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SUBJECT

Voters Fair Elections Fund
SUMMARY

This bill would, upon voter approval in 2010, establish the California Fair Elections Act of 2008.
This bill would also establish the Fair Elections Fund and place the Voters Fair Elections Fund as
a voluntary contribution fund on the personal income tax (PIT) return.

PURPOSE OF BILL

According to the author’s office, the purpose of this bill is to provide campaign finance reform for
California statewide elections for the office of the Secretary of State (SOS).

EFFECTIVE/OPERATIVE DATE

Because certain the provisions of the bill would be required to be approved by California voters at
the June 8, 2010, statewide primary election, the effective date of the bill would be the day after
approval by the voters. The bill's provisions relating to the voluntary contribution fund on the tax
returns would be operative for tax returns filed on or after January 1, 2011, for the 2010 taxable
year.

ANALYSIS
STATE LAW

Under the Political Reform Act (PRA), existing law limits the amount of campaign contributions
that a person or group can make to a candidate for state office. Public officers are prohibited
from spending public money to campaign for office. The PRA can be amended by statutes
passed with a two-thirds vote in each house of the Legislature, or can be amended if approved by
voters in a general election.

Franchise Tax Board’s Political Reform Audit Program staff conducts audits of various state and
local political entities to determine their compliance with the disclosure and record keeping
requirements of the Political Reform Act.

Current state tax law allows taxpayers to make contributions of their own funds (not tax liability)
on their PIT returns to any of the 11 voluntary contribution funds (VCFs) listed on the return.
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With the following exceptions, VCFs remain on the PIT return until they are either repealed or falil
to meet their minimum contribution amount.

» Except for the California Seniors Special Fund, which has no sunset date, each VCF has a
specific sunset date.

» Except for the California Seniors Special Fund, the California Firefighters Memorial Fund,
and the California Peace Officer Foundation Memorial Fund, each VCF must meet an initial
minimum contribution amount of $250,000.

» Except for the California Fund for Senior Citizens, the required minimum contribution amount
is adjusted annually for inflation for each VCF.

The annual inflation adjustment is based on the percentage change in the California Consumer
Price Index. The Franchise Tax Board (FTB) is required to make the following two
determinations for each VCF by September 1 of each calendar year:

1. The minimum contribution amount for the next calendar year for the VCF to remain on the
PIT return for that calendar year, and

2. Whether estimated contributions to the VCF during the current calendar year will be less
than the minimum contribution amount for that calendar year.

FTB is also required to notify the sponsors of certain specified funds in writing of the minimum
contribution amount required for the next calendar year.

If FTB estimates that a VCF will fail to meet or exceed the minimum contribution amount for a
calendar year that VCF is repealed with respect to taxable years beginning on or after January 1
of that calendar year.

General voluntary contribution provisions specify the following for all VCFs:

e Any contribution amounts designated prior to a fund’s repeal must continue to be
transferred and disbursed to that voluntary contribution fund.

e If the designee is unspecified, the contribution amount is transferred to the General Fund
after reimbursing costs incurred by the FTB.

e If anindividual designates contributions to more than one fund, and the actual amount
available is less than the total amount contributed, the contribution would be allocated on a
pro rata basis to the designated funds.

The general provisions also provide a formal queuing process for adding new contingent
voluntary contribution funds to the tax return. New contingent funds are defined as funds that
include language specifying that the fund may not be added to the return until another fund is
removed. Upon enactment, new contingent funds are only added to the tax return when an
existing fund is removed or when FTB determines space exists on the income tax return
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THIS BILL

This bill would repeal a provision of state law that prohibits public officers and candidates from
expending public funds for the purpose of seeking public office. This bill would establish the
California Fair Elections Act of 2008 as a pilot project for a voluntary system of public financing
political campaigns for SOS.

This bill would provide public financing under specified circumstances to candidates for the office
of SOS that, with exceptions for small contributions, promise not to raise funds privately.
Candidates who do not want to adhere to these requirements would continue to be subject to
existing contribution limits.

This bil. would create the Fair Elections Fund (FEF) and starting January 1, 2011, after approval
by the voters, would transfer an annual amount, subject to a future appropriation by the
Legislature, from the General Fund to the FEF. These funds would be used for the purpose of
public financing of campaigns and to fund the administrative and enforcement costs of the act.

The bill would set requirements for candidates and political parties relating to fund raising and
expenditures of funds. Candidates would be required to participate in at least one debate during
primary elections,

The provisions governing the funds and campaign financing would be in effect until January 1,
2019, and as of that date would be repealed unless a later enacted statute that is enacted before
January 1, 2019, deletes or extends that date.

This bill would establish the Voters Fair Elections Fund (Fund) as a voluntary contribution fund.
Taxpayers would be able to designate their own funds in excess of tax liability, for contribution to
the Fund on their PIT returns in full dollar amounts of $1 or more. Each signatory on a joint return
may make the contributions individually. The designations for any taxable year must be made on
the original return for the taxable year and, once made, are irrevocable. A deduction, subject to
the itemized deduction rules applicable to individuals, would be allowed for a contribution made
pursuant to this bill.

This bill would specify that if the taxpayer’s payments and credits reported on the PIT return fail to
exceed the tax liability, the designation on the return would be treated as if no designation has
been made.

This bill would require FTB, when another voluntary contribution fund is removed from the return,
to revise the tax return to include a designation space for the Fund. The bill would also require
revisions to the instructions specifying that the contribution may be in the amount of $1 which
would be used to provide public funding for the campaigns of qualified candidates for Secretary of
State who agree to take no private moneys for their campaigns.
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FTB would be required to notify the Controller of both the amount of moneys paid by taxpayers in
excess of their tax liability and the amount of refund moneys which taxpayers have designated to
be transferred to the Fund. The Controller would be required to transfer from the PIT fund to the
Voters Fair Election Fund an amount not in excess of the sum of the amounts designated by the
individuals for payment into that fund. Upon appropriation by the Legislature, the monies from
this fund would be allocated as follows:

1. Tothe FTB and the Controller for reimbursement of costs incurred in administering the
Fund.

2. To the Fair Election Fund established under the Government Code.

Beginning with contributions made in the second calendar year the fund appears on the return,
this bill would require the Fund to meet a minimum contribution amount for each calendar year.
The “minimum contribution amount for a calendar year” is defined as $250,000 for the second
calendar year after the fund appears on the return or an amount adjusted for inflation for
contributions made in subsequent years. The law authorizing designations to this fund would be
repealed if contributions made under this bill fail to meet the minimum contribution amount.

This bill would require FTB to do the following by September 1 of the second calendar year the
fund appears on the return and by September 1 of each subsequent calendar year that the Fund
appears on the tax return:

= Determine the minimum contribution amount required to be received during the next
calendar year for the fund to remain on the return.

=  Provide written notice to the Fair Political Practices Commission of the minimum
contribution amount required for the next calendar year.

= Determine if the amount of contributions estimated to be received during the current
calendar year will equal or exceed the minimum contribution amount required for that
calendar year.

Beginning with the third calendar year that the fund appears on the return, FTB would be required
to adjust the minimum contribution amount as indexed for inflation by September 1 of each
calendar year.

If the Fund first appeared on the PIT return for the 2010 taxable year, it would remain on the PIT
return until January 1, 2015, in this case the PIT return for the 2014 taxable year, unless a later
enacted statute deletes or extends that date, and provided that it meets the annual minimum
contribution requirement.

PROGRAM BACKGROUND

The entities audited by FTB are randomly selected by the FPPC at public drawings. The audits
are conducted in accordance with generally accepted auditing procedures and include
interviewing committee staff, preparing bank reconciliation's, evaluating internal control, and
examining documentation of receipts and expenditures, including third party information.
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At the conclusion of an audit, each entity receives an audit report containing FTB’s opinion of its
compliance with the PRA and a description of any material issues. Examples of material issues
are personal use of campaign funds, inadequate disclosure of information regarding contributions
and expenditures, missing disclosure reports, and failure to maintain required records.

Eleven voluntary contribution funds appeared on the 2007 California personal income tax return.
Total contributions to these funds have varied from approximately $3.4 million for the 1989
taxable year to approximately $4.2 million* for the 2006 taxable year.

LEGISLATIVE HISTORY

AB 1812 (Arambula, Stats. 2008, Ch. 160) extends the repeal date on the California Firefighters
Memorial Fund and the California Peace Officer Memorial Fund.

AB 1935 (Fuller, 2008) would add the California Ovarian Cancer Research Fund for taxpayers to
designate a contribution on the PIT return. AB 1935 went to enrollment August 7, 2008.

AB 2291 (Mendoza, 2008) would add the Municipal Shelter Spay-Neuter Fund for taxpayers to
designate a contribution on the PIT return. AB 2291 went to enroliment August 19, 2008.

AB 2518 (Torrico, 2008) would add the Northern California Cancer Research Fund for taxpayers
to designate a contribution on the PIT return. AB 2518 was sent to enrollment on
August 31, 2008.

SB 1249 (Alquist, Stats. 2006, Ch. 645) added general provisions for all existing VCFs by
changing the application of the minimum contribution amounts for specified funds and the related
requirements for FTB to calculate the required minimum contribution amounts and notify funds of
such amounts.

SB 1502 (Steinberg, 2008) would add the ALS/Lou Gehrig’'s Disease Research Fund to the
personal income tax return as a voluntary contribution fund. This bill was sent to enrollment on
August 26, 2008.

OTHER STATES’ INFORMATION

lllinois, Massachusetts, Michigan, Minnesota, and New York allow for taxpayers to make
charitable contribution designations on the personal income tax returns.

Of these states, lllinois, Massachusetts, and Michigan provide a Military Family Relief
Fund designation on their personal income tax returns.

lllinois and Michigan requires a minimum contribution amount of $100,000 for certain
funds, and have various repeal dates.

Massachusetts, Minnesota, and New York do not require a minimum contribution amount,
and do not specify repeal dates.

! Amount contributed through December 27, 2007.
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The laws of these states were reviewed because their tax laws are similar to California’s
income tax laws.

FISCAL IMPACT

Implementing this bill would not significantly impact the department costs
ECONOMIC IMPACT

Tax Revenue Estimate:

Based on data and assumptions discussed below, the PIT and Corporation Tax revenue loss
from this bill would be as follows:

Estimated Revenue Impact of AB 583
Effective On Or After January 1, 2009
Assumed Operative After June 8, 2010

Clean and Fair 2008-09 2009-10 2010-11 2011-12

Elections Fund No impact No impact No impact -$15,000

This estimate does not consider the possible changes in employment, personal income, or gross
state product that could result from this bill.

Revenue Discussion:

The revenue impact of this bill would be determined by the amount of contributions to the Voters
Clean and Fair Elections Fund and the subsequent itemized deduction of such charitable
contributions.

For this estimate, the following assumptions are made:
1. The fund would be added to the 2010 return,
2. The minimum contribution amount ($250,000) would be achieved each year, and
3. An itemized deduction would be allowed and claimed for each contribution.

By applying an average marginal tax rate of 6%, the estimated revenue loss of this bill would be
$15,000 annually ($250,000 x 6% = $15,000). Because contributions reported on the 2010 tax
return are actually made during the 2011 calendar year, the revenue impact would not occur until
fiscal year 2011/2012.

Appointments

None.
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Support/Opposition

According to the Senate Committee on Elections, Reapportionment, and Constitutional
Amendments analysis of June 18, 2008, the following was reported:

Support: California Church IMPACT
California National Organization for Women (CA NOW)
California Nurses Association
CALPIRG
Common Cause
Consumer Federation of California
Consumer for Auto Reliability and Safety (CARS)
Equal Justice Society
Gray Panthers California
League of Women Voters of California (LWV)
Mexican America Legal Defense and Educational Fund (MALDEF)
Planning and Conservation League
Secretary of State
Sierra Club California
William C. Velasquez Institute
Wild Dog Productions
Numerous Individuals

Opposition: California Family Council (CFC)
VOTES

Assembly Floor — Ayes: 45, Noes: 34
Senate Floor — Ayes: 21, Noes: 18
Concurrence — Ayes: 42, Noes: 32

LEGISLATIVE STAFF CONTACT

Deborah Barrett Patrice Gau-Johnson for
Franchise Tax Board Brian Putler

(916) 845-4301 Franchise Tax Board
deborah.barrett@ftb.ca.gov (916) 845-5521

Patrice.Gau-Johnson @ftb.ca.gov
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