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SUBJECT: Excl usion/ Arnmed Forces Hazardous Duty Pay Area Conpensation/ Yugosl avi a

SUMVARY OF BILL

Under this bill, Yugoslavia (Serbia/ Mntenegro) would be added, as of an unspecified
date in March 1999, to the definition of a qualified hazardous duty area for state

i ncone tax purposes, thereby providing conbat zone tax relief to nenbers of the arned
forces performng services in Yugosl avia.

SUMVARY OF AMENDMENT

The April 14, 1999, amendnents renove the provisions of the bill as introduced
March 11, 1999, and insert the provisions discussed in this anal ysis.

EFFECTI VE DATE

This bill would take effect immediately and woul d apply as of an unspecified date in
March, 1999. However, since the President has signed an Executive O der designating the
Federal Republic of Yugoslavia, A bania, the Adriatic Sea and the lonian Sea north of
the 39'" parall el as a conbat zone, the changes contenplated by this bill are already in
ef fect.

LEG SLATI VE H STORY

AB 1636 (Stats. 1996, Ch. 723) confornmed to federal |aw providing conbat zone tax
relief to nenbers of the arned forces in a “qualified hazardous duty area”
(Bosni a- Her zegovi na, Croatia and Macedoni a) and conbat zone tax postponenents to
i ndividuals outside the United States perform ng services as part of Operation
Joi nt Endeavor (Public Law 104-117).

BACKGROUND

Both federal and California |laws provide tax relief to nenbers of the arned
forces perform ng services in a conbat zone and certain individuals serving in
support of these nenbers.

Service is performed in a “conbat zone” only if perforned on or after the date
desi gnated by the President by executive order as the date of the comrenci ng of
conbatant activities in that zone.

On April 13, 1999, President Cinton signed an Executive Oder (E O 13119)

desi gnating the Federal Republic of Yugoslavia (Serbial/Mntenegro), Al bania, the
Adriatic Sea and the lonian Sea north of the 39'" parallel as a combat zone.

The order designated March 24, 1999, as the date of commencenent of conbatant
activities in the zone.
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On April 19, 1999, federal |aw was enacted to provi de conbat zone tax relief to
menbers of the armed forces in a “qualified hazardous duty area” (Federa

Republ i c of Yugosl avia [ Serbi a/ Montenegro], Al bania, the Adriatic Sea, and the
northern lonian Sea [above the 39'" parallel]) and conbat zone tax postponenents
to individuals outside the United States perform ng services as part of Operation
Al lied Force, effective March 24, 1999 (Public Law 106-21).

SPECI FI C FI NDI NGS

State and federal |aws provide various tax benefits for nenbers of the arned
forces serving in a conbat zone and for their spouses in the event the nmenber in
the arnmed forces dies or is mssing in action. The provisions applicable to this
bill will be discussed separately.

A, EXCLUSI ON FOR COVBAT PAY

Federal |aw and state |laws exclude fromincone conpensation received for active
service by enlisted personnel in the U S. Armed Forces for any nmonth during which
the nmenber served in a conbat zone or was hospitalized as a result of wounds,

di sease or injury incurred while serving in the conbat zone. Conbat zone
conmpensation for conm ssioned officers is simlarly excluded, to the maxi num
mont hl y anmount all owed to enlisted personnel

Service is performed in a “conbat zone” only if perforned on or after the date
desi gnated by the President by Executive Order as the date of the commrencing of
conbatant activities in that zone.

B. WTHHCOLDI NG

Federal |aw provides that for wage w thhol di ng purposes, conpensation excl uded
fromgross incone as a result of service in a conbat zone is excluded from wages
subject to wi thhol ding of incone tax.

California wage withholding is adm nistered by the Enpl oynment Devel opnent
Departnent and is governed by the provisions of the Unenpl oynment |nsurance Code
(U C and federal |aw. The U C provides that the term “wages” does not include
remuneration paid to an enployee to the extent not included in “gross incone,” as
defined under the rel evant provisions of the Personal |ncone Tax Law. Thus, if
conpensation received for active service by personnel in the U S Arned Forces is
excl uded fromincone for inconme tax purposes, no w thholding on the excluded
anmount will be required under the U C

C. OTHER COMBAT ZONE PROVI SI ONS

1. | NCOMVE TAX EXEMPTI ON ON DEATH

Federal and state |laws exenpt fromtaxation all otherw se taxable incone of: (a)
active nenbers of the U.S. Arnmed Forces who die while serving in a conbat zone or
as a result of wounds, disease, or injury incurred while serving in a conbat
zone; (b) certain individuals in mssing status; and (c) mlitary or civilian
enpl oyees of the U S. who die as a result of wounds or injury incurred outside
the U S in terroristic or mlitary action
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The above-descri bed exenption applies for the taxable year in which the date of
death falls and every precedi ng taxable year including the year the nmenber first
served in a conbat zone, or in the event the nenber dies as a result of mlitary
or terroristic action, the forgiveness applies to the year injuries were incurred
and the precedi ng taxabl e year.

2.  SURVI VI NG SPOUSE TAX RATE WHERE DECEASED SPOUSE WAS I N M SSI NG STATUS

Federal and state |laws provide several special rules relating to a surviving
spouse and permt the surviving spouse, under certain conditions, to continue to
file ajoint return for the two years inmedi ately followi ng the tax year in which
the mlitary spouse died.

When an individual in mssing status (MA or PON is officially declared dead and
is renmoved fromthe mssing status rolls, surviving spouse status does not depend
on the actual date of death. The relevant date is the date of the official
determ nation or, if earlier, the date that is two years after the date of
official term nation of combatant activities in that zone. |If a later actua
death i s established, that date will control

3. TIME FOR PERFORM NG CERTAI N ACTS POSTPONED BY REASON OF SERVI CE | N COVBAT
ZONES

Federal and state |laws extend the tine for performng certain acts by reason of
service in a conbat zone by the period of service in the conbat zone plus 180
days thereafter. That entire tinme period is disregarded in determ ning the
anmount of any credit or refund and whether various acts were tinmely. These acts
include the filing or paynent of any return of income, estate, or gift tax,
filing a petition with the Tax Court for redeterm nation of a deficiency, or the
review of a prior decision, allowance of or a suit for a credit or refund of any
tax, assessnent of any tax, notice and demand for the paynent of any tax,
collection of the amount of any liability with respect to any tax, bringing suit
by the United States for any liability with respect to any tax, and any other act
required or permtted as specified in regul ations.

In addition, this provision specifies that the rules for earning interest on
refunds still apply when the amount of interest to which an individual is
entitled is calculated. This section also applies to the individual’'s spouse.
Certain exceptions are provided for when tax is in jeopardy or for bankruptcy,
receivership or certain transferred assets.

By action of federal and state |law, the conbat zone postponenent is extended to
i ndividuals perform ng services as a part of Operation Joint Endeavor outside the
United States whil e deployed fromthe individual’s permanent duty station
(Operation Joint Endeavor is a mlitary operation directed toward circunstances
in Bosnia and Herzegovina, Croatia, and Macedoni a).

In addition to conformng to these federal postponenent provisions, California

| aw contai ns an additional provision that specifies that an individual serving in
the arned forces of the United States outside of the United States, even if not
in a conbat zone, is granted an automatic extension for filing a return and
payi ng tax (except withheld inconme tax) until 180 days after returning to the
United States. This unique California provision also applies to the individual’s
spouse.
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Al so, under this California provision, the period for performng the foll ow ng
acts is automatically extended for 180 days after the return to the United States
of an individual serving in the armed forces outside of the United States:

Filing a protest to a notice of proposed assessnent issued by the Franchise Tax
Board (FTB);

Appealing the FTB's action on a protest to the State Board of Equalization
Filing a claimfor credit or refund;
Appealing the FTB's denial of a claimfor credit or refund; and

Filing an appeal if the FTB fails to act within six nonths of filing a claim
for credit or refund.

4. JO NT RETURN WHERE I NDIVIDUAL I'S I N M SSI NG STATUS

Federal |aw provides that a spouse of an individual in a mssing status as a
result of service in a conbat zone may elect to file a joint return until two
years after the term nation of the conbat zone designation

California has not adopted this provision. Instead, California law, in general,
requires that an individual use the sane filing status that was used in the
federal income tax return filed for the sanme taxable year. An exception to this
rule is provided when either spouse was an active nenber of the arned forces, in
whi ch case they may file separate returns for California even though filing
jointly on the federal return for the sane taxable year. |If separate federa
returns are filed, a joint California return may not be fil ed.

Since the President has declared a conbat zone in Yugoslavia, Albania and the
ai rspace above and waters adjacent, the provisions described above apply on and
after March 24, 1999.

VWhile this bill would, for California purposes, declare Yugoslavia a qualified
hazardous duty area as of an unspecified date in March, the changes contenpl at ed
by this bill are already in effect.

| npl enent ati on Consi derati ons

I mpl ementing this bill would not inpact the departnment’s prograns and
oper ati ons.

FI SCAL | MPACT

Depart nental Costs

This bill would not result in costs to the departnent.

Tax Revenue Esti mate

Revenue | osses associated with this bill are considered baseline since the
changes are automatically in force with the Presidential action

Information is not currently available to determ ne baseline revenue | osses.
However, it is projected to be mnor (less than $250, 000).

BOARD PCSI TI ON

Pendi ng.



