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SUBJECT: Private School Credit

SUMVARY

Under the Personal Incone Tax Law (PITL), this bill would allow a taxpayer to
claima $500 credit for each child of the taxpayer attending a private school in
this state.

EFFECTI VE DATE

This bill would be effective inmrediately and apply to taxable years begi nning on
or after January 1, 1999.

LEG SLATI VE H STORY

AB 2110 (1997/98)

SPECI FI C FI NDI NGS

Current state and federal laws allow a tax deduction for limted types of
personal expenses. Sone personal expenses, including certain taxes and hone
nmortgage interest, generally are fully deductible. Deductible personal nedica
and dental expenses nust exceed 7.5% of the taxpayer’s adjusted gross income
(AG), while other m scellaneous item zed deductions, including unreinbursed
enpl oyee expenses, job education, and tax preparation fees, nust exceed 2% of
AGd . Cenerally, expenses paid or incurred for the education of a child are
consi dered a personal expense which is not deductible.

Federal law currently allows a Hope Schol arship credit and a lifetinme |earning
credit for certain tuition expenses, as well as a deduction for interest due and
paid on a qualified higher education |oan. State |law has confornmed to the
education interest deduction but does not currently allow a credit for tuition
expenses.

Under the PITL, this bill would allow a taxpayer to claima $500 credit for each
child of the taxpayer attending a private school in this state.

This bill would allow any unused credit to be carried over until exhaust ed.
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Since this bill does not specify otherw se, the general rules in inconme tax |aw
regardi ng the division of credits between taxpayers who share in the costs would
apply. This credit would not reduce regular tax below tentative mninmumtax for
alternative mninmumtax purposes.

Pol i cy Consi derations

Tax credits generally contain a sunset date so the Legislature may
review their effectiveness. This credit does not contain a sunset
dat e.

Credits generally are designed to encourage a desired behavior. This
bill would allow a credit for behavior in which taxpayers nay be
currently engaged. For exanple, a taxpayer currently enrolling his
or her child in a private school would receive this credit.

Most tax incentives also are linked to actual expenses. This credit is
specified as a set anobunt of $500 regardl ess of the cost of the private
school .

| npl enent ati on Consi derati ons

Departnent staff is available to work with the author's office to resol ve
t hese and other concerns that nmay be identified.

Definitions are needed for "child" and "private school.” It is unclear
whet her the author intended that a "child" be a dependent. It is unclear
what constitutes a "private school"™ and if preschools, hone school s,
col | eges, graduate schools, and vocational schools would be included.
Definitions would clarify the author's intent.

This bill does not specify how long the "child" nmust attend the private
school to qualify the taxpayer for this credit. As aresult, it is
uncl ear whether part-tine or part-year attendance would qualify for the
credit.

It is unclear whether the author intended to all ow nonresidents who send
a child to a private school in California to qualify for this credit.

Carryover of this credit would be allowed indefinitely. Credits that
have been recently enacted typically contain a carryover limt since
experi ence has shown that credits are used within eight years of being
earned and can be safely renoved fromthe tax fornms and the departnent’s
syst emns.

FI SCAL | MPACT

Departnental Costs

If this bill is anended to resolve the inplenentation concerns, this bil
shoul d not significantly inpact the departnent's costs.
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Tax Revenue Esti mate

Based on data and assunptions di scussed bel ow, revenue |osses fromthis
proposal are estimated as foll ows:

Revenue | npact of AB 49
(As I ntroduced 12/07/98)
Enact ment Assuned After 6/30/99
(In MI1ions)
1999/ 2000 2000/ 01 2001/ 02

($680) ($665) ($680)

Any possi bl e changes in enpl oynent, personal incone, or gross state product
that might result fromthis neasure are not taken into account.

Tax Revenue Di scussi on

Revenue | osses woul d depend on the anpbunt of qualified credit clains in any
gi ven year applied against available tax liabilities. As indicated above in
"Impl ementation,” definitions are not provided for several terns. This
estimate is based on the best avail abl e data.

According to the California Departnent of Education, the nunber of students
enrolled in California private schools in grades K-12 (six or nore students)
was approxi mately 622,700 in school year 1997/98. About 16,000 students
were enrolled in classes with five or fewer students. Data reflect only
voluntary reports that were submtted.

In addition, the nunber of students enrolled for 1994 (| atest avail able
data), in California private vocational schools, colleges and universities
was about 624,400 based on information fromthe California Postsecondary
Educati on Conmi ssi on

These nunbers were expanded by 2% annually for enroll nent growth and by an
addi ti onal one-tinme 10% (25% for postsecondary enrollnments) to conpensate
for sonme nonreporting and an incentive effect. (Students in hone-school and
those enrolled in preschools were not included) The total nunber of
enrol | ees was then reduced by 15%to all ow for deceased or nonresident
parents and nontaxable filers. The average applied credit would then depend

on available tax liabilities. 1t should be noted that the size of dependent
exenption credits has increased significantly under recent |aw changes ($227
for 1999). |If the average applied credit for potentially nearly 1.5 mllion

students by 1999) is $400, the revenue |osses for this original proposal
woul d be on the order of $600 million for tax year 1999. The 1999/ 2000
fiscal inpact reflects all of 1999 plus 15% of the year 2000 i npact.
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