ANALYSIS OF ORIGINAL BILL

Franchise Tax Board

Author: _Rai nhey Analyst: Darrine Distefano Bill Number: SB 1427
See Legislative
Related Bills: _Hi st ory Telephone: 845- 6458 Introduced Date: 02- 03- 2000
Attorney:  Pat ri ck Kusi ak Sponsor:

SUBJECT: Enpl oyer Provided Public Transit Passes Credit

SUMVARY

Under the Personal Incone Tax Law (PITL) and Bank and Corporation Tax Law
(B&CTL), this bill would allow a credit equal to 40% of the cost paid or incurred
by an enpl oyer for providing subsidized public transit passes to an enpl oyee,
with an annual aggregate credit cap for all taxpayers of $1 million per cal endar
year.

This bill would anend Departnent of Finance cal cul ati on regardi ng reduction of
the Vehicle License Fee (VLF). It also would required the California Research
Bureau to report by January 1, 2004, on the ampbunt of credits used and the public
transit ridership in California. This analysis will address the bill’s

provi sions regarding the VLF and the Research Bureau report only as they inpact
the departnment’s prograns or operations.

EFFECTI VE/ OPERATI VE DATE

As a tax levy, this bill would becone effective imediately and would apply to
taxabl e or incone years beginning on or after January 1, 2000, and before January
1, 2005.

LEG SLATI VE H STORY

AB 171 (1997) woul d have provided a tax credit for an enployer who subsidized its
enpl oyees’ public transit passes or subsidized nonthly vanpool fare. AB 1702
(1998) woul d have provided a tax credit for enpl oyer provided subsidized public
transit passes. Both bills failed passage in the Legislature.

PROGRAM HI STORY

Prior state |law all owed enployers a ridesharing tax credit with two conponents.
Enpl oyers were allowed a tax credit equal to 10%to 40% of the cost of providing
subsi di zed public transit passes to enpl oyees, dependi ng upon whet her the

enpl oyer offered free or subsidized parking. The second conponent was a tax
credit for the purchase or |ease of specified shuttle or commuter vehicles as
part of an enpl oyer-sponsored ridesharing incentive program The credit was 20%
for an employer with 200 or nore enpl oyees and 30% for an enployer with fewer

t han 200 enpl oyees.

Board Position: Department Director Date
S NA — NP
SA [e) NAR Alan Hunter for GHG 3/13/00
_ N ______ OuA ___X  PENDING

C:\WINDOWS\TEMP\SB 1427 02-03-2000 BAOF.DOC
LSB TEMPLATE (rev. 6-98) 03/17/00 10:37 AM



Senate Bill 1427 (Rai ney)
I ntroduced February 3, 2000
Page 2

Prior state law also provided a transit-related tax credit to enpl oyees equal to
40% of the subscription costs paid or incurred for participation in a non-
enpl oyer - sponsor ed vanpool program

The above credits were allowed for taxable or income years begi nning on or after
January 1, 1989, and before January 1, 1996.

SPECI FI C FI NDI NGS

Exi sting federal and state |aw all ows taxpayers to deduct ordinary and necessary
busi ness expenses, which generally would include providing transit passes or
ot her commuter benefits to enpl oyees.

Exi sting federal |aw allows enpl oyees certain exclusions fromgross incone for

t he val ue of enpl oyer-provided commuter transportation, transit passes, or
qual i fi ed parking. Enployees generally cannot deduct their regular costs of
commuting to and fromtheir place of business under either federal or state |aw

Current state |aw allows an enpl oyee to exclude fromgross income the anpunt of
conmpensation or the fair market value of any benefit (except salary or wages)
received froman enployer for participation in any ridesharing programin
California, including the value of a nonthly transit pass for use by the enpl oyee
or his or her dependents.

Under the PITL and B&CTL, this bill would allow a credit equal to 40% of the cost
paid or incurred by an enpl oyer for providing subsidized public transit passes to
an enmpl oyee. The aggregate ampunt of credit allowed to all taxpayers could not
exceed $1 million each cal endar year.

This bill would define “enployer,” “enployee,” and “transit pass.”

The credit allowed by this bill would be in lieu of any deduction to which the
t axpayer woul d otherwi se be entitled for costs on which the credit is based.

In the case where the credit all owed exceeds the amount of tax, the credit could
be carried forward for 10 years or until exhausted, whichever occurs first.

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.

| npl emrent ati on Consi der ati ons

This bill provides a $1 million per cal endar year overall cap on the credit
anount allowed to all taxpayers, but does not state how this Iimtation
woul d be inpl enmented, how the maxi nrum anount woul d be allocated if returns
with credits totaling nore than $1 nmillion are filed wth respect to a

cal endar year, nor who woul d decide howto allocate the credit if tota
returns filed during a cal endar year claimng the credit exceed $1 mllion.
CGenerally, credits which are capped on an aggregate basis are allocated by a
state body. Wthout such allocation, it would be difficult, if not

i npossible, for FTB to determ ne when this cap is reached.
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Admi nistration of the $1 mllion dollar cap would effectively require that
refunds be del ayed for all taxpayers claimng the proposed credit unti

after October 15'", the automatic extension filing date. This is because the
total pool of claimed credits would not be known until all returns are
timely received, credits added, and conpared to the $1 million cap.

Additional Iy, when aggregate credit ampunts are capped, the cap is neasured
on a taxable or incone year basis, rather than a cal endar year basis, which
is howthe credit itself is calcul ated.

Once these concerns are resol ved, the departnment could inplenent this bil
in its annual update.

Techni cal Consi der ati ons

Because of an apparent transposition error in drafting, the provision of
this bill regarding the Vehicle License Fee has been inadvertently added to
the PITL. The references to Section 17054.2 on page 2, lines 6 and 8,
shoul d be changed to reference Section 10754.2, consistent with the
introductory | anguage in the bill appearing before the Legislative Counsel's
Di gest.

FI SCAL | MPACT

Depart nental Costs

Once the inplenentation concern is resolved, this bill would not
significantly inpact the departnment’s costs.

Tax Revenue Esti mate

This bill is estimated to create revenue | osses under the PITL and B&CTL as
shown in the foll ow ng table.

Fi scal Year Cash Fl ow
Ef fective 1/1/00
Enact ment Assumed After June 30, 2000
$ MIlions

2000- 01 2001- 02 2002- 03

-$1 -$1 -$1

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

Tax Revenue Di scussi on

The revenue inpact of this provision will be determ ned by the nunber of
enpl oyers that are providing subsidized transit passes and the average
anount of credit appli ed.

The above estimates are based on state tax return data for the previous
transit pass tax credit of an average of 30%credit anount. The previous
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i npact was increased to reflect the 40%credit allowed in the bill. The
amount of credits generated would be approximately $2 mllion for tax year
2000. However, the credits generated exceed the maxi numcredit anount of $1
mllion as stated in the bill. Therefore, the total credit anpbunt per year
is $1 mllion.
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Pendi ng.



