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SUMMARY 
 
This bill would do the following: 
 

• Allow taxpayers to direct an amount in excess of their liability to a Scholarshare Qualified 
Tuition Program (SQTP) account, and 

• Require the Franchise Tax Board (FTB) to revise the tax forms to allow a taxpayer to open 
an SQTP account on the form.  

 
RECOMMENDATION 
 
No position. 
 
PURPOSE OF THE BILL 
 
According to the author’s office, the purpose of this bill is to encourage taxpayers to save for 
future educational expenses for themselves or their designated beneficiary. 
 
EFFECTIVE/OPERATIVE DATE 
 
This bill would be effective on January 1, 2013, and operative for designations made on tax 
returns required to be filed on and after that date. 
 
ANALYSIS 
 
FEDERAL/STATE LAW 

Federal law allows taxpayers three direct deposit options: 

• Split the refund with direct deposits into two or three checking and/or savings accounts, 
including an IRC section 529 college savings account, or 

• Direct deposit the refund into one checking or savings account, including an IRC section 
529 college savings account, or 

• Use the refund to purchase up to $5,000 in U.S. Series I Savings Bonds.   
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State law allows taxpayers two direct deposit options: 

• Split the refund with direct deposits into two checking and/or savings accounts, including 
an IRC section 529 college savings account, or 

• Direct deposit the refund into one checking or savings account, including an IRC section 
529 college savings account. 

 
Existing state law prohibits the disclosure of any taxpayer return information, except as 
specifically authorized by the taxpayer or by statute.  Generally, disclosure is authorized to other 
state tax agencies, federal tax agencies, and the Multistate Tax Commission for tax 
administration purposes only.  Unauthorized disclosure of state tax returns and return information 
is a misdemeanor and improper disclosure of federal tax returns and return information is a 
felony. 
 
Return information is defined to include, among other things, any data received by, recorded by, 
prepared by, furnished to, or collected by the FTB. 
 
THIS BILL 
 
This bill would allow taxpayers to designate on their personal income tax return an amount in 
excess of tax liability to be deposited into an SQTP, as defined.  The designation would only be 
allowed in full dollar amounts in excess of $1 and would be limited to one SQTP account per 
return. 
 
This bill would specify that if the payments on a tax return are not enough to cover both the tax 
liability and the amount designated for the SQTP, the tax return would be treated as though the 
designation had not been made. 

 
This bill would provide that if a taxpayer makes a contribution to a voluntary contribution fund, and 
designates an amount to a SQTP, and the amount in excess of tax liability is less than the total 
amount designated, the amount in excess of the tax liability would be allocated among the 
designees on a pro rata basis. 
 
Additionally, this bill would require the FTB to revise the tax forms and instructions at the direction 
of the Scholarshare Investment Board to allow a taxpayer to open an SQTP account. 
 
IMPLEMENTATION CONSIDERATIONS 
 
The department has identified the following implementation concerns.  Department staff is 
available to work with the author’s office to resolve these and other concerns that may be 
identified. 
 
The bill lacks administrative details necessary to implement the bill and determine its impacts to 
the department’s systems, forms, and processes.  The bill is silent on what information would be 
provided by the Scholarshare Investment Board that the department would need to include in tax 
forms and instructions to allow taxpayers to open an SQTP account. 
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The bill would require a “taxpayer return form, for returns required to be filed pursuant to Article 1 
(commencing with Section 18501) of Chapter 2 of Part 10.2 of Division 2,” to be revised to include 
the ability to open an SQPT account.  Because this section includes fiduciary and trust accounts 
that would be included in this bill’s provisions, it is recommended that the language be amended 
to refer to ”state individual income tax returns” to clearly state which forms that the author intends 
to be revised. 
 
Although the FTB approves the versions of income tax return forms used by tax preparation 
software companies, the FTB lacks authority to dictate to software vendors that their software 
contains options to provide certain information relating to opening an SQPT account.  
Accordingly, the FTB is unable to ensure that tax preparation software would incorporate the 
changes to the tax returns that this bill would require. 
 
Allowing taxpayers to designate return payments to an SQTP would replace the priority of the 
current refund offset program that remits overpayments to other state and local agencies for 
delinquent debts owed by the taxpayer.  If this is contrary to the author’s intent, this bill should be 
amended.  
 
Providing confidential taxpayer information to the SQTP for purposes other than tax 
administration would be a violation of disclosure laws contained within the Revenue and Taxation 
Code.  The author may wish to consider amending this bill to specify that information necessary 
to open an account would be reported on a separate schedule rather than collected through the 
tax return.  The schedule could be electronically sent to the SQTP without violating disclosure 
laws.  Additionally, the SQTP would need to be able to open an account immediately for the 
deposit, which would be issued at the same time as the information to open the account.  
 
TECHNICAL CONSIDERATIONS 
 
The language in the bill has both “Scholarshare” and “Scholar share”; it is recommended that the 
bill be amended to use the term “Scholarshare”. 
 
LEGISLATIVE HISTORY 
 
AB 1175 (Fletcher and Perea, 2011/2012) would require the FTB to revise the personal income 
tax instructions to inform a taxpayer that they can request a direct deposit of a refund into an 
existing SQTP account.  This bill is in the Senate Governance and Finance Committee.  
 
SB 323 (Oropeza, 2009/2010) would have required the FTB to revise the tax return to include a 
separate space for a taxpayer to designate a direct deposit to an IRC section 529 college savings 
plan.  This bill was held in the Assembly Appropriations Committee Suspense File. 
 
SB 918 (Oropeza, 2007/2008) would have allowed taxpayers to direct any amount in excess of 
their tax liability to a Qualified Tuition Program (QTP) account.  This bill was held in the Assembly 
Appropriations Committee Suspense File. 
 
AB 2437 (Baca, 2005/2006) would have allowed taxpayers to designate a minimum amount of 
$250 to be deposited to the credit of the taxpayer’s QTP.  This bill failed to pass out of the 
Assembly Revenue & Taxation Committee. 
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OTHER STATES’ INFORMATION 
 
Florida, Illinois, Massachusetts, Michigan, Minnesota, and New York laws do not provide a 
designation comparable to the designation allowed by this bill.  The laws of these states were 
reviewed because their tax laws are similar to California’s income tax laws. 
 
Florida has only a corporation income tax (no personal income tax) and does not offer 
designations of direct deposits for corporate tax refunds. 
 
Illinois, Massachusetts, Michigan, Minnesota, and New York allow designations, but none 
specifically for QTPs. 
 
FISCAL IMPACT 
 
This bill would require significant processing changes.  As the bill continues to move through the 
legislative process and implementation concerns are resolved, costs will be identified and an 
appropriation will be requested, if necessary. 
 
ECONOMIC IMPACT 
 
This bill would not impact the state’s income tax revenue.  
 
SUPPORT/OPPOSITION1 
 
Support:  None provided. 
 
Opposition:  None provided.  
 
ARGUMENTS 
 
Pro: This bill could increase awareness and participation in the SQTP. 
 
Con: This bill could provide an advantage to the SQTP rather than other saving vehicles, such as 
mutual funds, Individual Retirement Accounts, or QTPs, by providing for an SQTP account to be 
opened on a tax return.  
 
LEGISLATIVE STAFF CONTACT 
 

Janet Jennings  Patrice Gau-Johnson  

Legislative Analyst, FTB Asst. Legislative Director, FTB 
(916) 845-3495 (916) 845-5521 
janet.jennings@ftb.ca.gov patrice.gau-johnsont@ftb.ca.gov 
 

                                            
1 As reported on the Legislative Counsel’s Web site at< http://www.leginfo.ca.gov/cgi-bin/postquery> 
[as of March 7, 2011] 
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