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SUBJECT: Renters' Credit/Increase Adjusted G oss |ncone Amounts

SUMVARY

This bill would increase the adjusted gross inconme (Ad) limtation amount for
renters' credit from $50,000 to $60,000 for married couples filing joint returns,
heads of househol d and surviving spouses, and from $25,000 to $30, 000 for ot her

i ndi vi dual s.

EFFECTI VE DATE

As a tax levy, this bill would apply to taxable years begi nning on or after
January 1, 2000.

LEG SLATI VE H STORY

AB 760 (Stats. 1993, Ch. 62), AB 2389 (Stats. 1994, Ch. 144), SB 1794 (Stats.
1996, Ch. 192), and AB 1592 (Stats. 1997, Ch. 292) all suspended the Renters'
Credit; AB 2797 (Stats. 1998, Ch. 322) reinstated Renters' Credit as
nonr ef undabl e beginning 1/1/98; SB 94 (Stats. 1999, Ch. 931) del eted an obsolete
provision within the Renters' Credit.

SPECI FI C FI NDI NGS

Current state law allows qualifying renters a nonrefundable credit of $60 or $120
depending on filing status (single or married). The anpbunt of the credit is not
related to the anbunt of rent paid. The refundable renters’ credit was suspended
for the 1993 through 1997 tax years, but was reinstated as a nonrefundable credit
effective January 1, 1998, for the 1998 taxabl e year.

Current state law allows a credit in the anount of $120 for married filing joint
returns, heads of household and surviving spouses if AG@ is $50,000 (currently
$51, 300 as indexed for inflation) or less, and $60 for other individuals (single
or married filing separate) if AG is $25,000 (currently $25,650 as indexed for
inflation) or |ess.

Current state law defines a "qualified renter” as an individual who:
(1) is a California resident, and

(2) rented and occupied California prem ses constituting his or her principal
pl ace of residence for at |east 50% of the taxable year
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The term"qualified renter" does not include an individual:

(1) who for nore than 50% of the taxable year rented and occupi ed prem ses that
were exenpt from property taxes (subject to certain exceptions);

(2) whose principal place of residence for nore than 50% of the taxable year is
wi th any other person who clained that individual as a dependent for incomne
t ax purposes; or

(3) who has been granted or whose spouse has been all owed the honeowners'
property tax exenption during the taxable year, as specifi ed.

In current state law a "resident" is statutorily defined as:

(1) Every individual who is in this state for other than a temporary or
transitory purpose; and

(2) Every individual domiciled in this state who is outside the state for a
tenporary or transitory purpose.

In current state law, any qualified renter who is a nonresident for a portion of
the taxable year is allowed 1/12 of the renter’s credit for each full nonth that
the individual resided in the state for the taxable year, once the requirenent of
renting in California for nore than 50% of the taxable year has been net.

Current state law requires the Franchise Tax Board (FTB) to reconpute the AG
anmounts annually for inflation. The AG@ anmpbunts for the 1998 taxable year were
$50, 000 and $25, 000 and have been i ndexed for inflation to $51, 300 and $25, 650
for the 1999 taxabl e year

This bill would increase the A anount for renters' credit to $60, 000 for
married couples filing joint returns, heads of househol d and surviving spouses
and to $30,000 for other individuals for the 2000 taxable year

| npl emrent ati on Consi der ati ons

I mpl ementation of this bill would occur during the departnent’s nornal
annual system updat e.

Techni cal Consi der ati ons

The existing statute requires the anmbunts to be i ndexed annually for
inflation, beginning in 1999. Therefore, the new anpbunts of $60, 000 and
$30, 000 woul d have to be i ndexed for 2000. |f the author intends the
anounts of $60, 000 and $30,000 to be the actual figures for 2000, the bil
needs to be amended to specify that the indexing would begin in 2001.

FI SCAL | MPACT

Depart nental Costs

This bill is not expected to inpact the departnment’s costs.
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Tax Revenue Esti mate

This proposal is estimated to inmpact PIT revenue as shown in the foll ow ng

t abl e.
Fi scal Year Cash Fl ow
Taxabl e Years Begi nning on or after January 1,
2000
Enact ment Assumed After June 30, 2000
$ MIlions*
2000-01 2001-02 2002- 03
- $3 - $3 - $3

* Rounded to the nearest half-mllion

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

Tax Revenue Di scussi on

The revenue inpact for this bill will be determ ned by the nunber of
additional renters who would qualify for the nonrefundable credit due to the
hi gher income phase-out and the anobunt of credit that can be applied agai nst
avail able tax liabilities.

These estimates were based on actual 1998 state data, adjusted by the recent
CPl projections fromthe Departnent of Finance to reflect year 2000
adj ust ments under current | aw
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