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SUBJECT: Excl usi on/ Reparati on Paynents Received From Ger man Foundati on

SUMVARY

Under the Personal Income Tax Law, this bill would exclude from gross income any
anounts received as reparation paynments paid by a German foundation, yet to be
named, to redress the injustice done to persons who were required to perform
slave or forced [ abor or required to sell property at bel ow nmarket prices during
VWrld VWar 11.

EFFECTI VE DATE

As a tax levy, this bill would becone effective i medi ately upon enactnent and
woul d apply to taxable years beginning on or after January 1, 2000.

LEG SLATI VE H STORY

SB 714 (Stats. 1996, Ch. 29) excluded from gross incone any anounts received,
i ncluding interest and the value of property, pursuant to the German Act
Regul ati ng Unresol ved Property Clains as restitution for property that was
confiscated or subject to forced sale prior to or during Wrld War 1|1

SB 1397 (Stats. 1998, Ch. 18) excluded fromthe gross income of a victim (or heir
or beneficiary thereof) of the Hol ocaust any amounts, including interest or
property, received as a result of a settlenent of clains against any entity or

i ndi vi dual for any recovered asset.

PROGRAM HI STORY/ BACKGROUND

In 1990, following the reunification of the German Denocratic Republic and the
Federal Republic of Germany, the German gover nnent passed the German Act

Regul ati ng Unresol ved Property Clains (the Act). Pursuant to the Act, the Gernman
gover nnent awards conpensation for property located in the forner East Gernmany
that the National Socialist Reginme confiscated or subjected to forced sale prior
to or during World War 11. Under the Act, fornmer property owners (or their
heirs) receive conpensation in the form of noney or substitute property, if the
original property cannot be returned. Pursuant to the United States-Federa
Republic of Germany Incone Tax Convention, Aug. 29, 1989, S. Treaty Doc. No. 10,
101st Cong., Sess. (1990), these anobunts are exenpt from federal income taxation
The exenption extends to the entire award anount, regardless of whether a portion
represents interest. This Treaty is not applicable at the state |evel.
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In 1997, the Swi ss Bankers Associ ati on published three lists of accounts that had
been dormant since World War 1I. Two of these lists contained the account nanes
of non-Swi ss individuals. The publication of these lists and the creation of a
special clainms resolution process are efforts to sinplify the process of
searching for unclained assets that may be held in Sw ss banks in dormant bank
accounts opened by foreign citizens prior to the end of World War I1. The Sw ss
Banki ng Orbudsman has established a central contact office to assist Hol ocaust
survivors and heirs of Hol ocaust victins in matching their clainms for assets that
may be held in Sw ss banks.

SPECI FI C FI NDI NGS

Exi sting federal and state | aws provide that gross income includes all incone
from what ever source derived, including conpensation, business inconme, gains from
property, dividends, rents, interest, and royalties, unless it is specifically
exenpt .

Exi sting federal and state | aws provide that certain types of incone expressly
are excluded from gross incone, such as anmounts received fromcertain death
benefits, gifts and inheritances, conmpensation for injuries and sickness,
qgqualified schol arshi ps, educational assistance prograns, and foster care
payments.

An existing federal Treaty provides that awards received pursuant to the German
Act Regul ating Unresolved Property Clains are exenpt from U. S. taxation

Exi sting state | aw excl udes from an individual’s gross incone any anounts
received, including interest and the value of property, pursuant to the German
Act Regul ating Unresolved Property Cains. The basis of any property received as
conpensation is the fair market value determned at the tinme of receipt by the
taxpayer. Further, any amounts, including interest or property, received by a
victim (or heir or beneficiary thereof) of the Hol ocaust as a result of a

settl ement of clains against any entity or individual for any recovered asset is
excluded fromgross inconme. "Holocaust victinl is defined as any person
persecuted by Nazi Germany or any Axis reginme from 1933 to 1945 and "recovered
asset"” is defined as any asset including bank deposits, insurance proceeds, or
artwork (and including interest earned on the assets) owned by a Hol ocaust victim
bet ween 1920 and 1945 and not recovered or conpensated for until 1995 or after.

This bill would exclude from gross income any anmounts received as reparation
paynents paid by a German foundation, yet to be naned, to redress the injustice
done to persons who were required to performslave or forced | abor or required to
sell property at or bel ow nmarket prices during World War 11

Al t hough the provisions of this bill are simlar to the existing exclusions
enacted by SB 714 and SB 1397, this bill differs as foll ows:

1. The existing exclusions are for either:
a. SB 714: Money received by any taxpayer pursuant to the German Act

Regul ati ng Unresol ved Property C ai ns (which conpensated for property
| ocated in East Germany that was confiscated or subject to forced sale); or
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2.

b. SB 1397: Mney or property received by a Hol ocaust victim or his or her

heir, fromany entity for a recovered asset (which is any asset, including
bank deposits, insurance proceeds, or artwork, and the interest thereon).

Nei t her of these existing provisions provides an exenption for any reparation
paynents for slave or forced | abor, which would be allowed by this bill

The reparation paynments under this bill for property required to be sold at
bel ow- market prices is simlar to the two existing provisions, but this bil
appears to be nore inclusive.

a. The paynments under this bill could be made by a Gernman foundation that may

not be a part of the German Act Regul ati ng Unresol ved Property d ains.
Thus, the paynents under this bill may not fulfill the existing requirenents
est abl i shed by SB 714.

Payments under SB 714 are characterized as “conpensation,” which generally
is defined as giving an equival ent or substitute of equal value. Paynents
under this bill are characterized as “reparation,” which generally is
defined as redressing a wong. Thus, under this bill, no “substitution” or
“equi val ent” issues would be involved. It could be that the Gernman
foundation will determ ne a set anbunt for a person subjected to slave or
forced | abor and a set anmpunt for anyone who was forced to sell property,
regardl ess of the amount of actual |oss, since the paynents are neant as
reparation, not conpensation.

This bill is not limted to Hol ocaust victins (or their heirs) and is not
limted to “recovered assets,” as are the provisions established by SB 1397.

| npl enent ati on Consi derati ons

I npl enenting this bill would occur during the departnment’s nornmal annua
updat e.

FI SCAL | MPACT

Departnmental Costs

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

Tax Revenue Esti mate

Nei ther the nunber of ultimate qualified clains nor the anount of reparations
received by California residents fromthe German Foundation is known at this
time. |If the nunber of qualified taxable California claimnts were 10, 000
recei ving $5,000 on average in reparation paynents, the revenue |oss woul d be
on the order of $3 mllion. As new informati on beconmes avail abl e, estinates
w Il be revised.
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Tax Revenue Di scussion

It is not possible to nmake reliable revenue estimates at this tinme because
of uncertainties such as:
The nunber of qualified taxable California recipients and the anount of
reparations received.
The total anpunt designated for the reparati on paynents. The German
government agreed to contribute $5.2 billion to this Foundation, thereby
mat ching a simlar ambunt from German industry. However, it is not known
when all the contributions would be transferred to the Foundation and
what woul d be the adm nistration costs and | awers fees;

The criteria for reparation claimaqualifications have not been specified.

BOARD POSI TI ON

Pendi ng.



