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SUBJECT: Teacher's C assroom Supplies Deduction

SUMVARY

Under the Personal Incone Tax Law (PITL), this bill would allow a deduction for
100% of costs paid or incurred by a teacher for classroom supplies used in
teaching grades K-12 at any school in this state.

EFFECTI VE DATE

This bill would apply to taxable years beginning on or after January 1, 1999.

LEG SLATI VE H STORY

AB 336 (1997/1998); AB 1401 (93/94); AB 2365 (89/90)

SPECI FI C FI NDI NGS

Current federal and state |laws do not specifically allow a tax deduction for

cl assroom expenses paid or incurred by a teacher. However, an individual may
deduct unrei mbursed expenses for materials donated directly to a school or schoo
district as a charitable contribution, if they retain no control over how the
materials are used. In addition, enployees (including teachers) nmay claima

m scel | aneous deduction for ordinary and necessary enpl oyee busi ness expenses to
the extent that the aggregate of these deducti ons exceeds 2% of their adjusted
gross income (AQ).

This bill would all ow a deduction equal to costs paid or incurred by a teacher,
for classroom supplies used in connection with teaching grades K-12 at any
California school, public or private.

This bill would provide that the 2% fl oor on mscellaneous item zed deducti ons
woul d not apply to this deducti on.

Pol i cy Consi derations

Thi s deduction woul d add an additi onal adjustnent between California and
federal tax law, increasing the conplexity of filing taxes for a taxpayer.

| npl enent ati on Consi derati ons

The follow ng inplenmentation concerns have been identified. Departmnent
staff is available to assist in resolving these and any other issues that
may be identified.

Board Position: Department Director Date
S NA — NP
SA 0] _ _NAR
N OUA __X___ PENDING Gerald Goldberg 3/9/1999

C\WINDOWS\TEMP\ABX 13 01-19-99 BA9F.DOC
LSB TEMPLATE (rev. 6-98) 03/18/99 10:27 AM



Assenbly Bill 13X  (Runner)
I ntroduced January 19, 1999

Page 2

It is unclear if this deduction would apply to both credential ed and
noncr edenti al ed teachers, such as student teachers and adm ni strators.

It also is unclear if both full-tine and part-tinme teachers may claimthe
deducti on.

The bill does not Ilimt the deduction to costs which are unreinbursed.
Accordi ngly, a teacher could expend personal funds, be reinbursed by his
or her school and claima deduction

"Supplies" is not defined. Additionally, this bill does not specify how
| ong the supplies nmust be “used in connection with” the educational
institution. Thus, a teacher could purchase a conmputer and use it in the
cl assroom for only a short period (a day, a week, a senester), claimthe
deducti on and cease to use the equipnment at the institution

This bill would apply to public and private schools, including vocational
and techni cal schools. However, it is unclear if the author intended
that hone schools al so would qualify.

Revenue and Taxation Code (R&TC) section 17056 conforns to Internal
Revenue Code Section 67, except as provided, regarding the 2% fl oor on
m scel | aneous deductions. To prevent confusion and maintain the current
formand schene of existing state law, the author may wish to nodify
Section 17056 to exclude this deduction fromthe 2% fl oor.

FI SCAL | MPACT

Departnental Costs

If the bill is anmended to resolve the inplenmentation concerns, the
department’s costs shoul d be m ni mal

Tax Revenue Esti mate

Based on the data and assunptions di scussed bel ow, the revenue | osses from
this bill are estinated to be as foll ows:

Esti mat ed Revenue I npact of AB 13X
As Introduced January 19, 1999
Taxabl e Years Assuned After 12/31/98 and

Enact nent After 6/30/99
(In $M11ions)

Fi scal Years 1999/ 2000 2000/ 2001 2001/ 2002
Revenue | npact (3) (3) (3)
( Rounded)
The estimates above assune this bill would apply to unreinbursed expenses

only. Any possible changes in enploynent, personal incone, or gross state
product that mght result fromthis bill are not taken into account.
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Tax Revenue Di scussi on

Revenue | osses woul d depend on the anmount of additional qualifying expenses
claimed as m scel |l aneous item zed deductions (without 2%Ilimt) and the
margi nal tax rates of clainmants.

According to California Departnment of Education, the nunber of teachers (full-
time equivalent) for grades K-12 was nearly 256,000 in California public
school s and nore than 41,000 for private schools (with six or nore students)
during the school year 1997/98. This total nunber (297,000) was expanded 2%
annually to project the nunber of teachers in 1999 and subsequent years.

Under current |aw, teachers may deduct their unreinbursed class supplies
expenses as m scel | aneous deductions (subject to a 2% of AG limtation) by
item zing their deductions.

It is assunmed that 80% of teachers would incur qualified expenses and that an
aver age deduction woul d be $300 cl ai med by teachers itemi zing their deductions
(over 120,000 teachers). (Based on departnental data for tax year 1996,
approxi mately 49% of taxpayers filing tax returns with i ncomes between $20, 000
- $90,000 AG@ (used as a proxy for teachers) claimitemn zed deductions.) This
assunes sone portion of expenses are currently being deducted. The revenue

| osses would be on the order of $3 mIlion per cal endar year by applying a 7%
average margi nal tax rate.

The 1999/00 fiscal year estimate includes all of the 1999 inpact plus 10% of
the 2000 inpact to allow for reduced estinmated tax paynents for sone
t axpayers.

POSI T1 ON

Pendi ng.



