SUMMARY ANALYSIS OF AMENDED BILL

Franchise Tax Board

Author: Strom Martin Analyst: Ki nberly Pantoj a Bill Number: AB 1254
See Original
Related Bills: _Anal ysi s Telephone: 845- 4786 Amended Date: 08/16/99
Attorney:  Patrick Kusi ak Sponsor:

SUBJECT: Busi ness Expense Deduction Conformty/ Sal non & Steel head Trout Habit at
Restoration Credit/Increase Anbunt & Extend Repeal Date

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

FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALY SES OF BILL ASINTRODUCED _February 26, 1999 AND ASAMENDED
June 30, 1999 STILL APPLIES.

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 increase the sal non and steel head trout habitat credit
from10%to 25% for taxpayers other than industrial tinber operators. The annual
amount of aggregate credit allocation would increase from $500,000 to $5 mllion
and the maximumcredit that may be allocated to any one taxpayer would increase
from $50, 000 to $500,000. The sunset date would be extended four years to
January 1, 2004.

Under the PITL, this bill would disallowthe deduction of menbership fees in
excess of $500 paid to any club organi zed for business, pleasure, recreation or
ot her social purpose. Additionally, under the B&CTL, this bill would conform

state law to the federal |aw disallow ng the deduction of certain enpl oyee
remuneration in excess of $1 million

SUMVARY OF AMENDMENT

The August 16, 1999, anendnent del eted the B&CTL provision of the bill which
woul d have disall owed the deduction of menbership fees in excess of $500 paid to
any club organi zed for business, pleasure, recreation or other social purpose.
Thi s anmendnment raises a policy concern which is included below. Except for the
policy concern and the new revenue estimate, the remai nder of the departnment’s
anal yses of the bill as introduced February 26, 1999, and as anended June 30,
1999, still applies.

Pol i cy Consi deration

This bill would disallow a deduction for personal income taxpayers that is
al l oned for bank and corporation taxpayers. Thus, this bill would provide
i nequi tabl e treatnment anong taxpayers.
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Tax Revenue Esti mate

As anended August 16, 1999, this bill would result in the follow ng revenue
i npact .
Esti mat ed Revenue | npact of AB 1254
As Proposed To Be Anended
[$ In MIlions]
Provi si on 1999- 00 2000-01 2001-02
Trout Habitat Restoration negli gi bl e m nor m nor
Credit 1/ | oss | oss | oss
Al ow cl ub dues up to $500 $2 $2 $2
Excess renuneration $4 $5 $6
TOTAL $6 $7 $8

1/ This provision would provide that up to an additional $4.5 mllion in
credits could be allocated each year. Negligible loss is |less than
$250, 000; minor loss is | ess than $500, 000.

Tax Revenue Di scussi on

The proposed amendnent woul d reduce estinmated revenue gains for the club
dues line itemfrom$6 mllion to $2 mllion as a result of elimnating the
B&CTL provision that woul d have disall owed a deducti on of club nmenbership
dues in excess of $500.
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