Bill Analysis
Author: Ransom Sponsor: Bill Number: AB 918

Related Bills: See Legislative Introduced: February 19,2025
History

SUBJECT
Gross Income Exclusion for First Responders
SUMMARY

This bill would, for taxable years beginning on or after January 1, 2025, and before
January 1, 2030, exclude from gross income qualified wages received by a qualified
taxpayer.

RECOMMENDATION

No position—The three-member Franchise Tax Board has not formally voted or taken a
position on this bill.

SUMMARY OF AMENDMENTS
Not applicable.
REASON FOR THE BILL

The reason for this bill is to provide first responders an income exclusion for services
provided during public need.

ANALYSIS

This bill would, under the Personal Income Tax Law (PITL), for taxable years beginning
on or after January 1, 2025, and before January 1, 2030, exclude from gross income
qualified wages received by a qualified taxpayer.

The bill defines the following terms:

e “State of emergency” as defined in the Government Code (GOV) section
8558, means an official announcement of conditions of a disaster or of extreme
peril to the safety of persons and property within the state caused by
conditions such as air pollution, fire, flood, storm, epidemic, riot, drought,
cyberterrorism, sudden and severe energy shortage, electromagnetic pulse
attack, plant or animal infestation or disease, the Governor’s warning of an
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earthquake or volcanic prediction, or an earthquake, or other conditions,
other than conditions resulting from a labor controversy or conditions causing a
“state of war emergency,” which, by reason of their magnitude, are or are
likely to be beyond the control of the services, personnel, equipment, and
facilities of any single county, city and county, or city and require the
combined forces of a mutual aid region or regions to combat, or with respect
to regulated energy utilities, a sudden and severe energy shortage requires
extraordinary measures beyond the authority vested in the Public Utilities
Commission.

e “Local emergency” as defined in the GOV section 8558, means an official
announcement of a disaster or of extreme peril to the safety of persons or
property within the territorial limits of a county, city and county, or city caused
by conditions such as air pollution, fire, flood, storm, epidemic, riot, drought,
cyberterrorism, sudden and severe energy shortage, de-energization event,
electromagnetic pulse attack, plant or animal infestation or disease, the
Governor’s warning of an earthquake or volcanic prediction, or an
earthquake, or other conditions, other than conditions resulting from a labor
controversy, which are or are likely to be beyond the control of the services,
personnel, equipment, and facilities of that political subdivision and require the
combined forces of other political subdivisions to combat, or with respect to
regulated energy utilities, a sudden and severe energy shortage or de-
energization event that requires extraordinary measures beyond the authority
vested in the Public Utilities Commission.

e “Provision of mutual aid” means providing personnel, equipment, and other
available resources to any affected area in accordance with GOV section
8631.

¢ “Qualified wages” means wages paid to a qualified taxpayer for work
performed in a state of emergency or local emergency proclaimed area, and
pursuant to the provision of mutual aid, as defined.

o Qualified wages would not include wages paid to a qualified taxpayer
for work performed in an area that is within the jurisdiction of the
qualified taxpayer’s employer, or the jurisdiction of a district or
department that the qualified taxpayer regularly performs services for in
the absence of a state of emergency or local emergency, within their
employment jurisdiction absence of a state of emergency or local
emergency.

¢ “Qualified Taxpayer” means a first responder as defined in the GOV section
8562, as an employee of a local agency who provides emergency response
services, which include a peace office, a firefighter, paramedic, public safety
dispatcher or telecommunicator, or an emergency medical technician.
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In addition, this bill provides that the Franchise Tax Board (FTB) may prescribe any
regulations necessary or appropriate to carry out the purpose of this exclusion,
including any regulations for verification procedures, documentation requirements,
and any other reporting requirement.

The FTB would be allowed to prescribe rules, guidelines, procedures, or other guidance
to carry out the purpose of this exclusion. The Administrative Procedures Act would not
apply to any rule, guideline, or procedure prescribed by the FTB.

This exclusion would be repealed on December 1, 2030.
Effective/Operative Date

As a tax levy, this bill would be effective immediately upon enactment and specifically
operative for taxable years beginning on or after January 1, 2025, and before
January 1, 2030.

Federal/State Law

Federal and state laws provide that gross income includes all income from whatever
source derived, including compensation for services, business income, gains from
property, interest, dividends, rents, and royalties, unless specifically excluded. Types of
income currently excluded include amounts received as a gift or inheritance, certain
compensation for injuries and sickness, educational assistance programs, foster care
payments, interest received on certain state or federal obligations, and qualified
scholarships. Currently, there is no specific exemption for first responders’ wages, and
as such are includible in gross income.

Under existing state law, legislation that would create a new tax expenditure, which
includes a credit, deduction, exemption, or any other tax benefit as provided for by
the state, is required to include specific goals, purposes, objectives, detailed
performance indicators and data collection requirements measures to allow the
Legislature to evaluate the effectiveness of the tax benefit. Legislation that would
create an income exclusion, would not require detailed performance indicators and
data collection requirements performance measures if the Legislature determines
there is no available data to collect and report.

Implementation Considerations

The FTB has identified the following implementation considerations and is available to
work with the author’s office to resolve these and other considerations that may be
identified.
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Qualified wages are wages as specified that are paid pursuant to the “provision of
mutual aid.” The bill could define “provision of mutual aid” to mean providing
resources as specified in accordance with GOV section 8631. GOV section 8631
specifically applies only to local emergencies. If this is contrary to the author’s intent
the author may wish to amend the bill.

Currently, total wages from an employer are reported on Form W-2 Wages and Tax
Statement in box 1, wages, tips, and other compensation. The author may wish to
amend the bill to include employer reporting requirements to identify qualified wages
eligible for the income exclusion.

Technical Considerations

In section 17140.6(c)(1), remove “The Franchise Tax Board may prescribe rules,
guidelines, procedures, or other guidance to carry out the purposes of this section.” as
it is not needed since FTB already has the authority to prescribe rules, guidelines or
procedures.

The bill would add Revenue and Taxation (RTC) section 17140.6. AB 1057 (Rodriguez,
2025/2026) and AB 1124 (Bains, 2025/2026), if enacted, would also add section
17140.6. To avoid one bill chaptering out the others should the bills be enacted, the
author may want to amend the bill to add double joining language.

Policy Considerations
None noted.
LEGISLATIVE HISTORY

AB 1057 (Rodriguez, 2025/2026) would, for taxable years beginning on or after

January 1, 2025, and before January 1, 2030, exclude from gross income qualified
overtime wages received in connection with areas impacted by a duly declared state
of emergency or local emergency.

AB 1124 (Bains, 2025/2026) would, for taxable years beginning on or after

January 1, 2025, and before January 1, 2030, exclude from gross income qualified
overtime wages received in connection with an area impacted by a disaster during a
period specified by a Presidential Major Disaster Declaration.

PROGRAM BACKGROUND
None noted.
OTHER STATES’ INFORMATION

None noted.
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FISCAL IMPACT

The FTB’s costs to implement this bill have yet to be determined. As the bill moves
through the legislative process, costs will be determined.

ECONOMIC IMPACT
Revenue Estimate
This bill would result in the following revenue loss:

Estimated Revenue Impact of AB 918 as Introduced February 19, 2025
Assumed Enactment after June 30, 2025

($ in Millions)
Fiscal Year Revenue
2025-2026 -$8.8
2026-2027 -$6.3
2027-2028 -$6.9

This analysis does not account for changes in employment, personal income, or gross
state product that could result from this bill or for the net final payment method of
accrual.

LEGAL IMPACT

None noted.

EQUITY IMPACT

None noted.
APPOINTMENTS

None noted.
SUPPORT/OPPOSITION

To be determined.
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ARGUMENTS
To be determined.
LEGISLATIVE CONTACT

FTBLeqislativeServices@ftb.ca.gov
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