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SUBJECT: Excl usi on/ Educati on Assi stance Pl an Paynments/ Al | ow Excl usion for Paynents

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
introduced/amended

X FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO
REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED/AMENDED STILL APPLIES.
OTHER - See comments bel ow.

SUWARY OF BILL

Under the Personal Incone Tax Law (PITL), this bill would allow an enpl oyee to
exclude fromgross inconme the anpbunt, not to exceed $5, 250 per year, that an
enpl oyer pays or incurs for the enployee taking graduate |evel courses begi nning
on or after January 1, 1998.

SUWMVARY OF ANMENDMENT

The March 17, 1998, anendnents renoved | anguage that woul d have all owed a
tel ecommuting credit and inserted the | anguage discussed in this analysis.

EFFECTI VE DATE

This bill would take effect upon enactnent and would apply to taxable years
begi nning on or after January 1, 1998.

LEG SLATI VE HI STORY

AB 1360 (1997), SB 38 (Stats. 1996, Ch. 954), AB 1905 (1995/96), SB 1936 (Stats.
1994, Ch. 99), AB 274 (Stats. 1990, Ch. 452).

DEPARTMENTS THAT MAY BE AFFECTED:
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SPECI FI C FI NDI NGS

Prior to the August 1996 retroactive extension of the educational assistance
provi sion, federal |aw provided an exclusion fromgross incone, not to exceed

$5, 250 per year, for the anmpunt paid or incurred by an enployer for educationa
assi stance (including tuition, fees, books, supplies, equipnment and other simlar
expenses) to an enpl oyee, for graduate and undergraduate courses taken before
Decenber 31, 1994. The retroactive extension provided an exclusion from gross

i ncome for undergraduate courses taken before July 1, 1997, and for both

under graduat e and graduate courses taken before July 1, 1996. The Taxpayer
Relief Act of 1997 extended the gross incone exclusion only for undergraduate
courses begi nni ng before June 1, 2000.

In Septenber 1996, the state repealed its educational assistance conformty
provi si on and adopted a permanent state provision which foll owed federal |aw and
provi ded that expenses for graduate courses were not excluded from gross incone.
Therefore, current state | awexcludes from gross inconme the anmount, not to exceed
$5, 250 per year, paid or incurred by an enployer for educational assistance
(including tuition, fees, books, supplies, equipnment and other simlar expenses)
to an enpl oyee. For purposes of the exclusion, educational assistance does not

i ncl ude courses taken at the graduate | evel beginning after June 30, 1996.

This bill would allow an enpl oyee to excl ude enpl oyer-paid expenses for graduate
courses taken in taxable years beginning on or after January 1, 1998.

Pol i cy Consi derati ons

This bill would establish an exclusion which would not have a counterpart in
federal |aw, thus increasing nonconformty.

| npl ement ati on Consi derati ons

I npl ementation of this bill would not significantly inpact the departnent.

Techni cal Consi derati on

The existing |law specifies that it applies to expenses relating to courses
begi nning after June 30, 1996. This operative date applied to the last bil
whi ch anmended this section. Anmendnents 1 and 2 are provided at the author’s
request to clarify that rei nbursenent for graduate | evel courses would be

al l owed for courses beginning after June 30, 1998.

FI SCAL | MPACT

Departmental Costs

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

Tax Revenue Esti mate

The revenue | osses fromthis bill are estimated to be:
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BOARD

ly Bill 1747 (Al quist)
d March 17, 1998

Fi scal Year Revenue Loss
$ MIlions
Assunes Enactnent After June30, 1998
Effective Date January 1, 1998
1998-9 1999- 2000 2000-1
($14) ($14) ($14)

This estimate does not account for changes in enploynent, personal incone,
or gross state product which could result fromthis bill.

Tax Revenue Di scussion

The exclusion for enpl oyer-reinbursed educati onal expenses expired for
graduate | evel classes on June 30, 1996. This bill reinstates the exclusion
begi nni ng January 1, 1998.

The estimated revenue inpact of this proposal was derived from federa
estimates of the revenue inpact of the federal provision for educationa

assi stance prograns. First, the federal estimates were prorated to
California |l evel s based on the ratio of California s personal inconme and
average tax rate to federal personal incone and average tax rate (3.4%.
Second, the annual revenue inpact of this exclusion for undergraduate
courses was cal cul ated by analyzing the data for years in which the federa
exclusion applied only to undergraduate classes. Third, the annual revenue
i npact fromthe exclusion for graduate courses was cal cul ated by subtracting
the i mpact of undergraduate courses fromthe total inpact for years in which
the federal exclusion applies to both graduate and undergraduate courses.
This yields an estimted revenue loss to California from extendi ng the
exclusion to graduate courses of $14 million per year. The fiscal year
estimates assune that, rather than adjusting w thhol ding for state purposes,
nost taxpayers would wait until the end of the cal endar year to claimthis
excl usi on.

POSI Tl ON

Pendi ng.
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Colin Stevens

Tel ephone # 845-3036

Att or ney

FRANCHI SE TAX BOARD S
PROPOSED AMENDMVENTS TO AB 1747
As Anended March 17, 1998

AVENDMENT 1
On page 4, line 34, after “(f)”, insert:

(1)

AMENDMENT 2

On page 4, after line 35, insert:

(f)(2) The anmendnents nmade to this section apply to graduate |evel

begi nni ng after June 30, 1998.

Doug Bramhal |

cour ses



