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SUBJECT: Prohibit Disclosure of Tax Return Information by Tax Preparers and
Busi nesses

SUMVARY

This bill woul d:

@ Expand crimnal sanctions for disclosures of tax return information by
busi nesses that prepare returns to add certain disclosures nade either within
the tax preparing firmor to subsidiaries or affiliates of the tax preparing
firm

@ Establish a civil penalty for disclosure of tax return information provi ded by
a consuner in connection with financial or business-related transactions.

& Make each violation of crimnal provisions regulating the practice of tax
preparers a separate offense.

This bill does not directly inpact the prograns adm ni stered by the Franchi se Tax
Boar d.

EFFECTI VE DATE

This bill woul d beconme effective January 1, 2001
BACKGROUND

FTB has been pursuing nmethods to pernmit expanded options for electronic filing

and el ectronic paynent of taxes. Currently taxpayers nmust use a third party

el ectronic return transmtter to electronically file a tax return. The need to
utilize the services of a third party to file returns electronically has raised
concerns regardi ng possible disclosure of tax information

Current | aws regarding disclosure of tax information do not apply to electronic
return transmtters. |In addition, the |aw does not prevent such conpani es from
sharing personal information, such as nane, address, e-nail address and phone
nunber wi th other conpanies.

In recognition of the need and dermand for direct Internet filing by taxpayers,
the Franchi se Tax Board recently directed departnment staff to proceed with the
devel opnent of a direct filing portal (DFP). The DFP woul d provide taxpayers the
option of transmtting a conpleted return directly to FTB instead of via a third
party. This project is scheduled for inplenentation by January 1, 2001.
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SPECI FI C FI NDI NGS

Current federal and state |aws protect the confidentiality of taxpayer
i nformati on.

Under federal law, a return preparer that uses return information for any purpose
other than to prepare a return or that nmakes an unauthorized disclosure of return
information is subject to a $250 penalty for each disclosure, up to a maxi num of

$10,000. |If the action is undertaken knowi ngly or recklessly, the preparer may
be subject to crimnal penalties or a fine of up to $1,000, or up to a year in
jail, or both, together with the cost of prosecution.

Under the California Business and Professions Code, it is a m sdeneanor for
anyone to disclose any information obtained in the business of preparing federal
or state inconme tax returns or in assisting taxpayers to prepare their returns,
unl ess the disclosure is:

@ authorized by witten consent of the taxpayer;
aut hori zed by | aw,

 necessary to the preparation of the return; or
@ pursuant to a court order.

This bill would establish civil penalties for the disclosure of tax return
i nformati on provided by a consuner in connection with financial or business-
rel ated transacti ons, unless the disclosure is:

@ authorized by witten consent of the consuner;

aut hori zed by | aw,

D necessary to conplete the financial or business-related transaction; or
@ pursuant to a court order.

A prohibited disclosure would include disclosures made internally within the
entity conducting financial or business-related transactions with the consuner or
by that entity to any of its subsidiaries or affiliates.

Unrel ated use of tax infornation without the consuner’s consent woul d al so be
prohibited. “Unrelated use” would nean any use that is not necessary to effect,
adm nister, or enforce the financial or other business-related transaction with
t he consuner.

This bill would expand crimnmnal sanctions for disclosure of tax return

i nformati on by businesses that prepare returns to add discl osures nmade either
within the tax preparing firmor to subsidiaries or affiliates of the tax
preparing firm “Affiliate” would nean any entity that directly or indirectly,
t hrough one or nore internediaries, controls, is controlled by, or is under
common control with, another entity.

This bill also woul d make each viol ation of provisions regulating the practice of
tax preparers a separate offense.
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Pol i cy Consi derati ons

This bill would provide additional protection to taxpayers from unauthorized
di scl osure of tax return information. The added protection would cover

busi nesses that prepare and electronically file tax returns and shoul d
reduce taxpayer fears regarding electronic filing. Taxpayer confidence in
el ectronic filing is needed to acconplish the departnment’s goal of a
paperless filing system

However, it is unclear whether this bill would provide additional protection
from unaut hori zed di scl osure by busi nesses that do not prepare the tax
return but sinply transmt the return electronically for a fee. Such

busi nesses woul d not be covered under Section 17350.5 of the Business and

Pr of essi ons Code since they do not prepare returns. It is unclear whether
they would fall under Cvil Code Section 1799.15 as an “other business-

rel ated transaction.”

| npl ement ati on Consi derati ons

I mpl ementing this bill would not affect the departnment’s prograns and
operations, but may foster greater acceptance of paperless, electronic
filing nethods.

FI SCAL | MPACT

BOARD

Depart nental Costs

This bill would not inpact the departnment’s costs.

Tax Revenue Esti mate

This bill would not inpact the state’s incone tax revenue.

POSI T1 ON

Pendi ng.



