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9. AB 2013 (Irwin) Ms. Kinnee Property taxation: new construction: 
damaged or destroyed property. 

10. AB 2058 (Gabriel) Mr. Anguiano Income taxes: credits: low-income 
housing. (Tax Levy) 
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accommodated to the extent feasible. The Assembly's ADA policy can be located at the 
following Web address: http://a"scmblv.ca.uov/accessibilitv. 

http://a"scmblv.ca.uov/accessibilitv


STATE CAPITOL 
P.O. BOX 942849 

SACRAMENTO, CA 94249-0114 
(916) 319-2098 

FAX (916) 319-2198 

CHIEF CONSULTANT 
M. DAVID RUFF 

PRINCIPAL CONSULTANT 
CARLOS ANGUIANO 

SENIOR CONSULTANT 
ROSE MARIE KINNEE 

COMMITTEE SECRETARY 
SUE HIGHLAND 

ASSEMBLY COMMITTEE ON 

REVENUE AND TAXATION 
AUTUMN R. BURKE, CHAIR 

ASSEMBLYMEMBER SIXTY-SECOND DISTRICT 

MEMBERS 
WILLIAM P. BROUGH, VICE CHAIR 
KANSEN CHU 
ADAM C. GRAY 
MARC LEVINE 
CHAD MAYES 
MELISSA A. MELENDEZ 
KEVIN MULLIN 
COTTIE PETRIE-NORRIS 
BILL QUIRK 
LUZ M. RIVAS 

ASSEMBLY REVENUE AND TAXATION 
COMMITTEE 

MAY 18, 2020 ANALYSIS PACKET 

•~18 

Printed on Recycled Paper 



AB 2013 
Page 1 

Date of Hearing: May 18, 2020 

ASSEMBLY COMMITTEE ON REVENUE AND TAXATION 
Autumn R. Burke, Chairwoman 

AB 2013 (Irwin) - As Amended May 11, 2020 

FOR VOTE ONLY 

Majority vote. Fiscal committee. 

SUBJECT: Property taxation: new construction: damaged or destroyed property 

SUMMARY: Provides disaster relief parity between property owners following a Governor
declared disaster by establishing the same comparability definition for replacement property for 
owners who rebuild onsite and owners who purchase another property. Specifically, this bill: 

1) Allows the base year value of property that is substantially damaged or destroyed by a 
disaster to be applied to replacement property reconstructed on the site of the property that it 
replaces. 

2) Requires the reconstruction to occur within five years after the disaster. 

3) Requires the assessor to establish the reconstructed property's base year value as follows: 

a) If the full cash value of the reconstructed property does not exceed 120% of the full cash 
value of the property substantially damaged or destroyed, then the adjusted base year 
value of the property substantially damaged or destroyed applies to the reconstructed 
property as its base year value; 

b) If the full cash value of the reconstructed property exceeds 120% of the full cash value of 
the property substantially damaged or destroyed, then the amount of the full cash value 
over 120% of the full cash value of the property substantially damaged or destroyed is to 
be added to the adjusted base year value of the original property substantially damaged or 
destroyed. The sum of these amounts becomes the reconstructed property's base year 
value; and, 

c) If the full cash value of the reconstructed property is less than the adjusted base year 
value of the original property substantially damaged or destroyed, then that lower value 
becomes the reconstructed property's base year value. 

4) Provides that the full cash value of the property substantially damaged or destroyed is the 
amount of its full cash value immediately prior to its substantial damage or destruction, as 
determined by the county assessor where the property is located. 

5) Provides that property is substantially damaged or destroyed if the improvements sustain 
physical damage amounting to more than 50% of the improvements' full cash value 
immediately prior to the disaster. 
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6) Provides that reconstructed property is comparable to the original property substantially 
damaged or destroyed if it is similar in size, utility, and function to the property which it 
replaces. 

7) Provides that property is similar in function if the reconstructed property is subject to similar 
governmental restrictions, such as zoning. 

8) Provides that both the size and utility of property are interrelated and associated with value. 

9) Provides that property is similar in size and utility only to the extent that the reconstructed 
property is, or is intended to be, used in the same manner as the original property 
substantially damaged or destroyed and its full cash value does not exceed 120% of the full 
cash value of the original property substantially damaged or destroyed. 

I 0) Provides that a reconstructed property or any portion of reconstructed property used or 
intended to be used for a purpose substantially different than the use made of the original 
property substantially damaged or destroyed shall, to the extent of the dissimilar use, be 
considered not similar in utility. 

11) Provides that a reconstructed property or any portion of the reconstructed property that 
satisfies the use requirement but has a full cash value that exceeds 120% of the full cash 
value of the original property substantially damaged or destroyed shall be considered, to the 
extent of the excess, not similar in utility and size. 

12) Provides that to the extent that a reconstructed property or any portion of the reconstructed 
property is not similar in function, size, and utility, the property or portion of that property 
shall be considered to be newly constructed. 

13) Defines a "disaster" as a major misfortune or calamity in an area subsequently proclaimed by 
the Governor to be in a state of disaster as a result of the misfortune or calamity. 

14) Makes these provisions retroactive to real property damaged or destroyed by misfortune or 
calamity on or after January I, 2017. 

15) Disallows a property owner from receiving both the property tax relief available for 
rebuilding onsite and purchasing a replacement property. 

EXISTING LAW: 

I) Provides that all property is taxable unless explicitly exempted by the California Constitution 
or federal law. 

2) Limits ad valorem taxes on real property to 1 % of the full cash value of that property as set 
forth in the California Constitution based on the county assessor's determination of property 
value when purchased, newly constructed, or a change in ownership has occurred. This 
value, known as the "base year value," may reflect the yearly inflation rate, not to exceed 2% 
for any given year. 

3) Requires the assessor to increase a property's assessment to reflect the full cash value of "new 
construction" when substantial additions or alterations occur. New construction is assigned 
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its own distinct base year value, and the remainder of the property's base year value is 
unaffected. 

4) Excludes, under the Constitution, from the definitions of "newly constructed," real property 
that is reconstructed after a Governor-declared disaster, where the real property's fair market 
value, as reconstructed, is "comparable" to its fair market value prior to the disaster. 1 

5) Excludes, under the Revenue and Taxation Code (R&TC), as "newly constructed" or "new 
construction", any timely reconstruction ofreal property, or portion thereof, that was 
damaged or destroyed by a misfortune or calamity, where the property, or portion thereof, 
after reconstruction is "substantially equivalent" to the prope11y prior to damage or 
destruction. 2 

6) Requires the assessment as new construction of any reconstruction of real property, or 
portion thereof, which is not substantially equivalent to the damaged or destroyed property. 

7) Assigns a distinct base year value to the assessable new construction that is limited to the 
non-substantially equivalent portion of the reconstruction. 

8) Requires any assessable new construction to be valued at its fair market value on the date of 
completion, or, if uncompleted, on the lien date (January 1), as specified. 

9) Defines "improvement" as all buildings, structures, fixtures, and fences erected on or affixed 
to the land; and all fruit, nut bearing, or ornamental trees and vines.3 

10) Allows the Legislature to permit local governments to reassess taxable property physically 
damaged or destroyed after the lien date.4 

11) Allows property owners of property substantially damaged or destroyed in a Governor
declared disaster event to transfer the base year value of that property to a comparable 
replacement property located in the same county. 5 

a) Defines a replacement property as "comparable" when it is similar in size, utility, and 
function as the pre-damaged property. 

b) Considers size and utility to be interrelated and associated with value. 

c) Allows the replacement property to be considered comparable as to size and utility if the 
replacement property's value does not exceed 120% of full cash value of the other 
property in a pre-damaged condition. 

d) Requires an additional assessment for any non-comparable portion of the replacement 
property. 

1 Article XIII A, Section 2(a) of the California Constitution. 
2 R&TC Section 70(c). 
3 R&TC Section I 05. 
4 Article XIII, Section 15 of the California Constitution. 
5 R&TC Section 69. 
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e) Assigns a distinct base year value for that portion of the replacement property that is non
comparable, which is added to the base year value transferred from the damaged 
property. 

FISCAL EFFECT: The State Board of Equalization estimates this bill would reduce annual 
property tax revenues by as much as $820 per home and as much as $5 ,000 per commercial 
property. 

COMMENTS: 

1) The author has provided the following statement in support of this bill: 

Victims suffering the loss of homes or businesses due to fire, mudslide, flood or other 
calamity should be treated consistently and fairly by California's property tax laws. For 
disaster victims who choose to purchase a replacement dwelling or build within the 
county where the calamity occurred, existing law provides for the transfer of property tax 
liability if the size, function and value of the replacement is comparable up to 120 
percent. This same standard of 120 percent does not currently exist for those property 
owners who wish to rebuild on their original site. Without this safe harbor, disaster 
victims risk triggering a reassessment and are discouraged from rebuilding their homes 
and businesses with energy efficiency upgrades and fire hardened materials. 

AB 2013 corrects the inequity in current law by adding Section 70.5 of the Revenue and 
Taxation Code. Any improvement over 120 percent of value of the destroyed 
improvements would be assessable as new construction. By creating this parity with 
existing taxpayer protections, AB 2013 will help support those who may have lost 
everything and are struggling to rebuild their lives. 

2) The California Apartment Association, in support of this bill, states: 

The recent devastation and loss of housing in those areas affected by the unprecedented 
wildfires have been overwhelming. Over 32,000 homes and 4,300 businesses were 
destroyed. [ ... ] This bill will help provide the same tax relief to property owners who 
wish to rebuild on the same parcel of land as those who chose to relocate elsewhere in the 
county. 

3) Committee Staff Comments: 

a) Assessing new construction under Proposition 13: The California Constitution prescribes 
much of the law pertaining to property taxation. These provisions are found in Articles 
XIII and XIII A (commonly known as "Proposition 13"). Enacted in June 1978, 
Proposition 13 was designed to provide real property tax relief by imposing a set of 
interlocking limitations on assessed value and the tax rate. 

As a general rule, the maximum amount of any ad valorem tax on real property may not 
exceed 1 % of the property's full cash value, as adjusted for the lesser of inflation or 2% 
per year. The Constitution6 defines the term "full cash value" as the "county assessor's 

6 Article Xlll A, Sections I and 2 of the California Constitution. 
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valuation ofreal property as shown on the 1975-1976 tax bill" or, thereafter, "the 
appraised value of real property when purchased, newly constructed, or a change in 
ownership has occurred after the 1975 assessment." Since the Constitution links a 
property's "full cash value" to its value at a specific point in time, the implementing laws 
use the term "base year value." 

Thus, the California Constitution requires that real property's base year value be 
reassessed to its current fair market value whenever a "change in ownership" occurs and 
requires additional assessments to reflect certain construction activities that qualify as 
"new construction." When substantial additions or alterations occur, the assessor assigns 
the assessable new construction with its own distinct base year value and the remainder 
of the property's assessment is unaffected and retains its own prior base year value. 

b) New construction exclusion for disaster reconstruction: Proposition 13 failed to address 
the possibility of subsequent market value declines after a base year value was 
established. Proposition 13 also failed to address how a property's assessed value would 
be determined post-disaster and post-disaster reconstruction. Consequently, in November 
1978, the Legislature placed Proposition 8 on the ballot to amend the Constitution to 
address both issues. 7 

Proposition 8 established a "new construction exclusion" related to post-disaster 
reconstruction. Specifically, real property that is reconstructed after a disaster, as 
declared by the Governor, will not be assessed as new construction if the fair market 
value of the real property, as reconstructed, is "comparable" to its fair market value prior 
to the disaster. In implementing the exclusion authorized, the implementing statute, 
R&TC Section 70(c), uses a different term "substantially equivalent," which is undefined, 
to refer to "comparable" fair market value. 

Relevant to this bill, the Legislature did not limit the new construction exclusion to a 
disaster for which the Governor proclaims a state of emergency. Instead, the Legislature 
allowed this exclusion to apply more broadly to any misfortune and calamity to prevent 
inequities. Preexisting Article XIII, Section 15 and R&TC Section 170 authorized 
property tax reassessments following a misfortunate or calamity, as specified, and those 
provisions were not limited to Governor-recognized events. 8 

Subsequent constitutional amendments have authorized property owners to transfer their 
base value to a different property if they purchase a new replacement property rather than 
rebuilding following a Governor-recognized event. For these other provisions, the 
implementing statutes use the term "comparable" and provide a definition. 

c) What does this bill do? This bill allows owners of property substantially damaged or 
destroyed in a Governor-declared disaster to reconstruct comparable improvements onsite 
with a return to the former improvement's base year value. While existing law effectively 
allows this in a form of a new construction exclusion, this bill adds a new provision 

7 SCA 67, Statutes of 1978, Resolution Chapter 76. 
8 Report of the Task Force on Property Tax Administration, January 22, 1979, pages 65-66. 
Implementation of Proposition 13, "Property Tax Assessment", Assembly Revenue and Taxation Committee, 
October 29, I 979, page 34. 
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specific to post-disaster reconstruction following a Governor-recognized event and 
allows a more generous comparability definition. Specifically, it defines the term 
"comparable" using the same 120% definition used when a victim of a major disaster 
decides to purchase a replacement property in the same county. Under this definition, 
reconstructed improvements will be found comparable to the improvement replaced if 
similar in size, utility, and function and within 120% of value. This gives property 
owners parity regardless of which path to recovery they choose: rebuild or move. 
Additionally, this bill avoids using the undefined phrase "substantially equivalent." 

This bill will not impact the property tax relief provided to property owners who incur 
damage resulting from non-Governor recognized events, such as a single house fire. For 
these property owners, the new construction exclusion ofR&TC Section 70(c) remains 
available. 

d) What is the problem? Existing law does not distinguish between major disaster events 
and more minor events nor does it define "substantially equivalent" with respect to the 
pre-existing new construction exclusion. Thus, assessors exercise judgment as to 
acceptable parameters of equivalency. This independent judgment can vary from county 
to county, resulting in statewide inconsistency. 

e) "Comparability" parity with other disaster-related property tax relief laws: R&TC 
Section 69 relates to base year value transfers for disaster victims who purchase a 
replacement property in the same county, rather than rebuild on the same parcel ofland, 
and allows a 120% bright line as to value comparability. R&TC Section 74.7, which 
provides a new construction exclusion related to reconstruction of property damaged by 
environmental contamination, also provides a 120% bright line as to value comparability. 

f) Building record discrepancies and updated building codes: The scale of the 
unprecedented wildfire destruction in recent years throughout California has revealed 
instances where the assessor's building records may have included square footage errors. 
Additionally, current building codes and standards may require the reconstruction of 
improvements with a larger footprint, such as with bathrooms, hallways, and doorways. 
The 120% leeway this bill establishes helps minimize the tax impact from any such 
discrepancies or building code requirements. However, Committee staff notes that this 
bill's provisions would not extend to any improvements previously escaping property 
taxation, such as unpermitted buildings or structures pre-existing on the land. 

g) Retroactivity: This bill applies to real property damaged or destroyed by misfortune or 
calamity on or after January 1, 2017, allowing the new definitions to apply to the mass 
rebuilding efforts underway following the destructive wildfires of the past several years. 
This bill includes an appropriate statement of public purpose related to this retroactively. 

h) Governor's veto: This bill is a follow up to AB 885, which this Committee passed last 
year, and which Governor Newsom vetoed. The veto message states: 

AB 885 (Irwin) creates a bright-line test to determine whether new construction after 
a misfortune or calamity is substantially equivalent to the replaced structure, and 
therefore precluded from reassessment for property tax purposes. 
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When a disaster destroys a home or structure, current law appropriately prohibits the 
rebuilding cost of that destroyed property from increasing the assessed value for 
property tax purposes, as long as the rebuilt home is substantially equivalent to the 
replaced structure. While I understand the intent of this bill is to provide uniformity 
across counties and to address instances where code standards require updates that 
may increase the value of the property, AB 885 goes too far. 

Ensuring home and other property owners are not faced with additional property tax 
burdens following a disaster is important. Providing uniformity in this matter is also 
a laudable goal. However, the proposed bright-line test in AB 885 should be 
narrowed to address these issues in a manner that minimizes negative impacts on 
local revenues. 

To address the veto of AB 885, this bill's provisions have been restructured and narrowed 
in scope to apply only to misfortune and calamity events for which the Governor has 
proclaimed a state of emergency and for which the prior improvements sustained damage 
of more than 50%. Reconstructed improvements will be found "comparable" to the 
improvement replaced if similar in size, utility, and function and within 120% of value. 

REGISTERED SUPPORT / OPPOSITION: 

Support 

California Apartment Association 
California Assessors' Association 
California Chamber of Commerce 
Howard Jarvis Taxpayers Association 

Opposition 

None on file 

Analysis Prepared by: Rose Marie Kinnee / REV. & TAX. / (916) 319-2098 
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Date of Hearing: May 18, 2020 

ASSEMBLY COMMITTEE ON REVENUE AND TAXATION 
Autumn R. Burke, Chairwoman 

AB 2058 (Gabriel) - As Amended May 12, 2020 

FOR VOTE ONLY 

Majority vote. Tax levy. Fiscal committee. 

SUBJECT: Income taxes: credits: low-income housing 

SUMMARY: Establishes a credit program to maintain affordable housing units and 
mobilehome parks. Specifically, this bill: 

1) Provides, for taxable years beginning on or after January 1, 2021, and before January 1, 
2026, a credit to a taxpayer that sells specified property to a qualified developer that has 
received a credit reservation from the Tax Credit Allocation Committee (TCAC), and 
transfers the credit reservation to the taxpayer as part of the sale. 

2) Provides, subject to certain restrictions, that the credit shall not exceed $1 million or the sum 
of both of the following, whichever is less: 

a) 50% of the federal capital gains taxes to be paid by the taxpayer based on the gains 
recognized for the sale of property to the qualified developer; and, 

b) 50% of the state income taxes paid by the taxpayer derived from the capital gains 
recognized for the sale of the property to the qualified developer. 

3) Limits the credit to $20,000 per housing unit or space in the property. 

4) Limits the aggregate amount of credits that may be allocated to zero dollars ($0) unless 
otherwise specified in any bill providing for an appropriation related to the Budget, and in no 
case shall the amount exceed $500 million. 

5) Provides that 50% of the estimated credit amount shall be allocated to the taxpayer in the 
taxable year in which the sale of the property is made to the qualified developer. The 
remainder of the estimated credit amount shall be allocated to the taxpayer in the taxable year 
following the sale of the property. 

6) Requires the taxpayer to demonstrate to TCAC the actual amount of federal and state income 
taxes paid that were derived from the sale of the property to the qualified developer. The 
credit amount allocated to the taxpayer shall be reduced if the actual taxes paid are less than 
the estimated taxes paid. 

7) Requires the qualified developer to apply for a credit reservation of up to $1 million. 
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8) Requires that the estimated amount of credit transferred to the taxpayer from a qualified 
developer be established at the close of escrow and included in the closing or transaction 
documents. 

9) Allows the excess credit to be carried over to the following taxable year, and succeeding 
years if necessary, until the credit is exhausted. 

IO)Requires TCAC to do all of the following: 

a) Establish a procedure for a qualified developer to apply for and receive a reservation of a 
credit; 

b) Establish minimum criteria for approving an application to reserve tax credits, including, 
but not limited to, all of the following: 

i) The qualified developer shall have a successful record of using tax credits or other 
public funding sources to preserve or acquire affordable housing in the state; 

ii) The credit shall not be used to acquire an assisted housing development; 

iii) The qualified developer shall not hold more than three reservations at any time, but 
once the qualified developer transfers the credit to a taxpayer, the qualified developer 
does not hold that tax credit reservation; 

iv) The qualified developer agrees to renew all project-based rental subsidies for a 
maximum term available and to seek additional renewals throughout the term of the 
regulatory agreement, if applicable; 

v) The qualified developer agrees to not evict tenants other than for good cause; and, 

vi) The qualified developer agrees to comply with tenant selection and lease 
requirements established by TCAC; 

c) Enter into credit reservation agreements with qualified developers. TCAC shall reserve 
credits on a first-come-first-served basis to qualified developers who meet the threshold 
criteria established by TCAC. The credit reservation agreements shall include the 
amount of credit reserved to the qualified developer and the amount of time, based on 
criteria adopted by TCAC, in which the qualified developer shall transfer the credit to a 
taxpayer. The criteria to determine a timeline in which a credit must be transferred shall 
take into account market conditions in the state; 

d) Provide guidance to reservation holders to prioritize, to the greatest extent possible, the 
acquisition of properties in which a majority of the occupants are lower income 
households; 

e) Allocate tax credits to taxpayers and establish a procedure, in consultation with the 
Franchise Tax Board (FTB), to confirm the credit amount allocated to a taxpayer; and, 

t) Adopt all other rules and regulations necessary to implement this credit. 
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11) Requires a taxpayer that receives a credit allocation to provide the Committee with the 
taxpayer's tax returns for the taxable year in which the taxpayer received the credit and for 
the subsequent four taxable years. 

12) Defines "Committee" as TCAC. 

13)Defines "Department" as the Department of Housing and Community Development. 

14)Defines an "eligible nonprofit corporation" as a California nonprofit corporation whose 
primary activity is the development and preservation of affordable rental housing, as 
determined by TCAC. 

15) Defines "lower income households" in the same manner as provided for in Health and Safety 
Code Section 50079.5. 

16) Defines a "qualified developer'' as a local public entity, an eligible nonprofit corporation, a 
limited partnership in which the managing general partner is an eligible nonprofit 
corporation, a limited liability company in which the managing member is an eligible 
nonprofit corporation, or a resident organization that meets all of the following: 

a) Is acquiring a mobilehome park in the state and has secured a loan from the Department; 

b) Is acquiring a mobilehome park in the state, in which at least 50% of the current residents 
are lower income-households and for which the qualified developer agrees to enter into a 
regulatory agreement with TCAC for a minimum of 55 years that requires both of the 
following: 

i) All vacant spaces shall be rented at a space rent that does not exceed 50% of 
maximum rent limits established by TCAC at 60% of the area median income; and, 

ii) The space rent for existing residents at the time of the qualified developer's 
acquisition of the property, both during the 12 months preceding the acquisition and 
during the term of the regulatory agreement, shall not increase more than 5% in any 
12-month period; 

c) Is acquiring a multifamily housing development of five or more dwelling units in the 
state and entering into a regulatory agreement, with TCAC, for that development, that 
requires, for a minimum of 55 years, that all vacant housing meet both of the following 
requirements: 

i) Be rented to low-income households, so no household earns more than 80% of the 
area median income at initial occupancy and the average income limit is no more than 
60% of the area median income; and, 

ii) Be rented to low-income households at affordable rents that do not exceed maximum 
rent limits established by TCAC at 80% of the area median income. The average 
affordable rent shall not exceed 60% of the area median income. 

17) Defines "space rent" as rent charged for occupancy of a space in a mobilehome park. "Space 
rent" does not include the rent charged for occupancy of a mobilehome or other structure on 
that space. 
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18) Defines "vacant spaces" as spaces in a mobilehome park that are vacant at the time the 
property is sold to the qualified developer and spaces in a mobilehome park that become 
vacant after the property has been sold to the qualified developer. 

19) Defines "vacant housing" as dwelling units that are vacant at the time the property is sold to 
the qualified developer and dwelling units that become vacant after the property has been 
sold to the qualified developer. 

20) Provides that the rules and regulations adopted by TCAC to implement this credit are exempt 
from the Administrative Procedure Act. 

21) Provides that this credit shall remain in effect only until December 31, 2026; and, as of that 
date, is repealed. 

22) Outlines the following goals, purposes, and objectives that the tax credit will achieve in 
compliance with Revenue and Taxation Code Section 41: 

a) Preserving the affordability of existing affordable housing and mobilehome parks at risk 
of converting to market-rate housing as subsidies are set to expire; 

b) Preserving the affordability of unrestricted, naturally occurring affordable housing and 
mobilehome parks where market pressures threaten to make housing costs unaffordable 
to low-income households; and, 

c) Preventing the displacement oflow-income households that would otherwise be caused 
by the loss of affordability in at-risk restricted or in unrestricted housing and mobilehome 
parks. 

23) Provides performance indicators for the Legislature to use in determining whether this tax 
credit meets the stated goals, purposes, and objectives, as follows: 

a) The number of developers allowed a tax credit; and, 

b) The number of homes remaining affordable to low-income households as a result of a 
sales transaction involving this tax credit; 

24) Requires the Legislative Analyst's Office (LAO) to, on an annual basis beginning January 1, 
2022, and each January 1 thereafter until January 1, 2027, collaborate with TCAC to review 
the effectiveness of this credit. The review shall include, but not be limited to, the metrics 
described above. 

25) Requires the following data collection for determining whether this credit is meeting, failing 
to meet, or exceeding the specified goals, purposes, and objectives: 

a) The LAO may request information from TCAC; and, 

b) TCAC shall provide any data requested by the LAO. 

26) Provides that unless otherwise specified in any bill providing for appropriations related to the 
Budget Act, for taxable years beginning on or after January 1, 2021, and before January 1, 
2026, the amount of credit shall be $0 
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27) Takes effect immediately as a tax levy. 

EXISTING FEDERAL LAW: 

1) Allows a Low-Income Housing Tax Credit (LIHTC) for the costs of constructing, 
rehabilitating, or acquiring low-income housing. The LIHTC amount varies depending on 
several factors including when the housing was placed in service and whether it was federally 
subsidized; and varies between 30 and 70 percent of the present value of the qualified low
income housing. The LIHTC is claimed over 10 years. TCAC allocates and administers the 
federal and state LIHTC Programs. 

2) Requires TCAC to allocate each year the California LIHTC based upon qualifications of the 
applicant and proposed project. 

3) Provides preferential tax treatment, under federal law, to investors who invest in Opportunity 
Zones (OZs). To qualify for the tax incentives available within an OZ, an investor must do 
all of the following: 

a) The investor must roll over the original capital gain into a qualified OZ fund within 180 
days of realizing the gain; 

b) The qualified OZ fund must invest in a qualified OZ business; and, 

c) The qualified OZ business must buy or lease qualified OZ business property. 

EXISTING ST A TE LAW: 

1) Conforms, generally, to federal law with respect to the LIHTC, except that the state LIHTC 
is claimed over four taxable years (10 years for federal) , is limited to projects located in 
California, must be allocated and authorized by TCAC, rents must be maintained at low
income levels for 30 years (15 years for federal), and TCAC must have authorized a federal 
credit to the taxpayer or the taxpayer must qualify for the federal credit. 

2) Requires legislation that would create a new tax expenditure, including a credit, deduction, 
exclusion, exemption, or any other tax benefit to include specific goals, purposes, objectives, 
and performance measures to allow the Legislature to evaluate the effectiveness of the tax 
expenditure. 

FISCAL EFFECT: The FTB estimates a General Fund revenue loss of $5.6 million in fiscal 
year (FY) 2020-21, $40 million in FY 2021-22, and $95 million in FY 2022-23 . 

COMMENTS: 

1) The author has provided the following statement in support of this bill: 

Preserving affordable housing is a critical piece of homelessness prevention and AB 2058 
creates an efficient, market-based approach to keep at-risk units affordable. According to 
the California Housing Partnership, nearly 35,000 subsidized affordable rental units in 
California are at risk of converting to market rate units as state and federal subsidies and 
deed restrictions expire over the next five years. 
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Allowing these affordable units to suddenly disappear would have catastrophic 
consequences for tens of thousands of vulnerable Californians and severely setback 
efforts to address our homeless crisis. 

This bill would incentivize owners of affordable housing to keep units affordable, rather 
than converting them to market rate rents when current subsidies or deed restrictions 
expire. This legislation would enable California to preserve roughly 25,000 affordable 
units over the next five years, at the cost of approximately $20,000 per unit. 

A smart front-end investment by the state will help keep tens of thousands of vulnerable 
Californians housed, all at a small fraction of the cost that otherwise would be required to 
build units from scratch. 

2) Supporters of this bill state that " [ w ]hile increasing the supply of affordable rental homes is 
critical, we must also preserve the affordable housing that currently exists so that this need 
does not grow greater. Between 1997 and 2018, California lost 15,044 affordable rental 
homes as affordability restrictions expired. Another 34,554 affordable rental homes are at 
risk of converting to market-rate rentals in the near future." According to supporters, "[t]he 
Affordable Housing Preservation Tax Credit encourages property owners to voluntarily sell 
these vulnerable properties to experienced affordable housing organizations who will operate 
them as affordable housing for low-income households for 55 years. As an incentive to sell 
to an affordable housing entity, the seller receives a 50% credit (up to $20,000 per unit and 
$1 million per transaction) against the state and federal capital gains otherwise owed." 

3) Committee Staff Comments: 

a) Housing shortage in general: According to a recent LAO report, California's home 
prices and rental prices are higher than just about anywhere else in the country1

. The 
average home price in California is $440,000 or about 2.5 times more expensive than the 
national average and the average monthly rent in California is about $1,240 or about 50% 
higher than the national average. Though several factors have led to California's high 
housing costs, the main driving force is a lack of new housing2

. In general, cities across 
the state, and patiicularly along the coast, are building fewer homes than people want. In 
order to mitigate the state's problem with housing affordability, the LAO estimates that 
California will have to at least double the number of units currently being built to prevent 
home prices from growing at a rate faster than the rest of the country. If California home 
and rental prices continue on this trend, those at the margin (i.e., those who currently earn 
just enough to purchase a home or rent an apartment within a desired location) wilJ likely 
be pushed out of the market. 

b) At-risk housing: According to California Housing Partnership, 31,821 affordable units 
are expected to convert to market rate in the next 10 years, and 9,064 affordable rental 
homes are at risk of converting to market rate in the next year. Over the last 22 years, 
15,000 affordable homes were allowed to convert to market rate housing. Most of the 
loss will likely occur in Los Angeles, Orange, Santa Clara, San Diego, and San Francisco 

1 California's High Housing Costs, March 17, 2015. 
2 Id. at 10. 
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Counties. Conversions to market rate may mean the loss of housing and economic 
stability for the low-income residents occupying those homes. 

c) Subsidizing market rate units: This bill provides a credit to taxpayers who sell their 
property to a qualified developer. As part of the requirements, a qualified developer that 
acquires multifamily rental housing must rent the units to low-income households, which 
are household that earn no more than 80% of area median income when the initial 
occupancy occurs and the average income limit is no more than 60% of the area median 
income. Similar restrictions apply to mobilehome spaces. However, the low-income 
requirements only apply to vacancies at the time the property is sold and as they become 
vacant after the property has been sold. In other words, a relatively well-off person can 
be living in a multifamily unit for a very long time after the property has been sold to a 
qualified developer and after the taxpayer receives the tax credit. In fact, a tenant can 
potentially stay indefinitely since a qualified developer also agrees not to evict a tenant 
other than for good cause. However, because the qualified developer agrees to make 
vacant units and spaces available to low-income tenants for a period of 55 years, it is 
likely that all of the units will eventually be rented out to low-income households, but 
these benefits may take some time to realize. 

d) Number of units not related to credit: As noted above, the new credit is designed to 
encourage taxpayers to sell their property to qualified developers. The credit that the 
taxpayer receives is not based on the number of units within a building or the number of 
units that will be made available to low-income households. Instead, the credit is based 
on the tax liability incurred by a taxpayer for the realized gain. As such, a taxpayer may 
receive a larger credit because the value of the apartment building today is worth 
substantially more than it was a number of years ago when the property was first 
purchased. In situations where the building was inherited, the taxpayer would likely have 
very little tax liability because of the step-up in basis. In these situations, the taxpayer 
may receive a very small amount of credit, even if the building contains substantially 
more units. To address this concern, the author has added a $20,000 limit for each 
housing unit. 

e) Committee's Tax Expenditure Policy: SB 1335 (Leno), Chapter 845, Statutes of 2014, 
added R&TC Section 41, which recognized that the Legislature should apply the same 
level of review used for government spending programs to tax credits introduced on or 
after January 1, 2015. AB 263 (Burke), Chapter 743, Statutes of 2019, extended the 
requirements in R&TC Section 41 to all tax expenditure measures under the Personal 
Income Tax Law, the Corporation Tax Law, and the Sales and Use Tax Law introduced 
on or after January 1, 2020. This Committee has also adopted a policy, requiring that all 
new tax expenditure proposals must comply with the requirements of R&TC Section 41. 
A tax expenditure proposal must outline specific goals, purposes, and objectives that the 
tax expenditure will achieve, along with detailed performance indicators for the 
Legislature to use when measuring whether the tax expenditure meets those stated goals, 
purposes, and objectives. A tax expenditure bill will not be eligible for a Committee vote 
unless it has complied with these requirements. This bill, as currently drafted, complies 
with R&TC Section 41. 

In addition to the R&TC Section 41 requirements, this Committee's policy also requires 
that all tax expenditure proposals contain an appropriate sunset provision to be eligible 
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for a vote. According to the new policy, an "appropriate sunset provision" shall mean 
five years, except in the case of a tax expenditure measure providing relief to California 
veterans, in which case "appropriate sunset provision" shall mean 10 years. This bill 
contains a five-year sunset. 

4) Related legislation: AB 791 (Gabriel) provides a $100 million credit to maintain affordable 
housing units that are located in OZs, and creates a new $200 million LIHTC set aside to 
encourage additional creation of low-income housing units within OZs. AB 791 was held by 
the Assembly Committee on Appropriations. 

REGISTERED SUPPORT / OPPOSITION: 

Support 

All Home 
All Peoples Community Center 
California Building Industry Association 
California Coalition for Rural Housing 
California Housing Partnership Corporation 
Chan Zuckerberg Initiative 
National Association of Social Workers, California Chapter 
Neighborhood Legal Services of Los Angeles County 
Non-profit Housing Association of Northern California 
San Francisco Foundation 
Western Center on Law and Poverty 
Working Partnerships USA 

Opposition 

None on file 

Analysis Prepared by: Carlos Anguiano I REV. & TAX./ (916) 319-2098 
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Date of Hearing: May 18, 2020 

ASSEMBLY COMMITTEE ON REVENUE AND TAXATION 
Autumn R. Burke, Chairwoman 

AB 2247 (Burke) - As Introduced February 13, 2020 

Majority vote. Fiscal committee. 

SUBJECT: Personal income taxes: dependent exemption credit: identifying information 

SUMMARY: Allows a taxpayer to provide alternative identifying information, in the form and 
manner prescribed by the Franchise Tax Board (FTB), for a dependent who is included on a tax 
return claiming the exemption credit if that dependent is ineligible for a federal tax identification 
number. Specifically, this bill: 

1) Applies to taxable years beginning on and after January 1, 2018. 

2) Provides that in the event a dependent who is included on a return claiming the dependent 
exemption credit is ineligible for a federal identification number, the claiming taxpayer shall 
be authorized to provide alternative information to identify the dependent, as prescribed. 

EXISTING LAW: 

1) Authorizes, under the Personal Income Tax Law, an exemption credit for each dependent of a 
taxpayer for each taxable year beginning on or after January I , 1999, which may be reduced 
if a taxpayer's federal adjusted gross income (AGI) exceeds a threshold amount. 

2) Requires, for taxable years beginning on or after January 1, 2015, the federal tax 
identification number of the dependent to be included on the tax return claiming the 
exemption credit. 

3) Allows a taxpayer who has been disallowed the credit due to the omission of a correct 
identification number to claim the credit or refund of adjusted amounts within a specified 
time period. 

FISCAL EFFECT: Unknown 

COMMENTS: 

1) The author has provided the following statement in support of this bill : 

The FTB recently learned that the Internal Revenue Service (IRS) has stopped issuing or 
renewing federal Individual Taxpayer Identification Numbers (ITINs) for certain 
nonresident dependents living in Canada or Mexico. This has prevented certain 
California taxpayers from claiming the dependent exemption credit for their otherwise 
qualifying nonresident dependents. This is because cunent state law strictly requires a 
tax return to include either a Social Security number (SSN) or ITIN for each dependent 
for the credit to be allowed. AB 2247, which is sponsored by the FTB, would very 
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simply give these taxpayers the option of providing alternative identifying information 
for purposes of claiming the dependent exemption credit. 

2) This bill is supported by the California Immigrant Policy Center, which notes the following: 

Due to recent federal changes, taxpayers whose nonresident dependents do not have a 
Social Security Number (SSN) and are ineligible to receive a federal Individual Taxpayer 
Identification Numbers (ITIN) will be excluded from the California dependent exemption 
credit. By allowing a taxpayer with a nonresident dependent to provide alternative 
identifying information to claim the dependent exemption credit, AB 224 7 would make 
the state's tax system more equitable for all taxpayers. 

3) Committee Staff Comments: 

a) Overview of existing law: California law provides various exemption credits, including a 
personal exemption credit and exemption credits for dependents. Starting in tax year 
2015, a dependent's taxpayer identification number [i.e., SSN or ITIN] must be provided 
on the state return or the dependent exemption credit will be disallowed. This 
requirement was put in place by FIB-sponsored legislation to ensure that a dependent 
exemption credit is claimed only once for each identification number. 

The FTB, however, recently learned that the IRS has stopped granting or renewing 
federal ITINs for certain nonresident alien dependents. Specifically, this applies to 
dependents who are residents of Canada or Mexico. 

b) Why the federal change? Prior to taxable year 2018, federal law provided a personal 
exemption deduction. An exemption deduction worked to reduce AGI to arrive at taxable 
income. Taxpayers were generally allowed one personal exemption for themselves, and a 
personal exemption for each claimed dependent. 

Federal law defines a "dependent" to include a qualifying child or qualifying relative, 
including an individual who is not a citizen or national of the United States if that 
individual resides in the United States, Mexico, or Canada. 

For taxable years beginning on or after January 1, 2018, and before January 1, 2026, 
however, federal law has suspended the personal exemptions by setting the deduction 
amount at $0. 

c) Federal ITINs: The IRS issues federal ITINs for tax administration purposes to certain 
nonresident and resident aliens, their spouses, and dependents who are ineligible for a 
SSN. To obtain a federal ITIN, an individual must file IRS Form W-7, Application for 
]TIN and provide specified documentation. The IRS, however, recently stopped granting 
or renewing ITINs for nonresident alien dependents who, as a result of the personal 
exemption deduction amount being set to zero, no longer have a federal purpose for the 
ITIN. 

d) Current state law: California law allows a dependent exemption credit, rather than a 
deduction, for each dependent as defined under federal law. For taxable years beginning 
on or after January 1, 2015, a dependent exemption credit is only allowed if the 
dependent's identification number (i.e., SSN or ITIN) is included on the return. 
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e) This bill: This bill would allow the FTB to provide impacted taxpayers additional options 
to meet the identification number requirement for claiming the California dependent 
exemption credit. Absent a legislative change, the FTB would be required to deny the 
dependent exemption credit for otherwise qualified dependents who will be unable to 
obtain a federal ITIN as a result of the recent change by the IRS. 

REGISTERED SUPPORT I OPPOSITION: 

Support 

Franchise Tax Board (Sponsor) 
California Immigrant Policy Center 

Opposition 

None on file 

Analysis Prepared by: M. David Ruff/ REV. & TAX. / (916) 319-2098 
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Date of Hearing: May 18, 2020 

ASSEMBLY COMMITTEE ON REVENUE AND TAXATION 
Autumn R. Burke, Chairwoman 

AB 2528 (Diep) - As Amended May 5, 2020 

Majority vote. Fiscal committee. 

SUBJECT: Sales and use taxes: income taxes: written advice 

SUMMARY: Requires the California Department of Tax and Fee Administration (CDTFA) and 
the Franchise Tax Board (FTB) to send a letter within 30 days to confirm receipt of a taxpayer's 
request for written advice and provide the written advice within 180 days from the date the 
department receives the request. Specifically, this bill: 

1) Requires CDTF A and the FTB board to confirm receipt of a request by a person for written 
advice by sending a letter within 30 days from the date ofreceipt of the request. FTB's chief 
counsel shall confirm receipt of a request for written advice of a legal ruling by sending a 
letter within 30 days of the date ofreceipt of the request for written advice. 

2) Requires CDTF A and the FTB board to respond to a person's request for written advice 
within 180 days from the date the request is received. FTB's chief counsel or their designee 
shall provide a response within 180 days from the date the request by a person for written 
advice of a legal ruling is received by the chief counsel. 

3) Provides that all adopted rules and regulations issued pursuant to Revenue and Taxation 
Code (R&TC) Section 7051, as they read prior to the changes made by this bill, and in effect 
on December 31, 2020, shall remain in effect and shall be fully enforceable unless and until 
modified or superseded by CDTF A. 

4) Provides that all published guidelines that have been issued by FTB's chief counsel, as they 
read prior to the changes made by this bill, and in effect on December 31, 2020, shall remain 
in effect and shall be fully enforceable unless and until modified or superseded by FTB's 
board. 

5) Makes technical changes. 

6) Provides that the provisions of this bill apply to written requests received by CDTF A and 
FTB on or after January 1, 2021. 

EXISTING LAW allows CDTF A and FTB to relieve a person from specified tax liability, 
interest and penalties if a person's failure to timely file a return or make a payment is due to 
reasonable reliance on the department's written advice. 

FISCAL EFFECT: According to FTB, this bill would not impact state income tax revenues. 
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COMMENTS: 

1) The author has provided the following statement in support of this bill: 

Assembly Bill 2528 will provide greater certainty and further strengthen the Katz-Harris 
Taxpayers' Bill of Rights Act. [R&TC] Sections 21012 and 6596 allow taxpayers the 
right to request binding, written advice specific to their circumstances. Only written 
advice is binding from the [FTB] or the [CDTFA] as advice provided verbally, in-person, 
or over the phone is considered informal and non-binding. 

Current statute does not specify a timeline or set a required deadline for the FTB or 
CDTF A to timely respond to written requests for advice from taxpayers. There have 
been instances where no response was provided or there was no record of written advice 
being requested, causing an undue hardship on taxpayers to comply with the law while 
acting in good faith. 

This bill will require that CDTF A and FTB send an acknowledgement letter within 30 
days from receiving the taxpayer's request and provide the written advice within 180 days 
from the date the request is received. 

2) Supporters state that "[a]dvice provided verbally, in- person, or over the phone is considered 
informal and non-binding. Taxpayers can request written advice that is binding from the 
FTB and CDTF A. Taxpayers are relieved of taxes, penalties, and interest even if the advice 
is erroneous as long as taxpayers follow the written advice received. This bill requires the 
FTB and CDTF A to send an acknowledgement letter within 30 days from receiving the 
taxpayer's request and provide the written advice within 180 days from the date the request is 
received. Current statute does not specify a timeline or a required deadline for the FTB or 
CDTF A to timely respond to written requests for advice from taxpayers." Supporters further 
state that "[t]he majority of small business owners do not have accountants and lawyers on 
staff to handle tax issues. Many tax questions are complicated and reliance on timely and 
accurate answers from the state is imperative, especially if inaccurate information causes a 
business owner to owe penalties and interest." 

3) Committee Staff Comments: 

a) Reliance on CDTFA's written advice: R&TC Section 6596 allows CDTFA, under 
specified circumstances, to relieve a person from sales and use tax, interest and penalties 
if the person's failure to timely file a return or make a payment is due to reasonable 
reliance on CDTF A's written advice. To qualify for the relief, a person must satisfy all of 
the following conditions: 

i) The person must have requested advice regarding how tax applies to a particular 
activity or transaction in writing by fully describing the facts; 

ii) CDTF A must have responded in writing to the person advising whether the described 
activity or transaction is subject to tax or stating the conditions under which the 
activity or transaction is subject to tax; and, 
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iii) In reasonable reliance on CDTF A's advice, the person did not charge or collect sales 
or use tax for the described activity or transaction, or pay use tax on the storage, use, 
or other consumption in this state of tangible personal property. 

The reliance on the written advice must have also occurred prior to either CDTF A 
rescinding or modifying the advice by written notice, or a change in law, a change in 
CDTF A's regulations, or a final decision of a court, which renders the agency's earlier 
written advice invalid. Assuming these things did not occur prior to relying on the 
written advice, a person seeking relief must provide a copy of the written request sent to 
CDTF A, a copy of CDTF A's written advice, a statement under penalty of perjury setting 
forth the facts to support the claim, and any other information that CDTF A may require. 

b) Reliance on FTB's written advice: R&TC Section 21012 provides that a taxpayer that 
failed to remit the income or franchise tax otherwise due may be relieved of the tax, 
interest, penalties, or additions to tax when the taxpayer has requested, received, and 
reasonably relied upon the FTB's written advice as to whether a particular activity or 
transaction is subject to tax. Taxes shall only be relieved if the person's failure to make a 
timely return or payment was due to a person's reasonable reliance on the written advice 
of a legal ruling by the chief counsel, and only if the board itself finds all the conditions 
satisfied. Additionally, a person must satisfy all of the following conditions to qualify for 
relief: 

i) The person requested in writing that the board advise them whether a particular 
activity or transaction is subject to tax under the tax laws administered by that 
agency, and the specific facts and circumstances of the activity or transaction were 
fully described in the request; 

ii) FTB responded in writing to the person regarding the written request for advice, 
stating whether or not the described activity or transaction is subject to tax, or stating 
the conditions under which the activity or transaction is subject to tax; and, 

iii) In reasonable reliance on FTB's written advice, the person did not remit the tax due. 

Relief will not be granted if the liability for taxes applied to a particular activity or 
transaction which occurred after FTB rescinded or modified the advice so given. Relief 
will also not be granted if the tax consequence expressed in FTB's written advice was 
subsequently changed by a change in statutory law or case law, a change in federal 
interpretation of case law, or a material change related to the taxpayer's circumstance. A 
person seeking relief must additionally provide a copy of the written request sent to FTB, 
a copy of FTB's written advice, a statement under penalty of perjury setting forth the 
facts to support the claim, and any other information that FTB may require. 

c) Written advice is not always produced: Both CDTF A and FTB have existing practices 
and procedures in place to process requests for written advice; and although they are both 
similar, they are not exactly the same. CDTF A's Audit Manual and Compliance Policy 
and Procedures Manual provide general guidelines for CDTF A staff to process a 
taxpayer's request for written advice, including written advice that may be relied upon by 
a taxpayer. FTB Notice 2009-09 provides similar guidance for FTB staff. Depending on 
the circumstances and information provided, not all taxpayer requests result in written 
advice that may be relied upon for tax relief purposes. As an example, CDTF A does not 
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provide advice that can be relied upon if the taxpayer does not self-identify, if the 
question is vague, or if insufficient background information is provided. Similar 
situations apply to FTB. Although exact figures are not available, only a small 
percentage of requests actually result in written advice that may be relied upon by a 
taxpayer. 

d) What does this bill do? The most recent amendments added language specifying that all 
published guidelines issued pursuant to FTB's chief counsel rulings shall remain in effect 
and shall be fully enforceable unless and until modified or superseded by FTB's board. 
As such, if a taxpayer submits a request for advice for a situation that FTB currently does 
not provide written advice for, FTB would continue the practice and not provide advice 
even if this bill were to become law. In these circumstances, it is unclear if the 30-- or 
180--day requirements in this bill even apply. It appears, therefore, that the only time a 
taxpayer would receive a notice within the 30-- and 180--day deadlines is if the request for 
written advice falls within one of the existing circumstances that would trigger a written 
response that can be relied upon for tax relief. If this is not the author's intent, the author 
may wish to clarify that a response to the taxpayer is required even if written advice will 
not be forthcoming. 

The most recent amendments, and this bill, do not apply in the same manner to CDTF A. 
CDTF A does not have published guidelines that specify that a ruling will not be issued 
where the tax return has already been filed or where the same issue is currently the 
subject of an audit, protest, appeal, or litigation. As such, if CDTF A receives a request 
for advice during an audit, CDTF A would be required to respond within 180 days even if 
the audit is extremely complicated and goes on beyond 180 days. The 180--day response 
time may also be impossible to meet if the taxpayer refuses to provide needed 
information to properly answer the taxpayer's question. As currently drafted, this bill 
requires the department to respond within 180 days of receiving the request, not within 
180 of receiving all necessary information needed to properly answer the taxpayer's 
question. In general, the author may wish to amend this bill outlining specific 
circumstances in which CDTF A is exempt from the 30-- or 180--day deadlines. 
Committee staff is available to work with author's office to address these concerns. 

REGISTERED SUPPORT / OPPOSITION: 

Support 

California Taxpayers Association 
Howard Jarvis Taxpayers Association 
National Federation of Independent Business 

Opposition 

None on file 

Analysis Prepared by: Carlos Anguiano / REV. & TAX. / (916) 319--2098 
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Date of Hearing: May 18, 2020 

ASSEMBLY COMMITTEE ON REVENUE AND TAXATION 
Autumn R. Burke, Chairwoman 

AB 2626 (Bauer-Kahan)-As Amended May 11, 2020 

Majority vote. Tax levy. Fiscal committee. 

SUBJECT: Sales and use taxes: exemption: local educational agency 

SUMMARY: Provides a partial Sales and Use Tax (SUT) exemption for items purchased by a 
local educational agency to equip students with devices and access to distance learning using 
communications technology. Specifically, this bill: 

1) Exempts from the state portion of the SUT, the gross receipts from the sale in this state of, 
and the storage, use, or other consumption in this state of, qualified tangible personal 
property (TPP) purchased by a local educational agency. 

2) Applies to purchases occurring on and after January 1, 2021, and before January 1, 2026. 

3) Defines "qualified tangible personal property" as a computer, tablet, computing device, 
router, hardware, software, or other equipment purchased for the primary purpose of 
providing students with access to distance learning using communications technology. 

4) Defines a "local educational agency" as any of the following: 

a) A school district providing kindergarten or grades 1 to 12, inclusive; 

b) A charter school providing kindergarten or grades 1 to 12, inclusive; or, 

c) A county office of education. 

5) Provides that the exemption does not apply with respect to state SUT levied for which the 
revenues are deposited into the following funds: 

a) The Local Revenue Fund pursuant to Revenue and Taxation Code (R&TC) Sections 
6051.2 and 6201.2; 

b) The Local Revenue Fund 2011 pursuant to R&TC Sections 6051.15 or 6201.15; and, 

c) The Local Public Safety Fund pursuant to Section 35 of Article XIII of the California 
Constitution. 

6) Provides that the exemption does not apply with respect to any tax levied by a county, city, 
or district pursuant to: 

a) The Bradley-Bums Uniform Local SUT Law; or, 
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b) The Transactions and Use Tax (TUT) Law. 

7) Provides that, for purposes of complying with R&TC Section 41, the Legislature finds and 
declares all of the following: 

a) The goal, purpose, and objective of this tax expenditure is to help close the digital divide 
by reducing the upfront cost of devices and communications technology purchased by 
local educational agencies to provide students with equitable access to distance learning. 

b) The closure of schools due to the COVID pandemic makes evident the importance of this 
tax expenditure to reduce the gap in access to distance learning for students lacking these 
critical tools. 

c) To measure the effectiveness of the tax exemption, the California Department of Tax and 
Fee Administration (CDTF A) shall estimate the revenue loss and the number of local 
educational agencies that used the SUT exemption. 

d) The CDTF A shall report the information described to the Legislature semiannually each 
year beginning on or after January 1, 2023, and before January 1, 2026. The report shall 
be submitted in compliance with Government Code Section 9795. 

8) Takes effect immediately as a tax levy. 

EXISTING LAW: 

1) Imposes a sales tax on retailers for the privilege of selling TPP, absent a specific exemption. 
The tax is based upon the retailer's gross receipts from TPP sales in this state. 

2) Imposes a complimentary use tax on the storage, use, or other consumption of TPP generally 
purchased out-of-state and brought into California. The use tax is imposed on the purchaser; 
and unless the purchaser pays the use tax to an entity registered to collect California's use tax, 
the purchaser remains liable for the tax. The use tax is set at the same rate as the state's sales 
tax and must generally be remitted to the CDFT A. 

3) Authorizes cities and counties to impose TUTs for general or special purposes if approved by 
the requisite threshold of voters. The TUT Law is administered in conformity with the SUT 
Law. 

4) Requires local government agencies, including school districts, to pay a SUT on their 
purchases ofTPP. However, sales ofTPP to the federal government are generally exempt 
from the SUT. 

5) Requires any bill introduced on or after January I, 2020, that authorizes a SUT exemption, to 
contain all of the following: 

a) Specific goals, purposes, and objectives that the tax expenditure will achieve; 

b) Detailed performance indicators for the Legislature to use when measuring whether the 
tax expenditure meets the goals, purposes, and objectives stated in the bill; and, 
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c) Specified data collection requirements to enable the Legislature to determine whether the 
tax expenditure is meeting, failing to meet, or exceeding those specific goals, purposes, 
and objectives. 

FISCAL EFFECT: The proposed exemption would result in estimated General Fund (GF) SUI 
losses of $21.4 million in fiscal year (FY) 2020-21 . 

COMMENTS: 

1) The author's office has provided the following statement in support of this bill: 

The COVID-19 pandemic has forced California school districts to figure out innovative 
ways to educate our students remotely - while maintaining a structure that allows students 
to reach their educational goals. One in five California students, approximately 1.2 
million students, lack broadband or a computer to access distance learning. Although 
some districts are able to use their own emergency funds to purchase the technology 
required for distance learning, many low-income, rural and urban districts have struggled 
to pull together enough resources to get all students the devices and materials they need. 

AB 2626 helps close the digital divide by reducing the upfront cost of devices and 
communications technology purchased by a school district, which will provide equitable 
access to distance learning in California's schools. 

The COVID-19 pandemic has exposed the digital divide inequity in our schools, and this 
bill will help provide our students the critical technology that they need to be successful. 

2) The California Teachers Association, in opposition to this bill, notes: 

Funding for California schools is inadequate. Currently, California's schools rank toward 
the bottom in per-pupil funding. While we understand the intent of this bill is to free up 
funding for local educational agencies, CT A does not support this approach. CT A 
strongly believes that Proposition 98 should be protected from reductions through the 
creation of new or existing tax credits [and exemptions]. Further, CIA is part of an 
education tax coalition which is asking the state to pause the creation of any additional 
tax credits [and exemptions] until a comprehensive evaluation, including broader 
transparency and accountability can be created for all existing tax credits. During the 
COVID-19 crisis, we believe it is even more important to protect General Fund revenue. 

3) Committee Staff Comments: 

a) What is a "tax expenditure "? Existing law provides various credits, deductions, 
exclusions, and exemptions for particular taxpayer groups. In the late 1960s, U.S. 
Treasury officials began arguing that these features of the tax law should be referred to as 
"expenditures" since they are generally enacted to accomplish some governmental 
purpose and there is a determinable cost associated with each (in the form of foregone 
revenues). 

As the Department of Finance notes in its annual Tax Expenditure Report, there are 
several key differences between tax expenditures and direct expenditures. First, tax 
expenditures are reviewed less frequently than direct expenditures. Second, there is 



AB 2626 
Page 4 

generally no control over the amount of revenue losses associated with any given tax 
expenditure. Finally, it should also be noted that, once enacted, it takes a two-thirds vote 
to rescind an existing tax expenditure absent a sunset date. This effectively results in a 
"one-way ratchet" whereby tax expenditures can be conferred by majority vote, but 
cmmot be rescinded, irrespective of their efficacy or cost, without a supermajority vote. 

b) An overview of the SUT Law: The SUT represents the state's second largest source of GF 
revenues. Nevertheless, the past 70 years have seen a dramatic reduction in the state's 
reliance on the SUT and a corresponding increase in its reliance on personal income tax 
revenues. In FY 2020-21, SUT revenues are estimated to comprise only 18.4% of the 
state's GF revenues, down from nearly 60% in FY 1950-51. 

c) What accounts for the state's reduced reliance on SUT revenues? The SUT Law was 
enacted in a very different era. In the 1930s, California's economy was largely 
dominated by manufacturing, and residents mostly bought and sold tangible goods. 
Thus, in establishing the base for a new consumption tax, it made sense to impose the tax 
on sales ofTPP, defined as personal property that may be "seen, weighed, measured, felt, 
or touched." Over the past 80 years, however, California's economy has seen dramatic 
growth in the service and infonnation sectors, resulting in a significant erosion of the 
SUT base. For example, the Commission on the 21 st Century Economy noted that 
spending on taxable goods represented 34.6% of personal income in 2008, down from 
55.4% in 1980. As a result, tax experts and economists from across the political 
spectrum argue that California should expand its SUT base. 

It could be argued that, while well-intentioned, additional SUT exemptions further erode 
an already shrinking su:r base. This, in turn, increases fiscal pressures to maintain or 
even increase California's relatively high SUT rate. High rates arguably promote non
compliance and encourage out-of-state purchases, placing California retailers at a 
competitive disadvantage. High rates also risk impacting consumer decision-making, 
which runs counter to widely accepted principles of sound tax policy. 

d) Closing the digital divide: The COVID-19 pandemic resulted in school closures to 
mitigate the spread of the virus and required school districts to switch to distance learning 
spurring new efforts to close the digital divide for California students who lack access to 
resources such as internet connectivity and devices. In April, Governor Newsom 
announced several cross-sector partnerships to support distance learning and to bridge the 
digital divide, including: 

i) Commitments from companies, business leaders, and philanthropists to provide 
internet access and devices for students. 

ii) The California Public Utilities Commission and the California Department of 
Education (CDE) partnering to distribute $30 million to school districts to support 
connectivity. 

iii) The creation of the "California Bridging the Digital Divide Fund" - a joint effort of 
the Governor's Office, State Board of Education, CDE, and the CDE Foundation, 
which is the private nonprofit partner of the CDE, to accept monetary donations. 
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Concurrently, the State Superintendent of Public Instruction Tony Thurmond created 
"The Closing Digital Divide Task Force" co-chaired with Senator Leyva to help close the 
technological gap that puts students at an academic disadvantage. In part, the task force 
will be working to facilitate donations to school districts to secure devices and internet 
connectivity for students unable to participate in distance learning along with their 
classmates. 

e) Scope o_fthe exemption: This bill proposes to provide a partial SUT exemption for 
qualified TPP purchased by a local educational facility limited to the 3.9375% portion of 
the statewide base SUT rate of 7.25% that is deposited into the State's GF. Qualified TPP 
includes a computer, tablet, computing device, router, hardware, software, or other 
equipment purchased for the primary purpose of providing students with access to 
distance learning using communications technology. This bill defines "local educational 
agency", in tum, as a K-12 school district, K-12 charter school, or a county office of 
education. With the proposed exemption, this bill intends to assist school district efforts 
to close the digital divide by reducing the upfront cost of devices and communications 
technology purchased to provide students with equitable access to distance learning. 

f) State-only SUT exemptions are complicated to administer: The administration of partial 
exemptions are challenging for both retailers and the CDTF A. Most exemptions apply to 
the total applicable state and local SUT. However, California does maintain a few partial 
SUT exemptions: specifically, those for manufacturing and research and development 
equipment, farm equipment and machinery, diesel fuel used for farming and food 
processing, teleproduction and postproduction equipment, timber harvesting equipment 
and machinery, and racehorse breeding stock. Beginning this year, the Legislature also 
created a partial exemption for certain zero-emission transit buses purchased by specified 
public agencies. These partial exemptions are difficult to process and frequently contain 
errors. 

g) Where does one draw the line? A sales tax is considered to be a "consumption" tax, 
meaning that it is theoretically imposed on consumption of TPP. Under existing law, all 
public, non-profit, and volunteer organizations pay SUT for their purchases, with limited 
exceptions (e.g., certain thrift stores and certain zero-emission transit buses). Some 
government entities, including school entities and libraries, for example, have asked for 
similar exemptions in the past. The Legislature, generally, has decided that such 
exemptions would set a "slippery slope" precedent insofar as it is difficult to determine 
which of the purchases would be considered more worthy than others for a tax 
exemption. Where should the Legislature draw the line when providing the SUT 
exemption only for certain government entities and not others? 

h) Policy on tax expenditures: Both R&TC Section 41 and Committee policy require any 
tax expenditure bill to outline specific goals, purposes, and objectives that the tax 
expenditure will achieve, along with detailed performance indicators for the Legislature 
to use when measuring whether the tax expenditure meets those stated goals, purposes, 
and objectives. A tax expenditure bill will not be eligible for a Committee vote unless it 
has complied with these requirements. This bill, in tum, has been amended to comply 
with R&TC Section 41. 

In addition to the R&TC Section 41 requirements, this Committee's policy also requires 
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that all tax expenditure proposals contain an appropriate sunset provision to be eligible 
for a vote. According to the new policy, an "appropriate sunset provision" shall mean 
five years, except in the case of a tax expenditure measure providing relief to California 
veterans, in which case "appropriate sunset provision" shall mean ten years. This bill has 
been amended to include a five-year sunset provision. 

i) Prior legislation: 

i) AB 89 (Allen), of the 2015-16 Legislative Session, would have provided a partial 
SUT exemption for any TPP purchased by a K-12 school district. AB 89 was held on 
this Committee's Suspense File. 

ii) AB 1077 (Mountjoy), of the 2001-02 Legislative Session, would have provided a 
partial SUT exemption for any TPP purchased by a K-12 school district. AB 1077 
was held on this Committee's Suspense File. 

iii) AB 2636 (Leonard), of the 2001-02 Legislative Session, would have provided a SUT 
exemption for the sale and the use of instructional materials purchased by any public 
school, public school district, or county office of education, including any charter 
school, serving Kindergarten and Grades 1 to 12. AB 2636 was held on this 
Committee's Suspense File. 

iv) SB 546 (McClintock), of the 2001-02 Legislative Session, would have provided a 
SUT exemption for the sale of and the use of textbooks purchased by a K-12 public 
school or school district, or an accredited private school, or sold to a student of an 
accredited private school or institution of higher education. SB 546 failed passage in 
the Senate Revenue and Taxation Committee. 

v) SB 1064 (Polanco), of the 2001-02 Legislative Session, would have provided a SUT 
exemption for the sale of and the use of TPP purchased for educational purposes by 
any K-12 public school or school district. SB 1064 was never heard by the Senate 
Revenue and Taxation Committee. 

REGISTERED SUPPORT I OPPOSITION: 

Support 

None on file 

Opposition 

California Tax Reform Association 
California Teachers Association 

Analysis Prepared by: Rose Marie Kinnee / REV. & TAX. / (916) 319-2098 
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Date of Hearing: May 18, 2020 

ASSEMBLY COMMITTEE ON REVENUE AND TAXATION 
Autumn R. Burke, Chairwoman 

AB 2660 (Burke) - As Amended May 11, 2020 

Majority vote. Fiscal committee. 

SUBJECT: Income taxes: administration: nonresident aliens: identifying numbers: group 
filing 

SUMMARY: Provides for the filing of a group return for electing nonresident aliens who 
receive taxable income for services that take place in this state. Specifically, this bill: 

1) Requires the Franchise Tax Board (FTB), for taxable years beginning on or after January 1, 
2021, and until January 1, 2026, to provide for the filing of a group return for electing 
nonresident aliens. Specifically: 

a) Provides that, in lieu of nonresident aliens filing a return under Revenue and Taxation 
Code (R&TC) Section 18501, the FTB shall provide for the filing of a group return by a 
taxpayer, or an entity authorized by the taxpayer to file on its behalf, for one or more 
electing nonresident aliens who receive taxable income as computed under R&TC 
Section 17041 (i)(l) from that taxpayer for services that take place in this state. 

b) Provides that, for a nonresident alien electing to file in a group return, the tax rate or rates 
applicable to each nonresident's taxable income for services performed in this state for 
that taxpayer shall consist of the highest marginal rate or rates provided for by the 
Personal Income Tax (PIT) Law plus, in the case of any electing nonresident alien 
included on the group return who would be subject to R&TC Section 17043 when filing 
individually, an additional tax rate of 1 %, and no deductions or credits shall be allowed, 
except as provided. 

c) Provides that the taxpayer, or an entity authorized by the taxpayer to file on its behalf, as 
the agent for the electing nonresident aliens, shall make the payments of tax, additions to 
tax, interest, and penalties otherwise required to be paid by, or imposed on, the electing 
nonresident aliens. 

d) Provides that the FTB shall not require a nonresident alien who is not eligible for or has 
not been issued a federal Social Security number (SSN) or a federal individual taxpayer 
identification number (ITIN) to provide a SSN or ITIN in order to file in a group return 
under this bill. However, if the nonresident alien subsequently becomes eligible for and 
is issued a SSN or ITIN, the FTB may require the nonresident alien to provide a letter or 
other form documenting the nonresident alien's SSN or ITIN. 
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e) Authorizes the FTB to adjust the income of an electing nonresident alien taxpayer 
included in a group return filed under this bill to properly reflect the income under the 
PIT Law. 

f) Authorizes the FTB to adopt regulations as necessary or appropriate to carry out the 
purposes of this bill. 

g) Provides that the term "nonresident alien" shall have the same meaning as in R&TC 
Section 18624(f). 

h) Repeals these provisions automatically on December 1, 2026. 

2) Provides that, for taxable years beginning on or after January 1, 2021 , and until January 1, 
2026, a nonresident alien's gross income does not include any payment of tax made by an 
agent pursuant to this bill. This gross income exclusion remains in effect only until 
December 1, 2026, and as of that date is repealed. 

3) Prohibits the FTB, for taxable years beginning on or after January 1, 2021, and before 
January 1, 2026, from requiring a nonresident alien who is not eligible for or has not been 
issued a federal SSN or a federal ITIN to provide a SSN or ITIN in order to file a state tax 
return, statement, or other document. 

a) Provides that if a nonresident alien subsequently becomes eligible for and is issued a SSN 
or ITIN, the FTB may require the nonresident alien to provide a letter or other form 
documenting the nonresident alien's SSN or ITIN. 

b) Defines a nonresident alien, for purposes of this provision, as a nonresident, as defined in 
R&TC Section 17015, who also meets the requirements oflnternal Revenue Code 
Section 7701(b)(l)(B). 

c) Specifies that this provision shall remain in effect only until December 1, 2026, and as of 
that date is repealed. 

4) Provides that in the case of a nonresident alien electing to file in a group return, the amount 
withheld during any calendar year shall be allowed to the recipient of the income as a credit 
against the tax for the taxable year with respect to which the amount was withheld. This 
provision shall remain in effect only until December 1, 2026, and as of that date is repealed. 

5) Provides that, for purposes of the withholding statement required by Unemployment 
Insurance Code (UIC) Section 13050, if an employee is a nonresident alien who is not 
eligible for or has not been issued a SSN or identifying number, a SSN or identifying number 
shall not be shown for that employee. Further specifies that this provision shall remain in 
effect only until January 1, 2026, and as of that date is repealed. 

6) Provides that, beginning January 1, 2021, the Employment Development Department (EDD) 
shall not require a person or employer to make a return, report, statement, or other document 
to include in the return the federal SSN or federal ITIN of an employee who is a nonresident 
alien and who is not eligible for or has not been issued a SSN or ITIN, and in place of an 
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identifying number, the EDD shall authorize the person or emp1oyer to use the nonresident 
a1ien employee's name. 

a) Specifies that, for purposes of this provision, "nonresident alien" shall have the same 
meaning as described in R&TC Section 18624(f). 

b) Specifies that this provision shall remain in effect only until January 1, 2026, and as of 
that date is repealed. 

7) Provides that UIC Section 13057, which imposes penalties for failure to provide identifying 
numbers, shall not apply to a person or employer who uses a nonresident alien employee's 
name in place of an identifying number pursuant to this bill. Further specifies that this 
exemption shall remain in effect only until January 1, 2026. 

EXISTING LAW: 

1) Imposes a tax on the entire taxable income of an individual taxpayer subject to the PIT Law, 
and provides for the specified treatment of the income of nonresidents. 

2) Requires every taxpayer subject to tax under the PIT Law to file a return with the FTB, and 
authorizes the FTB to provide for the filing of a group return for electing nonresident 
partners or nonresident directors of a corporation, as specified. 

3) Requires identifying numbers to be included on state tax returns, statements, or other 
documents, and in conformity with federal law, defines identifying numbers to mean a 
federal SSN or ITIN, unless otherwise provided. 

4) Requires employers who pay wages to employees, including nonresident employees, for 
services performed in the state to deduct and withhold from those wages specified taxes and 
to make returns, reports, statements, and other documents related to the wages paid and 
withheld. 

5) Requires employers to include in the returns, reports, statements, and other documents each 
employee's SSN or other identifying number, as specified. 

FISCAL EFFECT: The FTB estimates increased General Fund revenues of $12 million in 
fiscal year (FY) 20-21 , $27 million in FY 21-22, and $34 million in FY 22-23 . 

COMMENTS: 

1) The author has provided the following statement in support of this bill : 

This commonsense bill gives international companies the option of filing a group return 
for their foreign employees who travel to California for work and incur a personal income 
tax liability. For foreign employees who choose to take advantage of this option, this bill 
would eliminate the current requirement to file tax returns individually. This bill would 
also eliminate the requirement for employers or foreign employees to provide a SNN or 
ITIN - given that these identification methods are either not available for such employees 
or extremely challenging to obtain. In this manner, this bill provides a significant benefit 
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to the business community by easing tax compliance and administrative burdens for both 
companies and employees alike. 

2) This bill is supported by the Taxation Section of the California Lawyers Association, which 
notes: 

International employees often travel to California on business for short periods of time. 
International business travelers, however, are commonly ineligible to apply for a Social 
Security number which is required for an employer to remit and withhold taxes via 
payroll. While many companies actively track the business travel of their international 
employees and can identify when tax withholding and reporting responsibilities exist, 
they lack an effective mechanism to remit taxes with respect to this group of employees. 
Moreover, only a very limited number of non-domestic employees file income tax returns 
on an individual basis. 

AB 2660 proposes a novel and entirely voluntary solution to this problem. Specifically, 
this bill offers companies the option of filing a group return as a way to simplify and 
handle filings for their international travelers to California. This bill provides a 
significant benefit to the business community by easing tax compliance and 
administrative burdens for both companies and employees alike. For these reasons, the 
Taxation Section of the California Lawyers Association is pleased to offer its enthusiastic 
support for AB 2660 and urges its passage when heard in your committee. 

3) The FTB notes the following in its staff analysis of this bill: 

Because of the statutory requirement that every member of a group nonresident return 
must provide a SSN or ITIN upon filing, currently, there is no mechanism in place to file 
a group return on behalf of nonresident aliens without SSNs or ITINs. Generally, 
international business travelers from outside the U.S., nonresident aliens, as defined, are 
not eligible to apply for an SSN for a number ofreasons, including that they do not have 
the visa type that permits application for a SSN. In addition, temporary work 
assignments in the U.S. do not warrant the effort and time necessary to apply for an ITIN. 

4) Committee Staff Comments: 

a) General background: International employees often travel to California on business for 
short periods of time and their work in California can give rise to state income tax 
payment and filing obligations. Existing law requires "identifying numbers" to be 
included on state income tax returns and, in conformity with federal law, defines 
"identifying numbers" as a federal SSN or ITIN. International business travelers, 
however, are commonly ineligible to apply for a SSN or ITIN. As such, only a small 
number of these non-domestic employees file income tax returns on an individual basis. 

Moreover, while many companies actively track the business travel of their international 
employees and can identify when tax withholding and reporting responsibilities exist, 
these companies currently lack an effective mechanism to remit taxes with respect to this 
group of employees. 
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b) What would this bill do? AB 2660 proposes a novel and completely voluntary solution to 
this problem. Specifically, this bill offers companies the option of filing a "group" or 
"composite" return as a way to simplify and handle filings for their international travelers 
to California. This approach is partially modeled on existing law, which authorizes the 
FTB to provide for the filing of a group return for electing nonresident partners or 
nonresident directors of a corporation. 

c) Filling in the details: This bill provides that, in lieu of nonresident aliens filing 
individual income tax returns, the FTB will allow the filing of a single group return for 
electing nonresident aliens who receive taxable income for services performed in this 
state. Thus, if an international company sends 100 of its employees to California during 
the course of a year to perform services here, those employees would not have to file 
individual income tax returns with the FTB. Instead, if they elect, they could be included 
in a single group return filed by their employer. 

For those international employees voluntarily choosing to file using a group return, the 
tax rate applied to their taxable income will be set at the highest marginal rate provided 
for by the PIT Law. This is being done to promote administrative efficiency, both for the 
companies preparing the returns and for the FTB. It bears repeating, however, that an 
employee's decision whether or not to participate in this program is entirely voluntary. 
The employee's company, or other authorized entity, would then be responsible for 
making payments of tax on behalf of their electing employees. This bill would, in turn, 
specifically exclude these payments from the international business travelers' gross 
mcome. 

To enable the filing of these group returns, this bill specifies that nonresident aliens who 
are not eligible for or who have not been issued a SSN or ITIN shall not be required to 
provide a SSN or JTJN to be included in a group return. However, if the nonresident 
alien subsequently becomes eligible for and is issued a SSN or ITIN, the FTB may 
require the nonresident alien to provide a letter documenting the nonresident alien's SSN 
or ITIN. 

Finally, this bill would automatically sunset these various provisions after five years to 
allow the state, international companies, and individual employees to assess its 
effectiveness and utilization. 

REGISTERED SUPPORT / OPPOSITION: 

Support 

Allianz of America, Inc. 
California Lawyers Association, Taxation Section 

Opposition 

None on file 
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Date of Hearing: May 18, 2020 

ASSEMBLY COMMITTEE ON REVENUE AND TAXATION 
Autumn R. Burke, Chairwoman 

AB 2799 (Petrie-Norris) - As Amended May 11, 2020 

Majority vote. Tax levy. Fiscal committee. 

SUBJECT: Income taxes: credits: leased or rented property: persons receiving Section 8 
assistance. 

SUMMARY: Provides a credit, under the Personal Income Tax (PIT) Law and the Corporation 
Tax (CT) Law, equal to 3% of the amount ofrent or lease payments in the form of certain federal 
housing assistance vouchers. Specifically, this bill: 

1) Provides, for taxable years beginning on or after January 1, 2021, and before January 1, 
2026, a credit equal to 3% of the "qualified amount" per "qualified property". However, this 
bill also provides that for taxable years beginning on or after January 1, 2021, and before 
January I , 2026, the amount of the credit shall be $0 unless otherwise specified in a bill 
providing for appropriations related to the Budget Act. 

2) Defines "qualified amount" as the total amount of rent or lease payments in the form of 
federal housing assistance vouchers issued under United States Code, Title 42, Section 1437f 
( otherwise known as a "Section 811 voucher), not including project-based vouchers, received 
by the "qualified taxpayer" during the taxable year in which the credit is claimed. 

3) Defines a "local housing authority" as a housing authority created under the Housing 
Authorities Law. 

4) Defines a "qualified property" as a dwelling or unit that is rented or leased to a person 
receiving assistance under United States Code, Title 24, Section 1437f. 

5) Defines a "qualified taxpayer" as a taxpayer that satisfies both of the following: 

a) Owns qualified property; and, 

b) Enters into a new contract or contracts to rent or lease qualified property on or after 
January 1, 2021. 

6) Requires the qualified taxpayer to obtain verification from the appropriate local housing 
authority that the property for which a credit is claimed satisfies the definition of qualified 
property to be eligible for the credit. The qualified taxpayer is required to provide a copy of 
the verification to the Franchise Tax Board (FTB). 

7) Limits a qualified taxpayer from receiving the credit for more than five qualified properties 
per taxable year. 
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8) Allows the excess credit to be carried to the following taxable year, and succeeding 8 years, 
until the credit is exhausted. 

9) Provides, in compliance with Revenue and Taxation Code (R&TC) Section 41, that the goal 
of this credit is to reduce homelessness by providing a tax incentive to property owners that 
rent or lease prope1iy to persons receiving assistance under Section 8 of the Unites States 
Housing Act of 193 7. 

I 0) Provides that this credit shall remain in effect until December 1, 2026, and as of that date is 
repealed. 

11) Takes effect immediately as a tax levy. 

EXISTING LAW: 

1) Allows a state tax credit for costs related to construction, rehabilitation, or acquisition of low
income housing. This credit, which mirrors a federal Low Income Housing Tax Credit 
(LIHTC), may be used by taxpayers to offset the tax under the PIT, the CT, and the Insurance 
Tax laws. 

2) Limits the annual aggregate amount of the state LIHTC to $70 million, as adjusted for an 
increase in the California consumer price index from 2002, plus any unused LIHTC for the 
preceding calendar year and any LIHTC returned in the calendar year. The state LIHTC 
awarded may be claimed as a credit against tax over a four-year period. 

FISCAL EFFECT: The FTB estimates a General Fund revenue loss of $6.9 million in fiscal 
year (FY) 2020-21, $17 million in FY 2021-22, and $21 million in FY 2022-23. 

COMMENTS: 

1) The author has provided the following statement in support of this bill: 

Housing providers and property owners who rent to Section 8 and Veterans Affairs 
Supportive Housing (V ASH) tenants are the largest source of critical affordable housing 
units to families in need. However, data from the Department of Housing and Urban 
Development (HUD) indicates that the number of property owners accepting vouchers 
[has] declined over the past decade. 

During a time of economic uncertainty and a housing crisis soon to be exacerbated by the 
COVID-19 pandemic, we must incentivize property owners to provide affordable units to 
low-income families struggling to remain housed. Often times, property owners must 
reduce their rent in order to participate in the Section 8 program. For the voucher 
program to realize its full potential, the program must offer financial incentives to 
property owners who decide to participate. This is a common sense approach to increase 
the participation and acceptance of Section 8 and V ASH assistance. 

2) Supporters state that this bill "is a positive approach to compensate rental property owners 
who patiicipate in the [Section 8] program" because it will provide a tax credit to a property 
owner who rents or leases a unit to a tenant who receives a federal housing assistance 
voucher issued under Section 8. 
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3) Opponents of this bill state that "landlords - even those who primarily provide housing to 
individuals who receive housing and other public assistance - are compensated for doing so. 
In addition, last year the legislature passed SB 329 (Mitchell), which added housing vouchers 
to the state's source of discrimination statutes. As a result, and rightfully, it is currently 
against the law in the state of California to deny an individual housing based upon their 
Section 8 status or housing voucher. Therefore, AB 2799 would also provide a tax credit to 
landlords who lease or rent property simply for not breaking the law." 

4) Committee Staff Comments: 

a) Section 8 Voucher Program: According to the Government Accountability Office, the 
voucher program was authorized under Section 8 of the United States Housing Act of 
193 7. In recent years, the voucher program has helped provide affordable rental housing 
to about two million very low- or extremely low-income households annually. 
Approximately 2,400 public housing agencies (PHAs) administer the voucher program 
on HUD's behalf. Under the program, an assisted household pays either 30% of its 
monthly adjusted income in rent or the PHA-established minimum rent (up to $50). The 
remainder of the rent-the difference between the lesser of the unit's gross rent (rent plus 
utilities) or a local "payment standard" and the household's payment-is paid through a 
HUD-subsidized "voucher." The payment standard is based on the HUD-determined fair 
market rent for the locality, which HUD annually estimates for metropolitan and 
nonmetropolitan areas. Participating PHAs can set payment standards (that is, pay 
subsidies) of between 90% and l 10% of the fair market rent for their areas. Historically, 
appropriations for the voucher program (or for other housing programs) have not been 
sufficient to assist all households that HUD has identified as having worst-case housing 
needs-households with very low incomes that pay more than 50% of their incomes in 
rent, live in substandard housing, or both. 

b) Housing shortage: According to a recent LAO report, California's home prices and rental 
prices are higher than just about anywhere else in the country. The average home price in 
California is $440,000 or about 2.5 times more expensive than the national average and 
the average monthly rent in California is about $1 ,240 or about 50% higher than the 
national average. Though several factors have led to California's high housing costs, the 
main driving force is a lack of new housing. In general, cities across the state, and 
particularly along the coast, are building fewer homes than needed. In order to mitigate 
the state's problem with housing affordability, the LAO estimates that California will 
have to at least double the number of units currently being built to prevent home prices 
from growing at a rate faster than the rest of the country. If California home and rental 
prices continue on this trend, those at the margin (i.e., those who currently earn just 
enough to purchase a home or rent an apartment within a desired location) will likely be 
pushed out of the market. 

c) Discrimination: The voucher program is supposed to provide low-income renters the 
ability to rent decent, safe, and sanitary housing in high-opportunity neighborhoods that 
the renter normally would not be able to afford. However, the program has fallen short of 
its ideal in part because of a lack of property owners who accept voucher tenants. The 
Office of Policy Development and Research within HUD recently released a report, A 
Pilot Study of Landlord Acceptance of Housing Choice Vouchers, in August 2018. The 
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report examined the prevalence of discrimination against voucher holders in five cities 
across the country, including Los Angeles. 

The study found that in Los Angeles, the average number of advertisements screened to 
find a potentially eligible unit-one that would accept a voucher-was 51.6. In other 
words, voucher holders would have to look at 52 housing ads before finding one that 
potentially accepted vouchers. The report found that out of the 998 potential units 
identified in Los Angeles, 762 of those units would not accept vouchers, a denial rate of 
76%. The denial rates amongst the rest of the cities in the study were as follows: 78% in 
Fort Worth, Texas; 67% in Philadelphia; 31 % in Newark; and 15% in Washington, DC. 

d) Funds for homeownership programs: Two years ago, the Legislature passed a package of 
bills to address the housing affordability crisis, including SB 3 (Beall), Chapter 365, 
Statutes of 201 7, and the Veterans and Affordable Housing Bond Act of 2018, passed by 
the voters in November 2018. The bond includes a total of $450 million for 
homeownership programs: $150 million to the California Housing Finance Agency 
(CalHF A) for down-payment assistance for first-time homebuyers and $300 million to 
the CalHOME program to fund homeownership programs, including self-help mortgage 
assistance. SB 2 (Atkins), Chapter 364, Statutes of 2017, which creates a permanent 
funding source for affordable housing programs through a $75 recording fee on real 
estate documents ( excluding those at the time of sale of a property), directs 70% of the 
funding in year two and beyond to locals to address affordable housing needs, including 
homeownership. 

e) What does this bill do: This bill would provide a tax credit equal to 3% of the qualified 
taxpayer's rent or lease payments from Section 8 federal housing assistance vouchers, 
excluding project-based vouchers. The intent of the credit is to, ostensibly, make it easier 
for Section 8 voucher holders to find suitable housing. Last year the Legislature passed 
legislation [SB 329 (Mitchell), Chapter 600, Statutes of2019] to specifically prohibit 
landlords from discriminating against tenants who rely upon housing assistance paid 
directly to landlords, such as a Section 8 voucher. The Legislature may wish to review 
the impact of this legislation before enacting a new tax credit that seeks to accomplish a 
similar goal. 

f) Same tenant, new credit: As currently drafted, the credit is available to taxpayers who 
enter into a new contract to rent or lease a qualified property on or after January 1, 2021. 
Because this bill does not specify whether a renewed lease qualifies as a new contract, if 
a property owner entered into a one-year lease on January 10, 2020 with a Section 8 
voucher holder, and on January 10, 2021, the landlord renews the lease with the same 
Section 8 voucher tenant, the taxpayer would get a tax credit for the same tenant. If the 
goal of this bill is to encourage a greater number of landlords to participate in the Section 
8 voucher program and thereby increase the total number of voucher holders that are able 
to obtain a rental unit, the Committee may wish to add clarifying language to ensure that 
a renewed lease does not qualify for a credit. Allowing a credit for renewed leases may 
likely be providing a benefit for behavior that would have occurred irrespective of the 
credit. In such a situation, the state could be providing a subsidy without receiving the 
desired benefit. 
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g) What is a "tax expenditure"? Existing law provides various credits, deductions, 
exclusions, and exemptions for particular taxpayer groups. In the late 1960s, United 
States Treasury officials began arguing that these features of the tax law should be 
referred to as "expenditures," since they are generally enacted to accomplish some 
governmental purpose and there is a determinable cost associated with each of them (in 
the form of forgone revenues). This bill would enact a new tax expenditure program in 
the form of a credit equal to 3% of the amount of the rent or lease payments from a 
Section 8 housing voucher. 

h) Committee's tax expenditure policy: SB 1335 (Leno), Chapter 845, Statutes of 2014, 
added R&TC Section 41, which recognized that the Legislature should apply the same 
level of review used for government spending programs to tax credits introduced on or 
after January 1, 2015. AB 263 (Burke), Chapter 743, Statutes of 2019, extended the 
requirements in R&TC Section 41 to all tax expenditure measures under the PIT Law, the 
CT Law, and the Sales and Use Tax Law introduced on or after January 1, 2020. A tax 
expenditure proposal must outline specific goals, purposes, and objectives that the tax 
expenditure will achieve, along with detailed performance indicators for the Legislature 
to use when measuring whether the tax expenditure meets those stated goals, purposes, 
and objectives. In addition to the R&TC Section 41 requirements, this Committee's 
policy also requires that all tax expenditure proposals contain an appropriate sunset 
provision to be eligible for a vote 1• This bill complies with R&TC Section 41 and 
contains an appropriate five-year sunset. 

i) Related legislation: SB 521 (Portantino) is substantially similar to this bill. SB 521 was 
held by the Assembly Committee on Appropriations. 

REGISTERED SUPPORT / OPPOSITION: 

Support 

AIDS Healthcare Foundation 
Apartment Association of Greater Los Angeles 
California Apartment Association 
California Association of Realtors 
California Catholic Conference 

Opposition 

California Tax Reform Association 

Analysis Prepared by: Carlos Anguiano / REV. & TAX. I (916) 319-2098 

1 An "appropriate sunset provision" shall mean five years, except in the case ofa tax expenditure measure providing 
relief to California veterans, in which case "appropriate sunset provision" shall mean IO years. 
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Date of Hearing: May 18, 2020 

ASSEMBLY COMMITTEE ON REVENUE AND TAXATION 
Autumn R. Burke, Chairwoman 

AB 2989 (Arambula) - As Amended May 11, 2020 

Majority vote. Tax levy. Fiscal committee. 

SUBJECT: Sales and use taxes: exemptions: blood screening testing 

SUMMARY: Establishes a complete exemption under the Sales and Use Tax (SUT) Law for 
specified tangible personal property (TPP) used by a "licensed blood bank" to perform "blood 
screening tests" on "donated human blood". Specifically, this biJI: 

1) Establishes a SUT exemption, on and after January 1, 2021, and before January 1, 2026, for 
both of the following: 

a) "Reagents or chemicals" used by a "licensed blood bank" to perform "blood screening 
tests" on "donated human blood"; and, 

b) "Lab equipment and supplies" used by a "licensed blood bank" to perform "blood 
screening tests" on "donated human blood". 

2) Defines a "licensed blood bank" as any Food and Drug Administration (FDA)-licensed or 
FDA-registered facility that recruits, collects, processes, and distributes human blood for 
transfusion purposes. 

3) Defines "blood screening tests" as screening tests mandated by the FDA or the State of 
California to assure the safety of voluntary blood, platelets, and plasma donations, including, 
but not limited to, tests for basic red blood cell-type antigens (ABO), basic red blood cell 
antigens (Rh), antibodies, Syphilis, Hepatitis B and C, human immunodeficiency virus 
(HIV), human T-cell leukemia virus (HTLV), Chagas disease, West Nile virus, Zika virus, 
and any future-required donor screening test by whatever is the currently required 
methodology. 

4) Defines "donated human blood" as human blood that is given to an FDA-licensed or 
registered blood facility, by a medically eligible individual, after being properly consented. 

5) Defines "reagents or chemicals" as only those reagents, quality control materials, assay kits, 
diluents, and calibrators that are specifically required in order to perform blood screening 
tests. 

6) Defines "lab equipment and supplies" as any FDA-approved instruments, devices, and 
related data processing devices that are specifically required in order to perform blood 
screening tests. 

7) Specifies that these provisions shall remain in effect only until December 31, 2026, and as of 
that date, are repealed. 
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8) Provides that, for purposes of complying with Revenue and Taxation Code (R&TC) Section 
41, the Legislature finds and declares all of the following: 

a) The specific goals, purposes, and objectives that this bill will achieve are: 

i) To provide a tax incentive for blood banks to test their own blood donations and to 
motivate testing facilities to locate in California; and, 

ii) To ensure that, in the event of a disaster or homeland security event, California is able 
to test blood donations without transferring many of those blood samples out of state 
for testing. 

b) Detailed performance indicators for the Legislature to use in determining whether this bill 
meets the goals, purposes, and objectives listed above are: 

i) The number of blood banks that initiate testing of blood donations in their own 
facilities; and, 

ii) Whether any new facilities are established in California to test blood donations. 

c) The Central California Blood Center and the Stanford Blood Center shall annually 
provide to the California Department of Tax and Fee Administration (CDTFA) the 
information described above and shall report the information to the Legislature in any 
year in which the SUT exemption is operative. 

9) Provides that, notwithstanding existing law, the state shall not reimburse any local agency for 
any SUT revenues lost as a result of this exemption. 

10) Takes immediate effect as a tax levy. 

EXISTING LAW: 

1) Imposes a sales tax on retailers for the privilege of selling TPP, absent a specific exemption. 
The tax is based upon the retailer's gross receipts from TPP sales in this state. 

2) Imposes a complimentary use tax on the storage, use, or other consumption ofTPP generally 
purchased out-of-state and brought into California. The use tax is imposed on the purchaser; 
and unless the purchaser pays the use tax to an entity registered to collect California's use tax, 
the purchaser remains liable for the tax. The use tax is set at the same rate as the state's sales 
tax and must generally be remitted to the CDTF A. 

3) Provides that human whole blood, plasma, blood products, and blood derivatives, or any 
human body parts held in a bank for medical purposes, are exempt from taxation for any 
purpose. (R&TC Section 33). 

4) Exempts from SUT any container used to collect or store human whole blood, plasma, blood 
products, or blood derivatives that are exempt from taxation under R&TC Section 33, 
including blood collection units and blood pack units. (R&TC Section 6364.5). 
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5) Provides no general SUT exemption merely because the retailer or purchaser is engaged in 
charitable activities, is a nonprofit organization, or enjoys certain privileges under applicable 
property or income tax laws. 

6) Requires any bill introduced on or after January 1, 2020, that authorizes a SUT exemption, to 
contain all of the following: 

a) Specific goals, purposes, and objectives that the tax expenditure will achieve; 

b) Detailed performance indicators for the Legislature to use when measuring whether the 
tax expenditure meets the goals, purposes, and objectives stated in the bill; and, 

c) Specified data collection requirements to enable the Legislature to determine whether the 
tax expenditure is meeting, failing to meet, or exceeding those specific goals, purposes, 
and objectives. 

FISCAL EFFECT: The proposed exemption would result in estimated SUT losses of $11.7 
million in fiscal year (FY) 2021-22 (reflecting a half-year fiscal impact given the bill's January 1, 
2021 operative date). In FY 2021-22, the estimated revenue loss is $23.5 million. 

COMMENTS: 

1) The author has provided the following statement in support of this bill: 

Community blood banking is one of the "behind the scenes" pillars of first response. Yet, 
in California, in-state blood donor testing laboratory assets have declined over the last 
two decades, with nearly all the state's blood banks outsourcing donor testing out-of
state, primarily due to the cost of doing business in California. California is the only state 
that imposes sales tax on blood donor testing reagents, equipment, or supplies. AB 2989 
would exempt sales and use tax on laboratory equipment and chemical reagents used by a 
licensed blood bank to test voluntarily donated human blood. This bill aims to exempt 
equipment, chemicals and reagents, and quality control materials that are specifically 
required to perform FDA and California mandated screening tests to assure the safety of 
voluntary blood, platelets, and plasma donations for transfusion. 

2) This bill is supported by Stanford Healthcare, which notes the following: 

Only California imposes sales tax on licensed, non-profit blood banks that perform this 
vital blood donor screening testing on blood donations made in the state. It has been one 
of the considerations that has led to most other state blood banks outsourcing their testing 
to other states. The proposed sales tax exemption would lower the cost of operation for 
the two blood centers which would in turn, allow them to hold down the cost of blood 
fees to hospitals. Currently, SBC performs approximately 45,000 tests a year and starting 
in January 2021, SBC will begin testing for another blood center with an estimated 
annual volume of25,000. 

3) This bill is opposed by the California Tax Reform Association, which notes the following: 

Tax incentives, including an exemption such as this, are intended to incentivize behavior 
that would not otherwise occur. Given the enormous motivation of blood banks to 
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perform appropriate due diligence, and the public health implications, it is unlikely that 
AB 2989 will result in activities that would not only otherwise occur, but that is 
necessary to ensure the public health. 

To the extent that relief is necessary to support some of California's blood banks in 
meeting the additional testing demands to ensure public health and safety due specifically 
to COVID-19, the author might consider a grant program narrowly tailored to ensure that 
appropriate testing and vetting can occur. 

4) Cammi ttee Staff Comments: 

a) What is a "tax expenditure"? Existing law provides various credits, deductions, 
exclusions, and exemptions for particular taxpayer groups. In the late 1960s, U.S. 
Treasury officials began arguing that these features of the tax law should be referred to as 
"expenditures" since they are generally enacted to accomplish some governmental 
purpose and there is a determinable cost associated with each (in the form of foregone 
revenues). 

As the Department of Finance notes in its annual Tax Expenditure Report, there are 
several key differences between tax expenditures and direct expenditures. First, tax 
expenditures are reviewed less frequently than direct expenditures. Second, there is 
generally no control over the amount of revenue losses associated with any given tax 
expenditure. Finally, it should also be noted that, once enacted, it takes a two-thirds vote 
to rescind an existing tax expenditure absent a sunset date. This effectively results in a 
"one-way ratchet" whereby tax expenditures can be conferred by majority vote, but 
cannot be rescinded, irrespective of their efficacy or cost, without a supermajority vote. 

b) An overview of the SUT Law: The SUT represents the state's second largest source of 
General Fund (GF) revenues. Nevertheless, the past 70 years have seen a dramatic 
reduction in the state's reliance on the SUT and a corresponding increase in its reliance on 
personal income tax revenues. In FY 2020-21, SUT revenues are estimated to comprise 
only 18.4% of the state's GF revenues, down from nearly 60% in FY 1950-51. 

c) What accounts.for the state's reduced reliance on SUTrevenues? The SUT Law was 
enacted in a very different era. In the 1930s, California's economy was largely 
dominated by manufacturing, and residents mostly bought and sold tangible goods. 
Thus, in establishing the base for a new consumption tax, it made sense to impose the tax 
on sales of TPP, defined as personal property that may be "seen, weighed, measured, felt, 
or touched." Over the past 80 years, however, California's economy has seen dramatic 
growth in the service and information sectors, resulting in a significant erosion of the 
SUT base. For example, the Commission on the 21 st Century Economy noted that 
spending on taxable goods represented 34.6% of personal income in 2008, down from 
55.4% in 1980. As a result, tax experts and economists from across the political 
spectrum argue that California should expand its SUT base. 

It could be argued that, while well-intentioned, additional SUT exemptions further erode 
an already shrinking SUT base. This, in turn, increases fiscal pressures to maintain or 
even increase California's relatively high SUT rate. High rates arguably promote non
compliance and encourage out-of-state purchases, placing California retailers at a 
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competitive disadvantage. High rates also risk impacting consumer decision-making, 
which runs counter to widely accepted principles of sound tax policy. 

d) What would this bill do? This bill provides a complete SUT exemption for specified TPP 
used by a licensed blood bank to perform blood screening tests on donated human blood. 
Specifically, the exemption would apply to both reagents or chemicals and to lab 
equipment and supplies, as defined. 

According to the author, California is the only state that imposes SUT on blood testing 
reagents, equipment, and supplies. The author also notes that only two donor testing 
laboratories remain operational in California and that all other labs now send their 
samples to out-of-state facilities for testing partly due to the increased costs of the SUT. 
This, in tum, has arguably left California vulnerable to blood shortages in times of 
emergencies. 

e) Scope of the exemption: In one sense, the scope of this bill's proposed exemption is quite 
limited. Specifically, the exemption would only apply to specified TPP used by licensed 
blood banks. According to the author, there are only two currently testing facilities in 
California - the Central California Blood Center in Fresno and the Stanford Blood Center 
in Palo Alto. In another sense, however, the scope of the exemption could be read as 
rather broad and wide-ranging. Specifically, the exemption applies to "lab equipment 
and supplies", defined as any FDA-approved instruments, devices, and related data 
processing devices. Committee staff is unaware of how many devices this would 
potentially capture and additional definitional guidance may be helpful to properly 
administer this exemption. 

f) Policy on tax expenditures: Both R&TC Section 41 and Committee policy require any 
tax expenditure bill to outline specific goals, purposes, and objectives that the tax 
expenditure will achieve, along with detailed performance indicators for the Legislature 
to use when measuring whether the tax expenditure meets those stated goals, purposes, 
and objectives. A tax expenditure bill will not be eligible for a Committee vote unless it 
has complied with these requirements. This bill, in tum, has been amended to comply 
with R&TC Section 41. 

In addition to the R&TC Section 41 requirements, this Committee's policy also requires 
that all tax expenditure proposals contain an appropriate sunset provision to be eligible 
for a vote. According to the new policy, an "appropriate sunset provision" shall mean 
five years, except in the case of a tax expenditure measure providing relief to California 
veterans, in which case "appropriate sunset provision" shall mean ten years. This bill has 
been amended to include a five-year sunset provision. 

g) Prior legislation: SB 898 (Nguyen), of the 2015-16 Legislative Session, would have 
established a SUT exemption for animal blood sold by a nonprofit animal blood banking 
business for use in the cure or treatment of disease in animals. Governor Brown vetoed 
the measure, noting the following: 

I am returning the following seven bills without my signature: 

Assembly Bill 717 
Assembly Bill 724 
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Assembly Bill 1561 
Assembly Bill 2127 
Assembly Bill 2728 
Senate Bill 898 
Senate Bill 907 

Each of these bills creates a new tax break or expands an existing tax break. In total, 
these bills would reduce revenues by about $300 million through 2017-18. 

As I said last year, tax breaks are the same as new spending -- they both cost the 
General Fund money. As such, they must be considered during budget deliberations 
so that all spending proposals are weighed against each other at the same time. This 
is even more important when the state's budget remains precariously balanced. 

Therefore, I cannot sign these measures. 

REGISTERED SUPPORT / OPPOSITION: 

Support 

Fresno Business Council 
Houchin Community Blood Bank 
Kaweah Delta Health Care District 
San Diego Blood Bank 
Stanford Blood Center 
Stanford Health Care 
TibaRay, Inc. 

Opposition 

California Tax Reform Association 

Analysis Prepared by: M. David Ruff/ REV. & TAX./ (916) 319-2098 
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Date of Hearing: May 18, 2020 

ASSEMBLY COMMITTEE ON REVENUE AND TAXATION 
Autumn R. Burke, Chairwoman 

AB 3372 (Committee on Revenue and Taxation) - As Amended May 11, 2020 

Majority vote. Fiscal committee. 

SUBJECT: Taxation: administration: earnings withholding: water's edge elections 

SUMMARY: Allows the electronic delivery of continuous orders to withhold (COTW), 
earnings withholding orders for taxes (EWOTS), and earnings withholding orders (EWOs), and 
maintains an otherwise-valid water's edge election if a unitary foreign affiliate becomes a 
taxpayer solely due to California's "doing business" statute. Specifically, this bill: 

1) Allows for the electronic delivery of COTWs, EWOTS, and EWOs, and related notices or 
documents by the Franchise Tax Board (FTB). 

2) Maintains an otherwise valid water's-edge election when a unitary foreign affiliate becomes a 
taxpayer solely due to the change in California's "doing business" statute. 

EXISTING LAW: 

1) Limits service of COTWs, EWOTS, and EWOs, and any other notice or document required 
in connection with these notices, to first-class mail or in-person service. 

2) Allows corporations to elect to determine their business income on a "water's-edge" basis. 
Every member of the combined reporting group that is subject to California taxation must 
make a water's-edge election. A unitary foreign affiliate of a water's-edge combined 
reporting group that, at the time of the election, is not "doing business" in this state, and thus, 
is not a taxpayer, cannot make a water's-edge election with the combined reporting group. 

3) Provides that, in certain situations, a non-electing taxpayer will be "deemed" to have made a 
water's-edge election. For example, a corporation that was a non-taxpayer member of the 
water's-edge combined reporting group that subsequently becomes a California taxpayer, will 
be deemed to have made the water's-edge election with other taxpayer members of the 
water's-edge combined reporting group. However, existing law does not expressly address 
the impact on a water's-edge election as a result of a law change that changes the status of a 
non-electing unitary foreign affiliate from non-taxpayer to taxpayer. 

4) Provides that, for taxable years beginning on or after January I, 20 I I, the definition of "doing 
business" in California includes all of the following: 

a) The taxpayer is organized or commercially domiciled in this state; 

b) Sales of the taxpayer in California exceed the lesser of $500,000, adjusted annually for 
inflation, or 25% of total sales; 
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c) Real property and tangible personal property of the taxpayer in California exceed the 
lesser of $50,000, adjusted annually for inflation, or 25% of the taxpayer's total real and 
tangible personal property; or, 

d) The amount paid in compensation by the taxpayer in California exceeds the lesser of 
$50,000 or 25% of the total compensation paid by the taxpayer. 

FISCAL EFFECT: According to the FTB, there is no revenue impact for allowing the 
electronic delivery of COTWs, EWOTS, and EWOs. FTB also states that the revenue impact 
cannot be determined for the provision maintaining a valid water's-edge election. 

COMMENTS: 

1) Committee Staff Comments: 

a) Electronic notification: Existing law restricts the methods of serving wage garnishments 
to first-class mail or in-person service. This bill would allow for the service of wage 
garnishments, and any other notice or document required in connection with a wage 
garnishment, by electronic transmission or other electronic technology. By allowing the 
FTB to use modern technology, this bill would also bring efficiencies and cost savings to 
both FTB and employers. The electronic communication would apply to COTW s, 
EWOTs, and EWOs. 

i) What is a Continuous Order to Withhold? A COTW is a demand directed against any 
credit or payment due, or becoming due, to a taxpayer with certain uncollected 
liabilities or enforceable obligations. A COTW can be directed against services 
performed as an independent contractor, dividends, rents, royalties, residuals, patent 
rights, mineral or other natural resource rights, and services or sales, as a result of 
written or oral contracts, whether designated as wages, salary, commission, bonus, or 
other designation. A COTW can levy a maximum of 25% of each payment due to the 
taxpayer. 

ii) What are Earnings Withholding Orders for Taxes and Earnings Withholding Orders? 
An EWOT or EWO is a notice sent to an employer when an individual or business 
entity taxpayer has a balance due, following the issuance of required notices of tax 
due. In a situation where the taxpayer is an independent contractor, the EWOT or 
EWO is mailed to the payer of the Independent Contractor Agreement. For purposes 
of this discussion, the payer is considered an employer. 

b) Water's-Edge Election: This bill prevents a potential unintended consequence related to 
the water's-edge election when a non-electing unitary foreign affiliate subsequently 
changes status from a non-taxpayer to a California taxpayer as a result of the revised 
definition of "doing business. 11 Changes to the statutory definition of "doing business" 
could impact the composition of the water's-edge combined reporting group after an 
election has been made. To address this potential problem, a unitary corporation that is 
not incorporated in the United States and is not itself subject to taxation in the year for 
which a valid water's-edge election is made but subsequently becomes subject to taxation 
shall be deemed to have elected with the other members of the unitary combined 
reporting group. In other words, the water's-edge election is maintained if the unitary 
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foreign affiliate subsequently becomes a taxpayer solely due to the change in California's 
"doing business" statute. 

REGISTERED SUPPORT / OPPOSITION: 

Support 

FTB (Sponsor) 

Opposition 

None on file 

Analysis Prepared by: Carlos Anguiano / REV. & TAX. / (916) 319-2098 
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Date of Hearing: May 18, 2020 

ASSEMBLY COMMITTEE ON REVENUE AND TAXATION 
Autumn R. Burke, Chairwoman 

AB 3373 (Committee on Revenue and Taxation) - As Introduced March 16, 2020 

Majority vote. 

SUBJECT: Property taxation: assessment appeals boards. 

SUMMARY: Allows a county board of supervisors to create as many assessment appeals 
boards as it deems necessary for the orderly and timely processing, hearing, and disposition of 
property tax assessment appeals filed by taxpayers in the county. 

EXISTING LAW: 

1) Establishes an independent body in each county to hear property tax assessment related 
disputes between the county assessor and property taxpayers, commonly referred to as the 
appeals board. 

2) Requires the county board of supervisors to perform this duty directly meeting as the "county 
board of equalization" or allows the county board of supervisors to create one or more 
assessment appeals boards and appoint qualified persons to serve as the members of these 
boards to perfonn this function. 

3) Limits the number of assessment appeals boards a county board of supervisors may create to 
five. 

4) Allows an assessment appeals board to consist of five or three members. Requires any five
member board to act only as a three-member panel. 

5) Makes the taxpayer's opinion of value as stated on the assessment appeal application 
controlling, as specified, if the appeals board fails to make a final determination within two 
years of the timely filing of the application. 

FISCAL EFFECT: The State Board of Equalization (BOE) states this bill does not have a 
direct revenue impact, but could have an indeterminable effect on property tax revenue to the 
degree that assessment appeals go unresolved as a result of the limitation on the number of 
assessment appeals boards that counties may operate. 

COMMENTS: 

l) The California Association of County Clerks and Elections Officials and the Los Angeles 
County Board of Supervisors are sponsoring this bill to eliminate the cap on the number of 
assessment appeals boards a county may create. Some large urban counties anticipate the 
need to create additional assessment appeals boards as a result of a current backlog of cases. 
Additionally, the prospect of a surge of new cases if a property tax initiative requiring fair 
market value assessments of commercial property is placed on the November ballot and 
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approved by voters is a concern. More recently, this concern has been heightened by the 
anticipated increase of cases due to the COVID-19 pandemic. Eliminating the cap will 
enable county boards of supervisors to position themselves to provide more timely services 
to property tax owners as the need arises. 

2) This bill is supported by the California Alliance of Taxpayer Advocates, which notes: 

The need for this measure has significantly increased as a result of the COVID-19 
economic downturn. The State of California needs to prepare for the "Tsunami" of 
appeals that will be filed in July 2021. County Assessors, Assessment Appeals Boards 
and property taxpayers all anticipate a dramatic decline in property values and the 
concurrent increase in the number of appeals of property tax assessments. Without this 
measure, taxpayers will not be able to appeal their assessments in a timely fashion and 
Assessment Appeals Boards will be swamped. As representatives of property taxpayers 
across the state, we fully support AB 3373 as it seeks to give better access and a more 
efficient process for all parties involved in property tax assessment appeals. 

3) Committee Staff Comments: 

a) Background: In general, the California Constitution states that the county board of 
supervisors, or an assessment appeals board created by the county board of supervisors, 
will serve as the county board of equalization for a county. Assessment appeals boards 
enjoy quasi-legislative authority and function as a trial court with the Superior Court 
reviewing their decisions. 

In 1 7 counties, the boards of supervisors serve as the assessment appeals board. In all 
other counties, the board of supervisor members nominate persons to serve on the 
assessment appeals board and the board of supervisors must approve those persons 
nominated by a majority vote. Eligibility to serve on an assessment appeals board 
requires the person to either have five years of professional experience as a Certified 
Public Accountant or public accountant, licensed real estate broker, attorney, or 
accredited property appraiser. However, these requirements may be waived in a county 
with a population under 200,000. In these lower-population counties, the nominating 
county supervisor member may deem that the person nominated has competent 
knowledge of property appraisal and taxation. 

b) What does this bill do? This bill eliminates the cap on the number of assessment appeals 
boards a county board of supervisors may create to hear property tax assessment appeals 
filed by taxpayers. Instead, a county board of supervisors may create as many assessment 
appeals boards as it deems necessary for the orderly and timely processing, hearing, and 
disposition of property tax assessment appeals filed by taxpayers in the county. 

c) Some counties at the jive board limit: According to the BOE, four counties (Fresno, Los 
Angeles, Orange, and Riverside) have the maximum number of appeals boards permitted. 

d) Appeals workload spikes: Previously, from 1995 to 2005, county boards of supervisors 
were allowed to create up to 10 appeals boards to address appeal backlogs after a prior 
economic recession resulted in an unprecedented number of appeal filings. In 2005, a 
sunset provision returned the maximum number of boards to five. Until now, counties 
have not sought authorization to create more boards due to pre-existing backlogs or 
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anticipated spikes in cases filed. This bill would remove a barrier to allow boards of 
supervisors to manage appeals due to population growth and workload spikes as the need 
anses. 

e) Two-year deadline for appeal decision: Assessment appeals boards are required to 
render a decision on a taxpayer's appeal of their property's assessment by the assessor 
within two years of the filing of the appeal. Failing to do so, the taxpayer's opinion of 
value stated on the appeal application form is placed on the tax roll and is the basis for 
calculating the taxes owed on the property for the year(s) covered by the application. 
Unanticipated spikes in the number of appeals will exacerbate workload backlogs and 
will make it difficult for appeals boards to meet their statutory two-year deadline. Local 
governments depend on property tax revenues to provide key services within their 
communities. Creating more appeals boards, if needed, would allow the proper review of 
assessed value disputes between assessors and taxpayers and prevent unwarranted value 
reductions occurring by default. 

t) Prior legislation: 

i) AB 1620 (McDonald), Chapter 164, Statutes of 1995, increased the maximum 
number of appeals boards from five to ten and included a sunset provision of January 
1, 1999. 

ii) SB 657 (Maddy), Chapter 498, Statutes of 1995, increased the maximum number of 
appeals board to 10 without a sunset date. 

iii) SB 713 (Maddy), Chapter 171, Statutes of 1996, was a follow-up measure to AB 
1620 and SB 657 to reconcile both bills enacted in the prior year. SB 713 established 
a sunset of January 1, 2005, after which the maximum number of appeals boards 
permitted would return to five. 

REGISTERED SUPPORT / OPPOSITION: 

Support 

California Association of Clerks and Election Officials (Co-Sponsor) 
Los Angeles County Board of Supervisors (Co-Sponsor) 
California Alliance of Taxpayer Advocates 
California Taxpayers Association 

Opposition 

None on file 

Analysis Prepared by: Rose Marie Kinnee I REV. & TAX./ (916) 319-2098 
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