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SUBJECT: Irrigation System |Inprovenent Costs Credit

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 hill as
X introduced  February 25, 2000

X FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED February 25, 2000, STILL APPLIES.
OTHER - See comments below.

SUWARY OF BILL

Under the Personal Inconme Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow a tax credit equal to 30% of the cost to purchase
and install an irrigation systeminprovenent that provides water conservation or
savings and that is used in a business for the production of farmincone.

SUWWARY OF AMENDMENT

The April 24, 2000, anmendment specified that the credit would be 30%

In addition, the anmendnent deleted the provisions of the bill concerning sales
and use tax.

Except for the new revenue estimate, the departnment’s analysis of the bill as
i ntroduced February 25, 2000, still applies. The inplenentation and technica
concerns have been included bel ow

| npl enent ati on Consi derations

The requirenment that the certifying engi neer or designer be “independent of”
the taxpayer is a subjective standard and may be open to interpretation.
Provi ding an objective relationship standard, perhaps by reference to an
existing tax | aw standard defining a "related party,” would make it clear
that the engineer or designer may not be an enpl oyee or otherwi se related to
the purchaser, seller or manufacturer of the water application or

di stribution equi pnent.
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The use of a water application or distribution systemon fallow |and would
be an increase in the amunt of water used on the land. Consequently, the
installation of “irrigation systeminprovenments” on such | and woul d not neet
the specified requirenents of the bill and nmay not be considered eligible
for the credit.

Techni cal Consi derati ons

The recapture provision under the B&CTL uses the term “taxable years.”
Amendnent 1 would correct the reference to “incone years.”

Tax Revenue Esti mate

The revenue analysis is estimated to inpact PIT and B&CT revenue as shown in
the foll ow ng:

Revenue | npact of SB 1974
I ncone/ Taxabl e Years Begi nning After 1/1/2000
Enact nent Assuned After June 30, 2000

$ MIlions
2000-1 2001-2 2002-3
Revenue | npact (%$12) ($18) ($23)

BOARD

Thi s anal ysis assunmes that the installation nust take place in California.
Any changes in enployment, personal inconme, or gross state product that
could result fromthis neasure are not considered.

Revenue Di scussi on

This estimte was devel oped in several steps. Discussions with industry
experts indicated that replacing existing systens as well as the incentive
effect of this bill would induce about 200,000 acres of irrigated land in
California to adopt water-saving systens or equi pnent. The average cost per
acre to install the equipnment and inprove the irrigation system was
cal cul ated to be about $525 per acre for 2000. Total qualifying

expendi tures are projected to be about $100 million for 2000. The applied
credit ampbunts were adjusted to account for the reduction in depreciation
that would result fromthe use of the credits. The portion of credits that
could be applied in any given year against available tax liabilities was
estimted using tax returns that report farmincome. It was assuned that
unapplied carryover credits would be exhausted by the fourth year.

In the departnment’s Tax Revenue Di scussion of the bill as introduced
February 25, 2000, the analysis erroneously stated that the total qualified
credit anopunts were projected to be on the order of $200 million. That
anount represented the “total qualified expenditures,” not “total qualified
credit ampunt.” Moreover, the $200 mllion should have been $100 nilli on,
but the prior revenue estimate was cal cul ated using the correct projected
qual i fyi ng expenses ($100 million).

POSI TI ON

Pendi ng.
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On page 6,

i ncome years

Anal yst Roger Lackey
Tel ephone # 845- 3627
At t or ney Patri ck Kusiak

FRANCHI SE TAX BOARD S
PROPCSED AMENDMENTS TO SB 1974
As Amended April 24, 2000

AMENDMENT 1

line 32, strikeout “taxable years” and insert:



