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SUBJECT: FTB Di sclosure of Tax Return Information to Charter Cities if Witten
Agr eenent

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
X introduced  02-18-2000 .

X FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED 02-18-2000 STILL APPLIES.
OTHER - See comments below.

SUWARY OF BILL

Under the Admi nistration of Franchise and |Incone Tax Laws (AFITL), this bil
woul d permt the Franchise Tax Board (FTB) to disclose certain specified incone
tax information to tax officials of charter cities. Disclosure would have to be
made under a witten agreenent and would be limted to information regarding
taxpayers filing a tax return within a charter city and clainmng i ncome froma
trade or business to the FTB. The information that may be provided is a

t axpayer’s name, address, social security or taxpayer identification nunber, and
busi ness activity code. Use of the information would be linted to enpl oyees of
the taxing authority of a charter city.

SUWARY OF AMENDNMENT

The May 22, 2000, anendnents added doubl e-joi ni ng | anguage that provide this bill
woul d only take effect if AB 83 is enacted and becones effective on or before
January 1, 2001.

The April 25, 2000, anendments:

Renoved | anguage regardi ng taxpayers who operate a business located in a
charter city.

Added | anguage that allows tax information to be reported to the charter city
only on taxpayers who both file a tax return within the jurisdictiona
boundari es of the charter city and claimincone froma trade or business to the
FTB.

Added a repeal date of Decenber 31, 2008, and requires the California Research
Bureau to report to the Legislature the inpact and effects of this act by
Decenber 31, 2008.
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The departnent's inplenmentation consideration relating to the definition of
operating a business and howto identify a business that operates within a
charter city has been resol ved. However, three additional inplenmentation
concerns and a technical concern have been identified and are addressed bel ow.
In addition, as a result of the policy and inplenentation concerns a departnental
costing has been provided.

Except for the discussion of this analysis, the departnment’s analysis of AB 1992
as introduced February 18, 2000, still applies.

| npl enent ati on Consi derati on

This bill would allow the departnent to share certain information, including
busi ness activity codes, with charter cities. A large nunber of the

busi ness activity codes used by the departnent are obtained fromlnternal
Revenue Service (IRS) data shared wth the departnment. Federal |aw and IRS
policy provide that information obtained fromthe IRS by the departnent not
be disclosed or be used in any manner not authorized. Currently, the
departnent’s authority is to use informati on obtained fromthe IRS to
resolve state incone tax issues. As aresult, if the departnent uses the
busi ness activity codes or other information received fromthe IRS to sel ect
and gather information that is to be reported to the charter city, it would
exceed the departnment’s authority to use IRS informati on and woul d be
interpreted as the unauthorized use of IRS information and woul d be a
violation of federal |law and a violation of the IRS and FTB agreenent.
Current departnental systens do not have the ability to provide the

i nformati on necessary to conply with the provisions of this bill wthout
using federal data. To conmply with the bill, the departnent would have to
create a new dat abase and process to capture the information that could be
reported to the charter city. Wthout the new database and process, the
departnment would not be able to provide the information to the charter city.
In addition, the departnment would have no other use for this database and
process beyond reporting the information to the charter city.

This bill would provide that a charter city could be granted tax information
only with respect to taxpayers filing a tax return within the jurisdictiona
boundari es of the charter city. Departnment records capture the address
|isted on the return, but not “where” the return was filed. Anendnent 1 is
provided to allow the charter city to request information on taxpayers with
an address as reflected on the departnment’s records that is within the
jurisdictional boundaries of the charter city.

Techni cal Consi derati on

Taxpayers do not claiminconme froma trade or business to the Franchi se Tax
Board, but rather report incone. Anmendnent 2 would clarify this |anguage.

Departnmental Costs

Since the departnent’s current prograns do not capture the necessary data to
comply with this bill, the departnment would need to devel op a new process.
To conply, the department woul d revise the Schedule CA and instructions to
i nclude a business activity code. Departnent staff would scan the Schedul e
CA and key the business activity code into a database where the infornmation
woul d be retained for future reporting to the charter city.
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The departnment would incur significant costs related to creating the new

process, additional enployees hours, and purchasing equipnent. In the year
of inplementation, it is estimted that departnental costs would be
approximately $2 million with an expected 29 PYs. For the year follow ng

i npl ementation the departnmental costs would be $847,172 with an expected
25.5 PYs.

BOARD POSI TI ON

Pendi ng.



Anal yst Roger Lackey
Tel ephone # 845- 3627
At t or ney Patri ck Kusi ak

FRANCHI SE TAX BOARD S
PROPCSED AMENDMENTS TO AB 1992
As Amended May 22, 2000
AMENDMENT 1

On page 2, line 10, strikeout “filing a tax return” and insert:

with an address as reflected on the Franchi se Tax Board’'s records

ANVENDMENT 2
On page 2, line 11, strikeout “claini and insert:

report



