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SUBJECT: Child Support Paynment Deduction/FTB Report To Legi sl ature Regarding
Deducti on

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

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
X amended May 3, 1999.

X FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSISOF BILL ASAMENDED May 3, 1999, STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BI LL

Under the Personal Income Tax Law (PITL), this bill would allow a deduction equal to
t he amount of court-ordered child support paynents nmade by the noncustodial parent
for each child of that parent, not to exceed an amount equal to the tax benefit of
the exenption credit allowable for a dependent under the PITL. 1In order to take the
deduction, the noncustodial parent must have paid all court-ordered child support
paynments, including arrearages, by Decenber 31 of the year for which the deduction is
cl ai med.

This bill requires the Franchise Tax Board (FTB) to report annually to the

Legi slature the total nunber of taxpayers who claimthe deduction, their adjusted
gross incone, and the total value of the deduction. The Departnment of Social
Services also would report on the percentage of child support paynents made rel ative
to the total anmount of child support paynments due and, if avail able, the percentage
of cases receiving paynent relative to the total nunber of cases owed paynent.

SUMVARY OF AMENDMENT

The proposed anendnents delay the operative and repeal dates of the bill for one
year, so that the bill applies for years beginning on or after January 1, 2000, and
bef ore January 1, 2004. Further, the proposed anendnents specify that the deduction
woul d not be allowed if the taxpayer elects to claimthe joint custody head of
househol d credit for the same child.

Except for these changes, the remai nder of the departnment's analysis of the bill as
amended May 3, 1999, still applies. The inplenentation considerations and the Board
position are restated bel ow for convenience. Departnent staff is available to assist
the author's office in resolving these and any other concerns identified.
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| MPLEMENTATI ON CONSI DERATI ONS

Since the deduction provided by this bill is limted to the amount of exenption
credit allowable, the taxpayer would be required to calculate taxes twice — with
and wi thout the deduction — to assure that the proper deduction amunt is
claimed. The necessary instructions for these cal cul ati ons woul d be conpli cated
and difficult for some taxpayers, particularly those wi thout access to conputer
tax software.

A definition is needed for "child support paynments" to ensure that disputes do
not arise between the taxpayers and the departnment over what anmounts shoul d be
properly included.

Tax Revenue Esti mate

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

Revenue | nmpact of AB 53
For Taxabl e Years Begi nning 1/01/ 2000
Assunmed Enactnent After 6/30/2000

Fi scal Years
(In MIIlions*)
2000/ 2001 2001/ 2002 | 2002/ 2003 | 2003/ 2004
-$65 - $65 -$70 -$70

*After rounding

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

Any behavi oral inprovenent in child support conpliance due to this proposa
is not anticipated to be particularly significant over the initial years.

It is estimated that approximately $1 million in | osses would be

attri butable to taxpayer behavior and would primarily be fromthose obligors
who currently pay on a regular basis but are occasionally late with their
paynents.

Tax Revenue Di scussi on

Revi sed revenue | osses above reflect elimnation of the 1999 tax year

i mpact, no change for fiscal year 2000/2001, a reduction of $5 mllion for
2001/ 2002, and no change for 2002/ 2003 fromthe previous version of this
bill as anmended May 3, 1999. The change in fiscal year losses is primarily

attributable to changing the effective date fromtaxable years begi nning on
or after January 1, 1999, and before January 1, 2003 to taxable years
begi nning on or after January 1, 2000, and before January 1, 2004.

In addition to the above anendnent, no deduction would be allowed if a

t axpayer elects to claimthe credit for joint custody head of household wth
respect to a qualifying child for whomthe taxpayer is eligible to claima
deduction under this section. This provision of the bill is not anticipated
to have a significant revenue inpact and does not affect the rounded
estimate above.
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Wth the above exception, the previous anal ysis and assunptions for this
bill still apply.

BOARD PQOSI T1 ON

Neut r al

At its March 23, 1999, neeting, the Franchise Tax Board voted 2-0 to take a
neutral position on this bill as amended March 1, 1999. The Board has not
reviewed the April 20 or May 3, 1999, anendnents or the proposed anendments.



