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Proposed law phases out the corporate franchise tax evenly over a 5-year period, beginning with taxable years beginning on
and after January 1, 2020.

 Effective upon governor's signature.

Tax system changes will have to be made each year to provide for the changing tax liability calculation over the life of the
phase-out. These changes are typically estimated as several thousands of dollars of staff time for design, modification, and
testing (estimated at $26,000 per year in this case). In addition, a phase-out of the tax will likely result in some confusion
among taxpayers regarding their tax liability for particular years, amended returns, and prior year overpayments. Additional
costs will be incurred communicating with and advising taxpayers as the phase-out progresses.

The base of the estimated revenue phase-out was established by the Dept. of Revenue as the franchise tax liabilities after
nonrefundable credits for tax year 2016, the most current complete filing year, inclusive of the extension of the tax to LLCs.
This base is $377 million. The bill’s 5-year even phase-out generates a schedule of liability reductions starting at 20% or
$75.4 million in the first year, accumulating by that amount each year for five years until the entire $377 million liability
reduction is effective for tax year 2024. Liability reductions are first realized in FY20 because the franchise tax is due at the
beginning of the tax year, and the bill begins the phase-out with tax year 2020.

This simple phase-out is complicated by the fact that in any particular fiscal year returns are filed for a number of prior tax
years. Past filing patterns suggest that within a fiscal year, 45% of franchise tax returns apply to the immediate tax year,
50% to the preceding tax year, and 5% from earlier tax years. Incorporating these factors into the phase-out schedule,
results in a first fiscal year revenue reduction of $34M ($377M x 20% x 45%). The second year reduction will include a 50%
filing factor applied to the first year’s 20% tax reduction plus the second year’s 40% tax reduction and a 45% filing factor,
resulting in a $105.6M revenue reduction. The third year reduction will include a 5% filing factor applied to the first year’s
20% reduction plus a 50% filing factor applied to the second year’s 40% tax reduction plus the third year’s 60% tax
reduction with a 45% filing factor, resulting in a $181.1M revenue reduction. This pattern accumulates the tax year liability
reductions realized in fiscal years over a seven year period before the full amount of corporate franchise tax revenue is
eliminated in FY26.
        Actual revenue reductions are further complicated by the carry-forward of overpayments from prior years, which are
still due to the taxpayer even if the tax is phased out. For the base tax year of 2016, the franchise tax credit carry-forward
was some $149 million. Taxpayers will claim these refunds in the years of the phase-out, increasing the annual revenue
reduction estimates above.
        In addition, refundable tax credits and rebate payments charged against the franchise tax will continue to be refunded
and paid as they will be shifted to the income tax. This, in combination with claims of refund carry-forwards, and the normal
variability of the tax, means that actual tax receipt changes in any particular fiscal year can differ materially from those
estimated above.
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Phases out the corporate franchise tax over a 5-year period
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$0 $0 $0 $0 $0 $0

$0 $0 $0 $0 $0 $0

$0 $0 $0 $0 $0 $0
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$0 $0 $0 $0 $0 $0

$0 $0 $0 $0 $0 $0

$0 $0 $0 $0 $0 $0

$0 $0 $0 $0 $0 $0
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2019-20 2020-21 2021-22 2022-23 2023-24 5 -YEAR TOTAL

OR -$377,000,000 GF RV See Note Page 1 of 1
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