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SUBJECT: Conmmunity Devel opnent Corporation Contributions Credit

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 hill as
X introduced _ February 25, 1999

X FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED _ February 25,1999, STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BILL

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow a credit for 50% of the anmpbunt contributed to an
eligible comunity devel opnent corporation

The Revenue and Taxation Code provisions relating to the insurance gross prem um
tax credit is not adm nistered by the departnment and, therefore, is not discussed
in this analysis.

SUMVARY OF AMENDMENT

The April 28, 1999, anendnents renmpoved the provisions that would have all owed two
tax credits: (1) for an unspecified ambunt to an owner of a conmunity facility
and (2) for 50% of the anobunt contributed by any taxpayer to an eligible
communi ty devel opnent corporation and inserted the credit provisions discussed in
this analysis. The anendnents resolved sonme of the concerns addressed in the

department’s analysis of the bill as introduced February 25, 1999; however, other
concerns still apply along with concerns raised by the April 28, 1999,
anmendnents. Except for the discussion of effective date, “this bill,” policy and

i npl enent ati on consi derations, and revenue estimate, the departnent’s anal ysis of
the bill as introduced February 25, 1999, still applies.

EFFECTI VE DATE

This bill would apply to taxable or inconme years beginning on or after
January 1, 2000, and before January 1, 2005.
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SPECI FI C FI NDI NGS

This bill would allow a credit for 50% of the anpbunt contributed to an eligible
communi ty devel opnment corporation. The contribution nmust be approved by the
California Tax Credit Allocation Conmittee (committee) and the contribution mnust
be for any of the follow ng:

1. Devel opnent, renovation, or expansion of a conmunity facility (which is a
facility that provides health care, child care, educational, cultural, or
soci al services).

2. OQperation of prograns that primarily benefit | owincone persons (defined as
t hose whose annual househol d i ncone does not exceed 80% of the nedian for al
households in the nmetropolitan area in which they reside, or for all househol ds
in the state if the person lives outside a nmetropolitan area).

This bill would define “eligible community devel opment corporation” in two ways:

1. For a corporation involved with facility support, a nonprofit corporation (as
defined by Internal Revenue Code Section 501(c)(3)) that sponsors, devel ops,
renovates, or expands a community facility that is located in a | owincomne
geogr aphic area (defined as an area in which nore than 50% of the househol ds
earn | ess than 80% of the nmedian for all households in the netropolitan area in
which they reside, or for all households in the state for persons who |ive
outside a netropolitan area) and that primarily benefits | owincome persons.

2. For a corporation involved with program support, a nonprofit organization that
operates prograns that primarily benefit |owinconme persons, as designated by
the U.S. Departnment of Housing and Urban Devel opnent as an eligible Comunity-
Based Devel opnent Organi zation (CBDO), or that is substantially simlar to a
CBDO, as certified by the commttee.

An eligible community devel oprment corporation would not include a nonprofit
corporation established or controlled by a taxpayer seeking a tax credit under
the bill.

This bill would require the conmttee to establish criteria and award credit
certificates to eligible community devel opment corporations. The applications
submitted by eligible conmunity devel opnent corporations nust identify the

t axpayer or taxpayers who will claimthe credit. After being awarded the tax
credit certificate, the eligible community devel opnent corporation nust provide
the certificate to the taxpayer or taxpayers who will claimthe credit, but only

if either of the follow ng occur:

1. In the case of a contribution for facility support, the eligible comunity
devel opnent corporation receives the contribution and construction is
initiated.

2. In the case of a contribution for program support, the eligible comunity
devel opnent corporation receives the contribution

This bill also would require the commttee to give preference to taxpayers who
certify that their aggregate contributions under the bill in the current cal endar
year will exceed their average contributions in the prior three years as

specified.
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Under this bill, the m ni num anount of contribution that would qualify for a
credit woul d be $25,000 and the annual aggregate credit that may be allocated to
one taxpayer would not exceed $250,000. The annual aggregate comunity
investnment tax credit allocated by the commttee could not exceed $50 mllion

This bill would provide that the credit allowed would be in lieu of the portion
of any deduction for the same expense that is equal to the credit amount. Any
credit that exceeds tax liability could be carried forward for a period of 10
years, until exhausted.

This bill would require the Treasurer to report to the Legislature on the
al l ocation of and denmand for credits and the effectiveness of the projects and
prograns. The report would be required by Decenber 31, 2002.

Pol i cy Consi derati ons

This bill raises the follow ng policy considerations:

1. This bill does not limt the anbunt of credit that may be awarded to each
facility. Thus, it is possible that the entire $50 million annual anount
could be awarded to a relatively small nunber of facilities.

2. This bill states that, in establishing criteria for awarding tax credit
certificates, the conmttee shall encourage mnultiyear contribution
comm tments, give preference to taxpayers who certify that their
contributions will exceed their average contributions in prior years, and
establish reporting requirenments. These provisions raise concerns
regardi ng the extent of burden that could be placed on taxpayers. For
i nstance, the requirenent for taxpayers to certify future contributions
in the current year may or may not be binding. Further, the bil
provi des no specifics about the reporting requirements that m ght be
i nposed upon taxpayers or how nultiyear contributions would be
encour aged.

| npl ement ati on Consi derati ons

This bill raises the follow ng inplenentation considerations:

1. In the case of a contribution for facility support, the fact that the
commttee awards a credit certification would not necessarily nean that
the contributing taxpayer may claimthat credit. The issue arises
because the conmttee would not provide the contributing taxpayer with
the certificate, but rather would provide the voucher to the eligible
communi ty devel opment corporation, which then woul d provide the
certificate to the taxpayer only upon the initiation of construction
Thus, the commttee may award credit certificates and the taxpayer may
make the contribution, but the corporation may choose not to initiate
construction inmediately or not at all. This also |eaves unclear whether
contributing taxpayers could claimthe credit in the year other than in
that in which the contribution was made since a certificate could not be
provided in the year of contribution if construction has not begun
Mor eover, since the provision of the bill that disallows a deduction for
anounts contributed for which this credit is allowed applies only to
"expenses paid or incurred for the taxable year,” if the contribution
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were del ayed until a future year when construction is initiated, then the
di sal | owance provision mght not apply and taxpayers woul d be allowed a
charitable contribution deduction in the year of contribution and a full
50% credit in a future year.

The bill | eaves uncl ear what woul d happen to credit certificates awarded
to eligible corporations in one year, but not provided to taxpayers in
that year or future years. Further, this bill |eaves uncl ear whether any

unal | ocated anmount of the $50 mllion limt could be added to the $50
mllion limt in the next year, or would be |ost.

The definition of “lowincome geographic area” refers to adjustnment “from
time to time” by the U S. Census Bureau. It is unclear whether the
reference regarding adjustnent is to the geographic area or the nedian

i ncone.

This bill |eaves unclear whether the $50 million annual aggregate
allocation limtation applies to all three credits (PITL, B&CTL, and
gross premuns tax) collectively or individually, since the provision
states “pursuant to this,” thereby | eaving unclear to what “this” refers.
Further, this bill |eaves uncl ear whether any unallocated credit froma
prior year could be added to the total ampunt allocable for all projects
in the next year.

Subdi vi sion (k) appears to ensure that taxpayers who wi sh to contribute
nore than the $250, 000 annual maxi mum woul d not be precluded from so
doing by the fact that no credit would be allowed for any excess credit.
However, the subdivision is unclear and could be misinterpreted and
shoul d be clarified.

This bill would not require the taxpayer to retain the credit certificate
to denonstrate the taxpayer's eligibility for the credit. Wthout this
certification, it may be difficult for the departnment to verify whether
the taxpayer is allowed the credit and the anmount of the allowable
credit.

Cenerally when credits are allocated by a governnent entity, the credit
provi sions require that government entity provide the departnment with an
annual |ist of taxpayers to whomthe credit was allocated. This bil
woul d not require the commttee to provide an annual list to the
department. Since the credit would be allocated to corporations for
ultimate distribution to taxpayers upon receipt of contributions, it is
uncl ear whether the commttee would ever have sufficient information to
provide a listing to the departnent.

It is unclear how the phrase "controlled by" is intended to be
interpreted in referring to the ineligibility of any community

devel opnent corporation that is established or controlled by a taxpayer
seeking a credit under this section. For this purpose, "control" could
refer to either a tax law definition of control (sonmetines nore than 50%
and other tinmes nore than 80%, or whether a | esser or non-tax |aw
standard is intended (such as m ght exist where three unrel ated
corporations jointly establish a CDC to funnel contributions to).
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Techni cal Consi der ati ons

This bill raises the follow ng technical considerations:

1. This bill provides that the credit would be in |ieu of any other
deduction for which the expenses would be allowed. The reference to
“expenses” shoul d be changed to “contribution” since the bill contains no

provi sions regardi ng expenses incurred by taxpayers. Amendnments 3, 4, 8§,
and 10 woul d correct this reference.

2. This bill defines “lowincone persons or famlies.” However, the bill
uses the term*“l owincone persons.” Amendnent 2 and 7 would renove “or
famlies.”

3. Amendnents 1 and 6 would include the words “an anmount” where needed in
the PITL credit and delete the words “ampunt of” where unnecessary in the
PI TL and B&CTL.

4. This bill would be repealed on January 1, 2005, elimnating the credit
for the 2004 year for fiscal year taxpayers. However, taxpayers who file
on a cal endar basis could claimthe credit for that year. Anendnents 5
and 11 woul d change the repeal date to allow the credit to all taxpayers
equal |y and del ete non-standard | anguage.

5. Arendnment 9 nmkes a grammatical correction, changing “years” to “year.”

FI SCAL | MPACT

Depart nental Costs

If the bill is amended to resolve the inplenmentation considerations
addressed in this analysis, the departnment’s costs are expected to be mnor.

Tax Revenue Esti mate

This bill would provide that up to $50 nmillion of community devel opnent
corporation contribution credits could be allocated each year. Based on
limted data and assunptions discussed below, this bill would result in the

foll owi ng order of magnitude revenue | osses under the PITL and the B&CTL.
Esti mates bel ow do not include any | osses attributable to insurance tax |aw.

Esti mat ed Revenue | npact of AB 1080
As Amended 4/ 28/99
[$ In MIlions]
1999- 00 2000-01 2001- 02 2002- 03
m nor | oss -$3 -$8 -$13

Mnor loss is | ess than $500,000. The bill would be effective with
i ncone/ t axabl e years beginning on or after January 1, 2000.

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis nmeasure.
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Revenue Estimate Di scussion

Credits allocated each year and anpunts applied to reduce tax liabilities
woul d determ ne the revenue inpact of this bill. Based on prior experience
for the | owincome housing credit, revenue | osses fromapplied tax credits
for initial years would be significantly | ess than authorized all ocations.

By projecting annually increasing contributions to eligible comunity
devel opnent corporations, a rate of credit allocation was established for
the initial years of 5% 15% and 25% It is assumed that any credits
all ocated to taxpayers would be applied to reduce tax liabilities in the
year all ocat ed.

These projections assune that tax credits can be allocated to taxpayers

bef ore actual conpletion of projects. As broadly defined in the bill, nore
than 200 community devel opnent corporations exist in the state. These
corporations are tax-exenpt, non-profit corporations, which typically invest
in comunity revitalization to inprove the quality of life for the

comuni ties served. Comunity devel opnment corporations often partner with a
m x of for-profit conpani es and governnment agenci es.

The revenue estimate for this version of the bill differs significantly from
the prior version since one credit was elimnated; the 50%credit for
contributions to an eligible conmunity devel opnment corporation was
extensively rewitten; and the allocation cap was increased from$15 mllion
to $50 mllion.

BOARD POSI TI ON

Pendi ng.
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FRANCH SE TAX BOARD S
PROPOSED AMENDMVENTS TO AB 1080
As Anended April 28, 1999
AVENDIVENT 1

On page 5, anend line 12 as foll ows:

the ampunt—of “net tax,” as defined in Section 17039, an anpunt equal

AVENDMENT 2
On page 6, line 3, strikeout “or famlies”
AVENDMENT 3
On page 7, line 22, strikeout “expenses” and insert:
any contribution
AVENDVENT 4
On page 7, line 24, strikeout “those expenses” and insert:
that contribution
AVENDMENT 5

On page 7, strikeout lines 36 to 38 and insert:
Decenber 1, 2005, and as of that date is repeal ed.

AMENDMENT 6

On page 8, line 3, strikeout “amount of”.

AMENDMENT 7

On page 8, line 34, strikeout “or famlies”



AVENDMENT 8
On page 10, line 13, strikeout “expenses” and insert:

any contribution

AVENDMENT 9
On page 10, line 14, strikeout "years" and insert:
year
AVENDVENT 10
On page 10, line 15, strikeout “those expenses” and insert:
that contribution
AVENDVENT 11

On page 10, strikeout lines 27 to 29 and insert:

Decenber 1, 2005, and as of that date is repeal ed.



