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SUWARY OF BILL

Under the Revenue and Taxation Code, this bill would allow three separatetax
credits for donations to community colleges in California. The credits would be
allowed for: (1) the cost of donated qualified property, (2) the cost of

nodi fications to a qualified facility that is donated to a comunity col |l ege, or
(3) monetary donations to maintain the qualified facility.

Under the Education Code, this bill also would provide |egislative intent and
rules regarding a public-private partnership between community col |l eges and
California businesses as this partnership. This analysis does not address these
provi si ons because they would not inpact the departnment’s prograns and

oper ati ons.

SUWMVARY OF ANMENDMENT

The March 12, 1998, anendnents renoved all the bill’s provisions, which rel ated
to the Single Parent Protection Act of 1998, and replaced themw th the
provi sions discussed in this analysis.
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EFFECTI VE DATE

This bill would be effective January 1, 1999; however, the bill specifies that
t he Revenue and Taxati on Code provisions would apply to taxable or income years
begi nning on or after January 1, 1998, and before January 1, 2002.

SPECI FI C FI NDI NGS

Exi sting federal and state | aws all ow a taxpayer to claima deduction for a
charitable contribution made to a qualified organization under certain
circunstances. “Qualified organizations” include:

the United States, any state, or any political subdivision;

organi zati ons operated for charitable, religious, educational, scientific,
or literary purposes, for the prevention of cruelty to children or aninmals,
or to foster national and international amateur sports conpetitions;

war veterans’ organizations;

donestic fraternal societies; and

certain nonprofit cenmetery conpani es.

A charitable contribution is a gift to, or for the use of, a qualified

organi zation. It may be in the formof noney or property given to a qualified
organi zati on or specific costs or unreinmbursed out-of -pocket expenses incurred by
the taxpayer relating to services perforned by the taxpayer for the qualified

or gani zati on.

Exi sting federal and state | aws i npose general rules on determ ning the allowabl e
charitable contribution deduction. Federal and state | aws al so i npose
limtations on the anpbunt of the deduction depending on the type of property
contributed, the type of organization receiving the contribution and the adjusted
gross incone of the individual donor or the net incone of the corporate donor
State law al so requires an alternative mnimumtax adjustnent for the fair market
val ue of charitable contributions of appreciated property.

Federal |aw under Section 263A of the Internal Revenue Code, provides rules on
the capitalization of all direct costs and certain indirect costs of (1) real
property and tangi bl e personal property produced by the taxpayer and (2)
specified real property and personal property which is acquired for resale.
Direct costs are generally (1) material costs that becone an integral part of the
produced property or which are consunmed during production, (2) |abor costs that
can be identified wth the particular property produced, and (3) acquisition
costs of property acquired for resale. Indirect costs include all costs that are
not direct costs but that directly benefit or are incurred for production or
resale activities, including indirect |abor costs (labor that cannot be
identified with the particular property), officers’ conpensation, pension and

ot her enpl oyee benefit expenses, purchasing costs, handling and storage costs,
rent, taxes, insurance, utilities, repairs and nmaintenance, quality control

bi ddi ng costs, etc.

Exi sting state | aw provi des general rules that apply to the division of credits
when nultiple taxpayers, including partnerships, share in the costs used as the
basis of the credit. These rules apply unless an individual credit specifies
different rules.
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Existing state lawlimts the | owincome housing credit and the research credit
to the tax attributable to the taxpayer’s passive activities. (Two expired
credits, the jobs credit and the orphan drug credit, also were subject to this
limtation.) The purpose of the passive activity loss (PAL) limtationis to
prevent taxpayers fromusing a credit froma passive activity to offset tax
attributable to other income. Credit anpunts in excess of the PAL |imtation may
be carried over to offset tax attributable to passive incone in subsequent years.

Except as specified, existing state | awdoes not allow any tax credit to reduce
regul ar tax below the tentative mninmumtax for purposes of the AMI cal cul ation

This bill would allow three separate tax credits for donations to community
colleges in California. The credits would be allowed for: (1) the cost of
donated qualified property, (2) the cost of nodifications to a qualified facility
that is donated to a conmunity college, or (3) nonetary donations to maintain the
qualified facility. Each credit will be discussed separately, and then the
general rules for all three credits will be discussed.

Property Credit

The property credit would be all owed for donations of tangi ble personal property
that is “state-of-the-art” equipnment (as defined). “Qualified costs” would be
defined as the purchase price of property purchased for donation or an aggregate
of cost of materials, direct |abor, and certain indirect costs (as defined in
federal law) if the taxpayer self-constructs the property. The credit anount
woul d be 10% of qualified costs up to $100, 000 and 20% of qualified costs over
$100, 000, not to exceed $1, 000, 000 of costs.

The property credit nmust be clainmed on the tax return for the year in which the
qualified property is donated to the conmunity college. The community coll ege
woul d be required to provide docunentation to the taxpayer that the donation has
been accepted and that the property qualifies as “state-of-the-art.”

Facility Credit

The facility credit would be allowed for a portion of the qualified costs paid or
incurred for the nodification of a qualified facility that the taxpayer donates
to a coomunity college. “Qualified costs” would be defined as any costs directly
related to the nodification of the facility that nmeets the “qualified purpose” of
the facility. The credit anmount woul d be 10% of qualified costs up to $500, 000
and 20% of qualified costs over $500,000, not to exceed $2 mllion of costs per
facility for each taxpayer.

The facility credit nmust be clainmed on the tax return for the year in which the
qualified facility is placed in service by the community coll ege.

To be qualified, the facility nust be used for the “qualified purpose” of
furthering the students’ education and preparing the students to be productive in
the work environment. Also, the facility nust (1) be approved by the designated
representatives of the community coll ege throughout nodification; (2) be |ocated
on the grounds of the community college or on land in California owed by the
community coll ege; and (3) neet certain standards regarding its use.
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Mai nt enance Credit

The mai ntenance credit would be allowed for anmounts donated to pay for the

mai nt enance and upkeep of a qualified facility. The credit anmount would be 10%
of amounts up to $50, 000 and 20% of anmpunts over $50,000, not to exceed $200, 000
of the amount contributed during the year. The maintenance credit nust be
clainmed on the tax return for the year in which the contribution is made to the
comunity col |l ege.

A “qualified facility” would be any facility for which the taxpayer has clai ned
the facility credit and that is used during the year by community coll ege
students for the qualified purpose expressed in the facility credit.

Mai nt enance and upkeep of a facility would include anounts donated so that the
facility continues to satisfy its qualified purpose and any fees paid to service
techni ci ans for necessary repairs of specialized equipnent in the facility.

General Rules For Al Three Credits

All three credits share the follow ng requirenents:

1. Taxpayers would be required to reduce any deduction for the qualified costs by
t he amount of this credit.

2. The credit would be in lieu of any other credit for the qualified costs.

3. Any portion of the credit not used in the year of donation could be carried
forward for up to seven years.

The general rules regarding the division of credits would apply, and these
credits could not reduce regular tax below the tentative mninmmtax for AMI
purposes. These credits are not included in the Iist of passive activity
credits; therefore, taxpayers who generate these credits from passive activities
woul d be allowed to use the credits to offset tax attributable to non-passive

i ncome.

Pol i cy Consi derati ons

Al t hough the property credit would require taxpayers to reduce by the amount
of credit clainmed any deduction otherwi se allowed for the donated property
this provision would only apply to deductions allowed in the year the credit
was clainmed. |If a taxpayer purchased property prior to the year it was
donated, the taxpayer may receive a deduction under the appropriate

depreci ation or expensing rules in the year(s) prior to the donation.

This bill would allow a credit for nodifications to a facility that began in
a year prior to the bill, but conpleted after January 1, 1998.

| npl ement ati on Consi derati ons

I npl ementing this bill would occur during the departnment’s normal annual
syst em updat e.
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Techni cal Consi derati ons

The bill requires the facility credit to be clained on the tax return for
the year in which the qualified facility is placed in service by the
community college. “Placed in service” is the appropriate termfor a

facility built or acquired, but not for one nodified. Amendments 1 and 5
woul d change the requirenent to reference the year in which the nodification
of the facility is conplete.

For the definition of "qualified taxpayer" and "qualified facility," the

mai nt enance credit references the property credit. The property credit does
not contain a definition for either term Anmendnments 2, 3, 4, 6, 7, and 8
woul d change the reference to the facility credit section

FI SCAL | MPACT

Departmental Costs

This bill would not significantly inpact the departnment’s costs.

Tax Revenue Esti mate

This proposal is estimated to inpact PIT and BC&T revenues as shown in the
following table. It was assumed that both costs incurred for donated
property and actual contributions occur in taxable/income years beginning
after Decenber 31, 1997, and before January 1, 2002.

Fi scal Year Cash Fl ow
Taxabl e Years Begi nning After Decenber 31, 1997
Enact nent Assuned After June 30, 1998
$ MIlions
1998-9 1999-0 2000-01
($8) ($8) (%9)

Thi s anal ysis does not consider the possible changes in enploynment, personal
i ncome, or gross state product that could result fromthis nmeasure.

Revenue Di scussi on

The revenue inpact for this bill would be determ ned by the anount of
donations and the anmount of credits applied agai nst avail able tax
liabilities. This analysis follows the analysis conpleted for AB 1149 (as
anended May 5, 1997), but with a one year | ag.

The cost of nodifying and mai ntaining these buildings was estimated to be
$12 million annually. The value of qualifying donations of equi pnent was
estimated to be $160 million over four years, including $35 mllion in 1998.

This bill would provide credits for the nodification or renovati on,

mai nt enance, and equi ppi ng of high-technol ogy educational facilities in
Community Colleges. It is assuned that no qualifying buildings would be
nodi fied and conpl eted during 1998. This estimte assunmes that $12 mllion
a year would be donated for building nodifications. The anbunt and average
cost of equi pment donations qualifying under this bill was devel oped through
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di scussions with the California Postsecondary Educati on Conm ssion Ofice,
California Community Coll ege Chancellor’s Ofice, and the Foundation Ofice
at Anmerican River College.

This estimate is based on a statewi de total of $160 million in qualifying
equi pnent donations over four years. Taken together, the donations for
nodi fi cations, maintenance, and equi pnent generate approximately $35 million

in credits over four years. The fiscal revenue |oss pattern presented in
the tabl e above incorporates information received fromthe sources descri bed
above concerning the timng of donations. It was assuned that 75% of

al l owabl e credits would be applied in any given year and the remaini ng woul d
be carried over and exhausted by the third year.

POSI Tl ON

At its March 26, 1998, neeting, the Franchise Tax Board voted 2-0 to support this

bill,

with Robin J. Dezenmber, on behalf of Menber Craig L. Brown, abstaining.
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FRANCHI SE TAX BOARD S
PROPOSED AMENDMENTS TO AB 1662
As Anended March 12, 1998

AMENDMENT 1

On page 5, nodify lines 36 through 38 as foll ows:

(4) The credit allowed by this section shall beclainmed on the return for

the taxabl e year in which the gqualified facitity s placedinserviece by the
community—college nodification of the facility is conplete

AMENDMENT 2

On page 7, line 38, strikeout "17059.2" and insert:

17059. 4
AVENDMENT 3
On page 8, line 5, strikeout "17059.2" and insert:
17059. 4
ANVENDMVENT 4
On page 8, line 8, strikeout "17059.2" and insert:
17059. 4

AVENDMVENT 5
On page 11, nodify lines 1 through 3 as foll ows:

(4) The credit allowed by this section shall be clainmed on the return for

the incone year in which the guabifiedfacitity s placedin-service by the
community—college nodification of the facility is conplete
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AVENDMENT 6
On page 13, line 5, strikeout "23659.2" and insert:
23659. 4
AVENDMENT 7
On page 13, line 10, strikeout "23659.2" and insert:
23659. 4

AVMENDMENT 8
On page 13, line 13, strikeout "23659.2" and insert:

23659. 4



