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SUBJECT: Renter Credit/Teachers & Safety O ficers

SUMVARY OF BILL

This bill would create an additional $500 renter’s credit for specified teachers
and public safety officers.

SUMVARY OF AMENDMENT

The April 3, 2000, anmendnents del eted the provisions of the bill as introduced
(relating to interest netting) and replaced themwith the renter’s credit
provi sion discussed in this analysis.

EFFECTI VE DATE

As a tax levy, this bill would beconme effective inmedi ately upon enact nent and
woul d be operative for taxable years begi nning on or after January 1, 2000.

LEG SLATI VE H STORY/ BACKGROUND

Since the inception of the Renter’s Credit programin 1972, the anount of
renter’s credit, at various times, has been increased, decreased, and phased- out
based on a taxpayer's inconme. The credit is not related to the anount of rent
paid. The renter’s credit was suspended for the 1993 through 1997 tax years, but
by statute was reinstated effective January 1, 1998, for the 1998 taxabl e year.

AB 2797 (Stats. 1998, Ch. 322) nmde the renter’s credit nonrefundabl e and added
an adjusted gross incone (AGd) limtation. SB 94 (Stats. 1999, Ch. 931) del eted
obsol ete refund provisions fromthe nonrefundable renter’s credit.

SPECI FI C FI NDI NGS

Current state law defines a "resident” as (1) every individual who is in this
state for other than a tenporary or transitory purpose and (2) every individual
domciled in this state who is outside the state for a tenporary or transitory
pur pose.

Current state law allows qualifying renters a nonrefundable credit of $120 for
married filing joint returns, heads of household and surviving spouses if AQ is
$50, 000 or less, and $60 for other individuals (single or married for separate)
if A is $25,000 or less. The AG limtation anbunts are adjusted annually for
inflation. For 1999, the A limts were $51,300 and $25, 650, respectively.
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A "qualified renter” is an individual who (1) is a California resident, and (2)
rented a principal residence in California for at |east 50% of the taxable year
An individual is not a “qualified renter” if any of the follow ng conditions

appl y:

@ The property rented is exenpt fromproperty taxes. This does not apply if the
t axpayer, landlord, or owner pays possessory interest taxes or paynents
equi val ent to property taxes.

@ Sonmeone living with the individual clainms the individual as a dependent for
i nconme tax purposes.

@ Either spouse has been granted the honeowners' property tax exenption during
the taxable year. This does not apply to a spouse who is not granted the
honmeowner’ s exenption, if both maintain separate residences for the entire
year.

Any qualified renter who is a nonresident for part of the taxable year is all owed
1/12 of the renter’s credit for each full nonth that the individual resided in
the state for the taxable year.

This bill would create a $500 renter’s credit for “qualified renters.” This

credit would provide a different definition of qualified renter and woul d not
have an AG limtation as under current |aw

This bill would define a “qualified renter” as an individual who is either an

entry-level teacher for students in grades kindergarten to 12, inclusive, or a
public safety officer who

® is a California resident, and

@ rented a principal residence in California for at |east 50% of the taxable
year.

This bill would not Iimt the credit if the individual’s AG@ exceeded certain
anounts. However, the bill would provide (unnecessarily) for the annual indexing
of A limtations.

Pol i cy Consi derati ons

This bill would raise the follow ng policy considerations:

@ This bill would allow an individual to claimboth the existing renter’s
credit and the teacher/public safety officer renter’s credit created by
this bill.

@ Although the bill would require the teacher or public safety officer to
rent a residence for 50% of the year, the bill would not require the
i ndividual to be a teacher or public safety officer for 50% of the year.

@ The bill would not require the teacher or public safety officer to be
currently enployed as an entry-level teacher or public safety officer.
Further the bill would not require the enploynment to be within

Cal i forni a.
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| npl enent ati on Consi derati ons

The bill does not define “entry-level teacher” or “public safety officer.”
Undefined terns can | ead to di sputes between taxpayers and the departnent.

Techni cal Consi der ati ons

Subdi vi sion (h) would provide for the indexing of AG limtation amounts.
This bill does not have A limtations. |If the author does not add an AG
limtation to this bill, subdivision (h) should be del et ed.

FI SCAL | MPACT

Depart nental Costs

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

Tax Revenue Esti mate

Based on the data and assunptions bel ow, revenue | osses are estimated as
foll ows:

Revenue | npact of AB 2360
Amended April 3, 2000
For Taxabl e Years Begi nning 1/1/2000
Assuned Enactnent After 6/30/2000
(In M11lions)
2000- 01 2001-02 2002- 03
- $36 - $37 - $38

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

Tax Revenue Di scussi on

The inpact of this bill would depend upon the number of individuals claimng
the credit and the average credit applied against tax liabilities.

The estimated revenue | osses were deternmined in the foll owi ng steps:

First, assunptions were nmade that (1) qualifying individuals (i.e., entry-
| evel teachers and public safety officers) nust rent and be enployed in
California; (2) the definition of an entry-level teacher is one that is
enpl oyed |l ess than three years in grades K-12, and (3) the definition of a
public safety officer is based on the definition of a peace officer as
defined in Sections 830-832.16 of the California Penal Code.

Second, the total number of individuals qualifying for the credit was based
on information fromthe 1996 U. S. Statistical Abstract and the 1997
California Statistical Abstract. According to these sources, it is
estimated that approximately 33,000 entry-|evel teachers and 270,000 public
safety officers, as defined above, would be enployed in California in the
year 2000. This yields approximtely 305,000 entry-|evel teachers and
public safety officers. This nunber was adjusted by 10%to account for
attrition (305,000 x 1.1 = 335, 000).
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The next step was to deternmine the nunber of qualified renters. According
to the 1990 Census data, approximtely 44% of Californians rent.

Assunptions were nmade that distribution of entry-level teachers and public
safety officers who rent would not be materially different than the state as
a whole (44% . This yields approximately 148,000 qualified renters (335, 000
X 449 .

The last step was to determ ne, of the nunber of qualified renters, how many
woul d have a tax liability and the anobunt of the average applied credit.
Based on information fromthe departnent’s personal income tax nodel, it is
estimated that 67% of qualified renters (148,000 x 67% = 99, 000) woul d have
atax liability with an average applied credit of approximtely $365.

In summary, it is estimated that 99, 000 taxpayers would qualify for an
average applied credit of $365 for a revenue loss of $36 mllion in tax year
2000.

POSI T1 ON

Pendi ng.



