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SUBJECT: Excl usion/ Educ. Assist. Prograns Paynment Incl. G aduate Level Courses/Ltd.
To Enpl oyees Wiose Annual \Wages From Enpl oyer Are Less Than $50, 000

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

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

X FURTHER AMENDMENTS NECESSARY.

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSISOF BILL ASAMENDED AUGUST 16, 1999, STILL APPLIES.
OTHER - See comments below.

SUMVARY CF Bl LL

Under the Personal Income Tax Law (PITL), this bill would allow an enpl oyee to
exclude frominconme the amount that an enpl oyer pays or incurs, up to $5, 250 per
cal endar year, for the enployee to take graduate |evel courses in pursuit of a

| aw, busi ness, medical, or other advanced academ c or professional degree. For
the enpl oyee to qualify for the exclusion, the wages paid by the enployer to the
enpl oyee nmust be | ess than $50,000 for the taxable year. These changes woul d
apply for taxable years beginning on or after January 1, 2000, and before
January 1, 2005.

SUMVARY OF AMENDMVENTS

The June 15, 2000, anendnents del eted the August 16, 1999, version of the bill in
its entirety and nade the changes discussed in this analysis. Except for the
items discussed in this analysis, the remainder of the departnent’s anal ysis of
the bill as anended August 16, 1999, still applies.

POLI CY CONSI DERATI ON

Enpl oyees with nultiple enployers during a taxable year who earn nore than
$50,000 in total wages mght qualify for the exclusion if the enpl oyee does not
receive nore than $49,999 fromthe enpl oyer that pays or incurs the educationa
assi stance. Thus, this limtation, as witten, would prevent an enpl oyee earning
$50, 001 from one enployer fromqualifying for the exclusion, while allowing it to
anot her enpl oyee who earns $100, 000 during the taxable year, but less than

$50, 000 fromthe enployer that pays or incurs the educational assistance. It is
uncl ear whether this is consistent with the legislative staff's intent in
inserting this limtation.
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| MPLENVENTATI ON CONSI DERATI ONS

Current law all ows the exclusion from"gross inconme."” This bill deletes the word
"gross," thus leaving it unclear whether the exclusion is fromgross incong,

adj usted gross inconme or taxable inconme. For clarity, the word "gross" should be
rei nst at ed.

The met hod by which the bill anmends the existing | aw could be strictly read as
applying the wage limt, the repeal date, and the deletion of the word "gross" to
bot h the graduate and the undergraduate | evels of education. Legislative staff
indicated that this was not the intent. The departnent is available to assi st
with anendnents to clarify that the bill applies only to graduate |evel courses.

FI SCAL | MPACT

Departnmental Costs

Because the June 15, 2000, anendnent del eted the departnent's reporting
requirenent, this bill would not significantly inpact the departnent’s
costs.

Tax Revenue Estimate

The revenue | osses fromthis bill are estinated to be:
Fi scal Year Revenue Loss
$ MIlions
Assunes Enactnent After June 30, 2000
2000/ 2001 2001/ 2002 2002/ 2003
-$7 - $8 - $8

This estimate does not account for changes in enploynent, personal inconeg,
or gross state product which could result fromthis bill

Tax Revenue Di scussi on

The June 15, 2000, anendment limts the exclusion for enployer-reinbursed
educati onal expenses for graduate |evel classes to students whose wages paid
by the enployer are |ess than $50,000. Based on information found in

St udent Financi ng of Graduate and Post- Prof essional Education 1995/ 1996
(Department of Education report), it is concluded that the revenue |oss will
decrease from$10 million to $7 mllion for 2000/2001 and to $8 mllion for
2001/ 2002 and 2002/ 2003 with this cap. (This estimates reflects the
legislative intent that the wage limtation apply only to those receiving
education assistance for graduate |evel classes.)

BOARD POSI TI ON

Support.

At its neeting of March 23, 1999, the Franchi se Tax Board voted 2-0 to
take a support position on this bill as introduced Decenber 7, 1998, with
Menber B. Ti not hy Gage abst ai ni ng.



