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SUBJECT: Gun Safe Credit
SUMVARY
This bill would create a tax credit for individual taxpayers equal to $150 each
for up to two gun safes purchased new by the taxpayer each taxable year. This
bill also would require FTB to report annually to the Legislature regarding this
credit.
EFFECTI VE DATE
As a tax levy, this bill would becone effective inmmedi ately and apply to taxable

years beginning on or after January 1, 1999, and before January 1, 2003.

LEG SLATI VE H STORY

AB 94 (1998).

SPECI FI C FI NDI NGS

Current federal and state |laws inpose an incone tax on individuals. Under
current state law, residents of California are taxed on their entire taxabl e

i ncone, regardl ess of where it is derived. Nonresidents are taxed only on incomne
derived from California sources.

Current federal and state |aws allow a taxpayer to deduct expenses paid or
incurred in the ordinary course of a taxpayer’'s business. Generally tax
deductions are not allowed for personal expenses. Personal expenses that are
deducti bl e, except for itenms such as charitable contributions, nedical expenses,
interest, and taxes, are primarily work-related and consi dered mi scel | aneous
item zed deductions. M scellaneous item zed deductions are deductible to the
extent that they exceed 2% of adjusted gross incone.

Current federal and state |aws provide for various tax credits designed to
provide tax relief for taxpayers who incur certain expenses (e.g., child and
dependent care credits) or to influence business practices and deci sions.

This bill would create a Personal |ncone Tax Law (PITL) credit equal to $150 each
for up to two gun safes purchased by a California resident each taxable year for
personal , noncommercial use. “Gun safe” would nmean a safe specifically
manuf actured to store firearns and constructed of steel or a material of equal or
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greater strength that has a conbination or key lock listed by the Underwiters
Laboratories Inc. The credit would be allowed only if the gun safe is purchased
new. Any credit in excess of “net tax” could be carried forward indefinitely.
Since this bill does not specify otherw se, this credit would not reduce regul ar
tax below tentative m ni num tax.

Constitutional Consideration

This bill would restrict the gun safe credit to California residents. This
may be unconstitutional since it would discrimnate agai nst nonresidents
with California filing requirenents who would not be able to claimthe
credit. For exanple, a nonresident taxpayer could not claima credit for

t he purchase of a gun safe for personal use in a vacation hone |ocated in
California. The author’'s staff indicated that the author is considering
replacing the resident requirement with a requirement that the safe be used
in hones | ocated in California.

Pol i cy Consi derati ons

This bill would raise the follow ng tax policy considerations:

This bill would provide a credit for the purchase of a gun safe
regardl ess of whether the safe was used to store firearns. (The safe
could be used to store valuable itens such as jewelry.)

This bill would provide a credit equal to $150 for each gun safe
regardl ess of whether the cost of the safe was | ess than $150.
However, according to the author’s staff, the requirenent that the
safe be listed by the Underwiters Laboratories Inc. would result in
the safe costing nore than $150.

This bill would provide a credit for the purchase of a gun safe to be
used by a California resident outside of California (e.g., used in a
vacati on home in Nevada).

This bill would allow a taxpayer to purchase two gun safes each year
with no cap on the total nunber of gun safes for each taxpayer

Most credits relating to the purchase of property require the taxpayer
to recapture the credit if the property is subsequently disposed of or
renoved fromthe state. This bill does not have a recapture

provi sion. However, credits with recapture provisions are usually
much | arger than $150.
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| npl ement ati on Consi derati ons

This bill would raise the follow ng considerations:

The bill would require the combi nation or key | ock on the gun safe to be
listed by the Underwiters’ Laboratories Inc. Taxpayers nmay not know
whet her the safe they purchased neets this qualification, and auditors
may have difficulty verifying the safe nmet this qualification

The bill would require the “taxpayer” to use the safe for personal
noncomerci al use. It is unclear whether the author intends to all ow
partnerships, estates and trusts, and limted liability conpanies to
claimthe credit or intends to limt the credit to individuals. The term
“taxpayer” would include all entities subject to tax under the PITL.
Further, it is unclear whether both spouses could claimthe credit when a
joint returnis filed (for $150 credit for each spouse) or whether a
single credit would be divided between the spouses.

This bill would provide an unlimted carryover of excess credit anounts.
Since tax credits are usually used wthin eight years, nost recently
enacted credits contain limted carryover provisions, usually eight or
ten years.

LEG SLATI VELY MANDATED REPCRTS

This bill would require the Franchise Tax Board to report annually to the
Legi sl ature regardi ng the nunber of taxpayers claimng the gun safe credit.

FI SCAL | MPACT

Depart nental Costs

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

Tax Revenue Esti mate

Based on data and assunptions di scussed below, this bill would result in
revenue | osses under the PITL as shown in the table.

Esti mat ed Revenue | npact of AB 9
As I ntroduced 12/07/1998

[$In MIlions

1999- 2000 2000- 2001 2001- 2002

($2) ($2) ($2)

The bill would be effective with taxable years beginning on or after
January 1, 1999, with enactnment assuned after June 30, 1999. This analysis
does not consider the possible changes in enploynent, personal incone, or
gross state product that could result fromthis measure.
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Tax Revenue Di scussi on

The revenue inpact of this bill would be determ ned by the nunber of new gun
safes (as defined and limted by the bill) that are purchased by taxpayers,
the credit anmount (specified as $150 for each safe purchased), and the
anmount of credits that could be applied to reduce tax liabilities.

“GQun safe” is assuned to include only gun safes and not |ighter gauge netal
gun cabi nets and pi stol boxes since safes have |locks that are UL |isted.
Retai| deal ers have indicated that a gun safe can cost from $600 up to a few
t housand dol | ars.

“Gun safe” sales data for 1997 were obtained fromindustry contacts. Data
were grown by industry-provided growmh rates plus an estimted incentive

ef fect based on the relative cost of a safe versus the proposed credit.
California s share of national sales was estimated to be 12% The nunber of
projected units sold each year was multiplied by the credit of $150. It is
assumed any credits generated during a taxable year would be fully appli ed.

It is not expected that the credit would generate nmultiple purchases of
qual i fying gun safes by many taxpayers. Therefore, limting the nunber of
eligible safes to two a tax year has a negligible inpact on the estinmate.
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