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SUBJECT: AMI Depreciation Technical/Technical To Del ete Repeal Language in Credits

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 bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUWARY OF BI LL

Under the Bank and Corporation Tax Law (B&CTL), this bill woul d make a techni cal
correction to the alternative mnimumtax (AMI) provisions to refer to the
depreci ati on provisions under the B&CTL rather than those under the Internal
Revenue Code (I RC).

Under the Personal Incone Tax Law (PITL) and the B&CTL, this bill would nake
nonsubst antive techni cal changes to various credits by elimnating redundant
| anguage regarding the carryover of repealed or inoperative credits.

SUWWARY OF AMENDMENT

The January 5, 1998, amendnent renoved | anguage allowing “top tier” corporate
taxpayers to elect to include all the incone and apportionnment factors of the
menbers of a commonly controlled group in a conbined report, regardless of
whet her the group nenbers are unitary.

The January 5, 1998, anmendnent added the | anguage di scussed in this analysis.

The background, specific findings and policy considerations for each of these
provisions will be discussed separately.
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EFFECTI VE DATE

This bill would be effective for taxable or incone years begi nning on or after
January 1, 1999.

ALTERNATI VE M NI MUM TAX DEPRECI ATI ON
BACKGROUND

In 1987, California enacted legislation that established AMI in |lieu of the previous tax
on preference inconme. The California |egislation substantiallyconforned state lawto
the AMI provisions adopted at the federal |evel as part of the Tax Reform Act of 1986.
The AMI at both the federal and state | evels was established to ensure that no taxpayers
with substantial economc inconme could avoid all tax liability by using exclusions,
deductions, and credits (tax preference itens).

SPECI FI C FI NDI NGS

Exi sting state and federal |aws generally allow as a depreciation deduction a
reasonabl e all owance for the exhaustion, wear, tear, and obsol escence of property
used in a trade or business or property held for the production of incone.

Exi sting federal |awuses the Mdified Accel erated Cost Recovery System ( MACRS)
for property placed in service after 1986. Under MACRS, the depreciation
deduction is computed using the “applicable depreciation nethod,” the “applicable
recovery period,” and the “applicable convention.” MACRS provides three
appl i cabl e depreci ati on net hods: 200% decl i ni ng bal ance, 150% decl i ni ng bal ance,
and straight-line. The applicable recovery period ranges fromthree to 50 years,
depending on the type of property. The applicable convention requires that
property placed in service be treated as being placed in service on the m d-point
of either the taxable year (half-year convention), the nmonth (m d-nonth
convention), or the quarter (md-quarter convention).

Exi sting federal |awprovides an alternative depreciation system (ADS), which
provi des generally | onger recovery periods than the standard MACRS and requires
the straight-line depreciation nethod. Six types of property are subject to ADS.

Exi sting federal lawrequires that taxpayers subject to AMI conpute depreciation
differently for AMI than for regular tax. For nost depreciable real property and
property depreciated under the straight-1line nethod for purposes of the regular
tax, AMI depreciation is conputed under ADS. For all other property, AMI
depreciation is conputed under ADS except that the 150% declini ng bal ance net hod
is substituted for straight-line depreciation (switching to straight-line in the
year necessary to maxim ze the allowance). This 150% declining bal ance nethod is
not allowed if the straight-line nmethod was used for regular tax purposes. This
restriction prevents the possibility of AMI depreciation being greater than
regul ar tax depreciation.

Exi sting state |lawprovides that, with respect to reading state law that is
conforned to federal | aw, due account be made for differences in federal and
state term nol ogy, effective dates, substitutions of incone for taxable year, and
ot her obvious differences. Existing state |awalso provides that any reference
to a specific provision of the IRC shall include any nodifications of that
provi si on.



Assenbly Bill 417 (Davi s)
Amended January 5, 1998
Page 3

Exi sting state PITL generally confornms to the federal MACRS, uniform
capitalization rules, and to the federal AMI depreciation rules.

Exi sting state B&CTL does not conformto the federal MACRS or ADS. | nst ead,

property nust be depreciated over its estimated useful life, which is the period
over which the asset reasonably may be expected to be useful in the trade or

busi ness. Taxpayers may elect to use the useful life specified under the federa
class life Asset Depreciation Range system (ADR). ADR groups assets into nore
than 100 cl asses and assi gns an asset qguideline period, or useful life, to each
cl ass.

Exi sti ng B&CTL confornms to the federal AMI depreciation. The B&CTL provisions,
by conformity, refer to depreciation conputed under |RC sections 167 and 168 for
for regular tax purposes. Since regular tax conputations under the B&CTL do not
utilize the federal depreciation rules of IRC Sections 167 and 168, the
California rules are inconsistent with the depreciation rules for corporations
for regular tax purposes.

This bill would replace the references to federal law for California AMI purposes
with references to the depreciation provisions under the B&CTL.

Pol i cy Consi deration

Carifying references aids the adm nistration of the |law by alleviating any
potential confusion that may ot herw se occur

DELETE REDUNDANT EXI STI NG CREDI T REPEAL LANGUAGE

LEG SLATI VE HI STORY

AB 802 (Ch. 1352, Stats. 1989)

SPECI FI C FI NDI NGS

The Revenue and Taxation Code (R&TC) provides general rules which apply to all

i ncome and franchise tax credits, unless the individual credit provisions specify
ot herwi se. These general rules include the rule that any remaining credit
carryover allowed by a section that has been repeal ed or nmade i noperative may be
carried over under the provisions of that section as it read imediately prior to
bei ng repeal ed or beconi ng inoperative.

The general rules were first enacted in 1989 to sinplify the adm nistration of
tax credits by elimnating the need for each credit to provide for the treatnent
of excess credit carryover. Seven personal incone tax credits and seven bank and
corporation tax credits contain carryover |anguage (where the underlying credit
statute has been repeal ed) that is unnecessary and duplicative of the genera
provi si on.

This bill would del ete redundant repeal |anguage in existing credits.

Pol i cy Consi derations

This bill would elimnate redundant | anguage nmaking the |l aw easier to
adm ni ster and reduci ng any potential confusion that may ot herw se occur.
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| npl enent ati on Consi derations

This bill would not inpact the department’s prograns or operations.

FI SCAL | MPACT

Departnental Costs

This bill would not inpact the departnment’s costs.

Tax Revenue Esti mate

This bill would not inpact state income tax revenue.

BOARD POSI TI ON

Support .

The Franchi se Tax Board voted to support this |anguage at its neeting of
Novenber 17, 1997.



