allowed under Motion Picture Credit 1.0 and 2.0 does not
exceed the tax liability of the disregarded SMLLC for purposes of the Motion
Picture Credit 1.0 and 2.0 programes.

For purposes of this provision, “affiliated corporation” would have the same meaning
as defined in Motion Picture Credit 1.0 and 2.0 programs.
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This provision would apply only when the credits affected by this provision were
assigned and claimed on a timely filed tax return with the FTB on or before
January 1, 2025.

Severability
This bill also states that its provisions are severable.
Effective/Operative Date

As an urgency, this bill would be effective immediately upon enactment.

Sections 1, 2, 4, and 5 of the bill would be operative on January 1, 2025. Section 3 of
the bill would be specifically operative only for 1.0 and 2.0 credits assigned or claimed
on a return filed on or before January 1, 2025.

The amendments to the “applicable credit percentage” for purposes of the studio
construction project would be specifically operative for credits allocated on or after
July 1, 2025.

Federal/State Law

Federal Law

No comparable credit in federal law.
State Law

For taxable years beginning on or after January 1, 2020, and January 1, 2025, for
Motion Picture Credits 3.0 and 4.0, respectively, state law allows qualified taxpayers a
tax credit in an amount equal to the applicable percentage of the qualified
expenditures for the production of a qualified motion picture in California. Credit
amounts are allocated and certified by the CFC No credit is allowed for any otherwise
qualified expenditures to the extent that another Motion Picture Credit has been
claimed for the same expenditures.

For Motion Picture Credit 4.0, this credit, under the PITL and CTL, allows a qualified
taxpayer an option to make a one-time irrevocable election to receive a refundable
tax credit. The qualified taxpayer would apply the credit against the tax liability in the
first year and evenly distribute 90% of the remaining credit amount equally over the
subsequent four taxable years.

The credit allowed to a qualified taxpayer is limited to the amount specified in the
credit certification issued by the CFC.
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The applicable credit percentages are:

e 20% of the qualified expenditures, up to $100 million, attributable to the
production of a qualified motion picture in California including, but not limited
to, a feature or a television series that relocated to California that is in its second
or subsequent years of receiving an allocation for this tax credit.

e 25% of the qualified expenditures, up to $100 million, attributable to the
production of a qualified motion picture in California where the qualified motion
picture is a television series that relocated to California in its first year of receiving
an allocation of this tax credit.

e 25% of the qualified expenditures, up to $10 million, attributable to the
production of a qualified motion picture that is an independent fiim.

The applicable credit percentage for the 20% category, detailed above, could be
increased by 5% of qualified expenditures relating to:

e Oiriginal photography outside of the Los Angeles zone.

¢ Qualified visual effects attributable to the production of a qualified motion
picture in California.

An additional credit in the amount of 10% of qualified wages paid for services
performed relating to original photography outside of the Los Angeles zone to
qualified individuals that reside within California but outside of the Los Angeles zone is
allowed for the production of a qualified motion picture within California where the
applicable credit percentage is 20%.

An additional credit in the amount of 5% of qualified wages paid for services
performed relating to original photography outside of the Los Angeles zone to
qualified individuals that reside within California but outside of the Los Angeles zone is
allowed for the production of a qualified motion picture within California where the
applicable credit percentage is 25%.

Except for the refundable credit, the aggregate amount of the credits that may be
allocated by the CFC is $750 million for the 2025-2026 fiscal year and for each fiscal
year thereafter through and including the 2029-2030 fiscal year. Furthermore, the CFC
may on or after July 1, 2030, allocate any previously allocated, but not certified credit
amounts to credits available for allocation.

With some restrictions, a qualified taxpayer may sell the credit that is attributable to an
independent film to an unrelated party. The unrelated party or parties that purchase a
credit shall be treated as a qualified taxpayer.
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On July 1, 2030, if the CFC determines that credits allocated remain unused and have
not been added to credit amounts available for allocation under a successor section

or sections, the CFC may continue to make allocations of the unused credits until such
time as the unused credits are fully utilized.

State law, under the PITL and the CTL, amended the existing motion picture credits to
add an additional credit for taxable years beginning on or after January 1, 2022, and
before January 1, 2032, equal to 20% or 5%, or as modified by up to 4%, of the qualified
expenditures paid or incurred by a qualified motion picture produced at a certified
studio construction project in California. New credits are allocated based on the
assumption that the motion picture meets the diversity goals provided in the diversity
workplan.

A qualified motion picture that receives a motion picture credit under the existing
provisions is not eligible for an allocation under the new credit provisions. However,
any television series, relocating television series, recurring television series, or any new
television series based on a pilot for a new television series that is no longer eligible for
the motion picture and film credit are eligible to apply for an allocation under the
existing credits.

Implementation Considerations
None noted.

Technical Considerations

None noted.

Policy Considerations

None noted.

LEGISLATIVE HISTORY

SB 132 (Senate Committee on Budget and Fiscal Review, Chapter 17, Statutes of 2025),
for purposes of the Motion Picture Credit 4.0, increased the aggregate amount of
credits that may be allocated annually by the CFC from $330 million to $750 million for
the 2025-2026 fiscal year through the 2029-2030 fiscal year. The change made by this
provision was also made by chaptered bill AB 1138 (Zbur, et al., Chapter 27, Statutes of
2025).

SB 132 (Senate Committee on Budget and Fiscal Review, Chapter 56, Statutes of 2023)
allowed a new Motion Picture Credit 4.0 for taxable years beginning on or after
January 1, 2025, to a qualified taxpayer for qualified expenditures to produce a
qualified motion picture in California. In addition, a qualified taxpayer could make a
one-time irrevocable election in the first taxable year to be paid a refund at a
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discounted rate, spread equally over 5 years. This bill also, for Motion Picture Credit 3.0,
revised the definitions of “recurring television series” and “diversity plan,” increased the
certification period for a certified studio construction project to 5 years, and made
other nonsubstantive changes.

SB 144 (Portantino, et al., Chapter 114, Statutes of 2021) amended the existing motion
picture credit under the PITL and CTL, to provide for an additional credit for
expenditures related to the production of a qualified motion picture at a certified
studio construction project. This bill also added new provisions relating to the
certification procedures of a project that are administered by the CFC.

SB 871(Senate Committee on Budget and Fiscal Review, Chapter 54, Statutes of 2018)
allowed a new Motion Picture Credit 3.0 for taxable years beginning on or after
January 1, 2020, to a qualified taxpayer for qualified expenditures to produce a
qualified motion picture that is a certified studio construction project in California.

PROGRAM BACKGROUND

None noted.

OTHER STATES’ INFORMATION

None noted.

FISCAL IMPACT

FTB anticipates minimal costs to implement this bill.
ECONOMIC IMPACT

Revenue Estimate

This bill would result in the following revenue loss:

Estimated Revenue Impact of AB 1138 as Amended on June 24, 2025
Assumed Enactment after June 30, 2025

($ in Millions)
Fiscal Year Revenue
2025-2026 -$28
2026-2027 -$110
2027-2028 -$200
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This analysis does not account for changes in employment, personal income, or gross
state product that could result from this bill or for the net final payment method of
accrual.

LEGAL IMPACT

None noted.

EQUITY IMPACT

None noted.

APPOINTMENTS

None noted.

SUPPORT/OPPOSITION

Senate Floor analysis, dated July 1, 2025.
Support

California State Superintendent of Public Instruction Tony Thurmond
California State Treasurer Fiona Ma

Los Angeles County Supervisor Lindsey P. Horvath
American Federation of Musicians Local 47
Ample Entertainment

Antelope Valley Economic Development & Growth Enterprise
Association of Talent Agents

Bardas Investment Group

California Arts Advocates

California Chamber of Commerce

California Federation of Labor Unions, AFL-CIO
California IATSE Council

California State Council of Laborers

California Travel Association

Central City Association of Los Angeles

City of Los Angeles

City of West Hollywood

Cold Iron Pictures

Concept Art Association

Cosm Films, LLC

County of Los Angeles

Culver Studios; the

Directors Guild of America, Inc.

Entertainment Union Coalition
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Film Liaisons in California Statewide

Film This Production Services, Inc.

FilmLA, Inc.

FotoKem Industries, Inc.

Hollywood Chamber of Commerce
Hollywood Professional Association

IATSE Local 119

IATSE Local 122

IATSE Local 16

IATSE Local 44

IATSE Local 600

IATSE Local 695

IATSE Local 700

IATSE Local 705

IATSE Local 728

IATSE Local 729

IATSE Local 80

IATSE Local 800

IATSE Local 839

IATSE Local 871

IATSE Local 884

IATSE Local 892

Independent Hospitality Coalition

Latino Film Institute

Los Angeles County Democratic Party

Los Angeles County Young Democrats
Motion Picture Association

National Association of Theatre Owners of California/Nevada
Netflix

Pacific Production Services, LLC
Paramount Pictures

Producers Guild of America

San Diego Regional Chamber of Commerce
Sony Pictures Entertainment

Valley Economic Alliance; the

Valley Industry and Commerce Association
Walt Disney Company and its Affiliated Entities; the
Warner Bros. Discovery

Westside Council of Chambers of Commerce
Writers Guild of America West

6767 W Sunset Blvd, LLC

23,701 Individuals
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Opposition

None on file.

ARGUMENTS

Assembly Floor analysis, dated July 3, 2025.

Proponents

As proponents of the bill, Entertainment Union Coalition, writes in paurt:

We are facing an unprecedented economic crisis for the workers in this
industry. Between 2022-2024, the Motion Picture Industry Pension & Health
Plans, the plan for crew members, reported a loss of 35 million work hours,
the equivalent of 17,000 jobs. The Guilds are reporting a 40% drop in
production. Just last week, a FiImLA report revealed that soundstage
occupancy, historically around 90%, has fallen to 63%, the lowest ever
recorded. And when there is little production in Los Angeles, it is even worse
across the rest of the state.

Producers, looking for where to shoot no longer even include California in
their 'calculations’. That's because California is no longer competitive with
other states and increasingly other countries. The funding for the California
Film & Television Jobs Program has not changed since 2014. Meanwhile, far
smaller states outpace us and globalization threatens to decimate what is
left of the California industry. The structure of the program also has not
changed much since 2014, but our industry has radically changed in every
way imaginable. Other places have incentives that evolved with the times,
while California’s program, even with all of the state's built in advantages,
continues to try but fails to compete.

The California Film and Television Jobs Program is just that, a jobs program.
Unlike other places where incentives are simply tied to direct payments to
corporations, California’s Film & Television Jobs Program prioritizes workers.
The prioritization on the most jobs, the transparent application process, the
career pathways emphasis and reporting structure and the first in the nation
set safety program all reflect California value. AB 1138 addresses program
changes that will modernize the program to reflect the environment within
which we compete and the realities of a changing industry.
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Opponents

Assembly Floor analysis, dated July 3, 2025.
None on file.

LEGISLATIVE CONTACT

FTBLeqislativeServices@ftb.ca.gov
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