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California Expands First-Year Exemption
From Minimum Franchise Tax 

Limited liability companies (“LLCs”), limited partnerships (“LPs”) and limited liability
partnerships (“LLPs”) that are registered to do business in California are currently required to pay
an annual franchise tax of Eight Hundred Dollars ($800) to the state’s Franchise Tax Board (the
“FTB”). California corporations have long been exempt from the minimum franchise tax for their
first year of existence. However, this exemption did not extend to LLCs, LPs or LLPs.

California has now extended the first-year exemption to LLCs, LPs and LLPs. In order to relieve
pandemic-related financial pressures for newly formed businesses, and to encourage the
registration of new businesses, Governor Gavin Newsom extended the first-year exemption to
LLCs, LPs and LLPs, as part of the 2020 Budget Act. Any LLC, LP or LLP that registers or files
with the California Secretary of State on or after January 1, 2021 and before January 1, 2024, is
exempt from paying the Eight Hundred Dollar ($800) minimum tax in its first taxable year. The
purpose of this change is to remove a barrier to small business creation, particularly for new
businesses that are still operating at a loss or have limited income in their first year.

Starting in their second taxable year, all LLCs, LPs, LLPs, and corporations that are organized in
California or qualified to do business in California become subject to the annual Eight Hundred
Dollars ($800) annual minimum franchise tax, until they formally dissolve. Additionally, LLCs,
LPs and LLPs that have gross income of more than Two Hundred Fifty Thousand Dollars
($250,000) in their first year, will continue to be required to pay a gross receipts tax, beginning at
Nine Hundred Dollars ($900) and up to Eleven Thousand Seven Hundred Ninety Dollars
($11,790). Corporations, as well as LPs and LLPs, are not subject to the gross receipts tax.

The FTB plans to review annual reports from the Franchise Tax Board for the next several years
and evaluate whether the new law does indeed increase the number of LLCs, LPs and LLPs that
form in California.

If you have questions or would like further information regarding tax obligations applicable to
California businesses, please do not hesitate to contact us.
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