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i /;I Execu t ive  Summary 
I 

Tn 1983 Congress passed and t h e  P r e s i d e n t  s i g n e d  l e g i s l a t i o n  which encompassed 
I t h r e e  major income t a x  p o l i c y  i n i t i a t i v e s  w h i c h ' t h e  C a l i f o r n i a  L e g i s l a t u r e  
I needs  t o  a d d r e s s  i n  1984. 

The f i r s t  p o l i c y  i n i t i a t i v e  was t h e  t a x a t i o n ,  f o r  t h e  f i r s t  time, of  a  p o r t i o n  
o f  S o c i a l  S e c u r i t y  and R a i l r o a d  Re t i r ement  B e n e f i t s .  Beginning i n  1984,  a  
p o r t i o n  o f  Social .  S e c u r i t y  and T i e r  I R a i l r o a d  Ret i rement  b e n e f i t s  w i l l  be  
i n c l u d e d  i n  g r o s s  income f o r  t a x p a y e r s  whose a d j u s t e d  g r o s s  income ( i n c l u d i n g  
t a x  exempt i n t e r e s t )  combined w i t h  50% o f  t h e i r  b e n e f i t s  exceeds  t h e  b a s e  
amounts of $25,000 f o r  a  s i n g l e  r e t u r n  and $32,000 f o r  a m a r r i e d  c o u p l e  f i l i n g  
a  j o i n t  r e t u r n .  I n  no c a s e  w i l l  more t h a n  50% o f  t h e  b e n e f i t s  b e  t a x e d .  Other  
r a i l r o a d  r e t i r e m e n t  b e n e f i t s  w i l l  be  c o n s i d e r e d  t a x a b l e  under  t h e  same r u l e s  a s  
o t h e r  pens ion  p l a n s .  

The q u e s t i o n  f o r  t h e  L e g i s l a t u r e  i s  whether  C a l i f o r n i a  w i l l  conform t o :  1 )  t h e  
t a x a t i o n  o f  S o c i a l  S e c u r i t y  and R a i l r o a d  R e t i r e m e n t  b e n e f i t s ;  and 2) t h e  
t a x a t i o n  o f  o t h e r  r a i l r o a d  r e t i r e m e n t  b e n e f i t s  i n  t h e  same manner a s  o t h e r  
pens ion  p l a n s .  

The second p o l i c y  i n i t i a t i v e  was t h e  i n c l u s i o n  o f  t o t a l l y  and pe rmanen t ly  
d i s a b l e d  i n d i v i d u a l s  under age  65 a s  e l i g i b l e  f o r  t h e  c r e d i t  f o r  t h e  e l d e r l y ,  
r a i s i n g  t h e  amount o f  t h e  c r e d i t  and e l i m i n a t i n g  t h e  former maximum excl .us ion 
($5,200)  f o r  payments r e c e i v e d  on accoun t  o f  permanent and t o t a l  d i s a b i l i t y  and 
r e p e a l i n g  e l i g i b i l i t y  f o r  t h e  c r e d i t  t o  r e t i r e e s  o f  a  p u b l i c  r e t i r e m e n t  sys tem.  

!- \ The q u e s t i o n  f o r  t h e  L e g i s l a t u r e  i s  whether  C a l i f o r n i a  wil l .  conform t o :  1) 
i 1 r a i s i n g  t h e  amount o f  t h e  c r e d i t ;  2) all-owing permanent ly  and t o t a l l y  d i s a b l e d  

i n d i v i d u a l s  under 65 t o  be e l i g i b l e  f o r  t h c  c r e d i t ;  3 )  e l i m i n a t i n g  t h e  $5 ,200  

7 -i (maximum) e x c l u s i o n  f o r  payments r e c e i v e d  on a c c o u n t  o f  permanent and t o t a l  
I 
0 I 

L - d i s a b i l i t y ;  and 4 )  e x c l u d i n g  r e t i r e e s  o f  p u b l i c  r e t i r e m e n t  s y s t e m s  from t h e  
\ c r e d i t .  

i ? 
The t h i r d  p o l i c y  i n i t i a t i v e  was t h e  enactment  o f  backup w i t h h o l d i n g  a t  a  20% 

C r a t e  f o r  payments which a r e  s u b j e c t  t o  i n f o r m a t i o n  r e p o r t i n g  where t a x p a y e r  
i d e n t i f i . c a t i o n  numbers a r e  e i t h e r  n o t  f u r n i s h e d  o r  a r e  i n c o r r e c t .  T h i s  s y s t e m  

r \  was e n a c t e d  a s  a  p a r t  o f  t h e  f e d e r a l  r e p e a l  o f  w i t h h o l d i n g  a t  a  10% r a t e  on 
i i payments o f  i n t e r e s t ,  d i v i d e n d s  and p a t r o n a g e  d i v i d e n d s  t o  which C a l i f o r n i a  d i d  

n o t  conform. 

( j l  
L I 

The q u e s t i o n  f o r  t h e  L e g i s l a t u r e  i s  whe ther ,  f i r s t ,  C a l i f o r n i a  w i l l  conform t o  
a  backup w i t h h o l d i n g  sys tem a t  an  a p p r o p r i a t e  s t a t e  w i t h h o l d i n g  r a t e  where  
t a x p a y e r  i d e n t i f i c a t i o n  numbers a r e  e i t h e r  n o t  f u r n i s h e d  o r  a r e  i n c o r r e c t .  

-\ Second ly ,  i f  a  backup w i t h h o l d i n g  sys tem i.s d e c i d e d  upon, t h e  L e g i s l a t u r e  n e e d s  
I ' L 1 t o  a d d r e s s  t h e  l e v e l  of  f u n d i n g  n e c e s s a r y  f o r  e x t e n s i v e  expans ion  o f  what i s  

c u r r e n t l y  a  ve ry  minor program f o r  w i t h h o l d i n g  o f  t a x e s  by p a y o r s  o t h e r  t h a n  
r \  employers .  

i i 



Purpose of t h e  .Report 

The Personal Income Tax Law was r e s t r u c t u r e d  i n  1983 t o  i nco rpo ra t e  by 
re fe rence  many provis ions  of  t h e  I n t e r n a l  Revenue Code. In  some i n s t a n c e s ,  
e n t i r e  subchapters  of t h e  I n t e r n a l  Revenue Code a r e  brought i n t o  C a l i f o r n i a  
law. I n  t he se  genera l  a r e a s  of  conformity any d i f f e r e n c e s  between s t a t e  and 
f e d e r a l  law a r e  c l e a r l y  i d e n t i f i e d  by a  s p e c i f i c  p rovis ion  i n  C a l i f o r n i a  law. 

The r e s t ruc tu red  Ca l i fo rn i a  law inc ludes  a  p rov i s ion  f o r  annual review of 
federal .  l e g i s l a t i v e  changes. Af te r  such rev iew,  Sec t ion  17024.5 w i l l  be 
amended t o  s p e c i f y  t he  e f f e c t i v e  d a t e  of I n t e r n a l  Revenue Code p rov i s ions  t o  be 
used by C a l i f o r n i a  f o r  t h e  c u r r e n t  year .  When t h e  e f f e c t i v e  d a t e  is  amended 
i n t o  Sect ion 17024.5, C a l i f o r n i a  law w i l l  i n c lude  a l l  of  t h e  f e d e r a l  changes i n  
t h e  a r e a s  o f  gene ra l  conformity except  where s p e c i f i c a l l y  provided o the rwi se .  

This  r epo r t  provides  t h e  b a s i s  f o r  l e g i s l a t i v e  review of  t h e  f ede ra l  changes t o  I 

determine which, i f  any, of  t h o s e  changes should be incorpora ted  i n t o  
Cal i forn ia  law. In  1983 t h e  fo l lowing  p u b l i c  laws were enacted which modify 
t h e  I n t e r n a l  Revenue Code: 

1. Payment-in-Kind Tax Treatment Act o f  1983 - I 

Public Law 98-4 I 

2. Social  Secu r i t y  Amendments of  1983 
Publ ic  Law 98-21 

3. Supplemental Appropr ia t ions  Act o f  1983 I 

Publ ic  Law 98-63 

4. I n t e r e s t  and Dividend Tax Compliance Act of  198YCaribbean Basin 
Economic Recovery Act I 

I 

Public Law 98-67 

5. Railroad Retirement Solvency Act o f  1983 
, i 

Public  Law 98-76 

The e f f e c t  of t h e s e  f i v e  laws,  inc lud ing  t h e  f i s ca l .  impact of  conformi ty ,  is 
e x p l a i n e d . i n  Appendices I ,  I S ,  and I11 r e l a t i n g  t o  I n d i v i d u a l s ,  Bus inesses ,  and 
Administration. 
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Appendix I 

P r o v i s i o n s  Whi'ch A f f e c t  I n d i v i d u a l s  

r 
A .  Inc lus ion  o f  S o c i a l  S e c u r i t y ,  R a i l r o a d  Re t i r ement  and R a i l r o a d  S i c k  Pay 

B e n e f i t s  i n  Gross Income - .  
r \ I 
( 1 Summary o f  D i f f e r e n c e s  Between S t a t e  and Federal .  Law 

( I . T .  3134, 1938-1 C.R.  114,  I .T.  3229, 1938-2 C.B. 136,  I . T .  3447,  1941-1 
C.B. 191,  Rev. Rul. 70-217, 1970-1 C .R .  1 2 ,  PITL 17081, 17085, 17121, 17501, ' i 

I i 
17504, I R C  72, 86 ,  104, 105,  106,  401,  4.02) 

P r i o r  t o  1984 t h e  s t a t e  and f e d e r a l  l aws  were  t h e  same i n  t h a t  s o c i a l  s e c u r i t y  
b e n e f i t s  and r a i l r o a d  r e t i r e m e n t  b e n e f i t s  were  exc luded  from g r o s s  income. 
Beginning i n  1984 a  p o r t i o n  o f  t h e s e  b e n e f i t s  w i l l  be  i n c l u d e d  i n  f e d e r a l  
t a x a b l e  income f o r  t a x p a y e r s  whose a d j u s t e d  g r o s s  income (AGI) combined w i t h  
501 o f  t h e i r  b e n e f i t s  exceeds  a  base  amount. 

F i s c a l  E f f e c t  - ( 1 )  S o c i a l  S e c u r i t y  and T i e r  I R a i l r o a d  
Ret i rement  B e n e f i t s  . . . . . . . . . . . . .>:T$-qO m i l l i o n  r e v e n  

( 2 )  T i e r  I1 Rai l road  Re t i r ement  B e n e f i t s  n d v e n u e  g a i n s  X 
( 3 )  Ra i l road  S i c k  Pay B e n e f i t s  .......... $200 thousand r e v e n u e  gains-  - 

*Based upon a  p r o r a t i o n  o f  f e d e r a l  e s t i m a t e s  

To conform t o  t h e  1983 f e d e r a l  changes  ( S o c i a l  S e c u r i t y  Act ~mendmen'ts  and 
t h e  R a i l r o a d  Ret i rement  Solvency A c t )  C a l i f o r n i a  would, b e g i n n i n g  i n  1984, 
i n c l u d e  i n  t a x a b l e  income: 

1 .  A p o r t i o n  o f  S o c i a l  S e c u r i t y  and T i e r  I R a i l r o a d  Re t i r ement  b e n e f i t s .  
The amount of  b e n e f i t s  t h a t  c o u l d  b e  i n c l u d e d  i n  t a x a b l e  income would 
be t h e  l e s s e r  o f  one-half  o f  t h e  b e n e f i t s  o r  one-half  o f  t h e  e x c e s s  o f  
t h e  t a x p a y e r ' s  combined income (AGI + one-hal f  o f  b e n e f i t s )  o v e r  t h e  
base  amount. The b a s e  amount would be:  

_ i 
a. $ 2 5 , 0 0 O f o r  i n d i v i d u a l s  I 

b. $32,000 f o r  mar r i ed  p e r s o n s  f i l i n g  a  j o i n t  r e t u r n ,  and 

c .  Zero f o r  mar r i ed  p e r s o n s  f i l i n g  s e p a r a t e  r e t u r n s .  

' )  I n t e r e s t  on tax-exempt bonds i s  added t o  a d j u s t e d  g r o s s  income f o r  t h e  
purpose  o f  de te rmin ing  whether  a n  i n d i v i d u a l ' s  income e x c e e d s  t h e  b a s e  

I \  amount . 
1 
I 

I B e n e f i t s  s u b j e c t  t o  t a x  would i n c l u d e  any w o r k e r ' s  compensat ion i f  i t s  
r e c e i p t  caused a  r e d u c t i o n  i n  d i s a b i l i t y  b e n e f i t s  under  t h e  S o c i a l  

' \ 
I I 

S e c u r i t y  Act. 



' -1 I n  no  c a s e  w i l l  more t h a n  50% o f  b e n e f i t s  b e  t a x e d .  

i 
2 .  T i e r  I1 R a i l r o a d  R e t i r e m e n t  B e n e f i t s  and  d u a l  b e n e f i t  payments  

5 ( " w i n d f a l l v ) .  The amount i s  d e t e r m i n e d  i n  t h e  same manner a s  a  
I b e n e f i t  p r o v i d e d  unde r  a  t a x  q u a l i f i e d  p e n s i o n  p l a n .  The g e n e r a l  
j p r o v i s i o n s  a r e :  

f -\ 
l a .  The t r u s t  unde r  t h e  p l a n  i s  g e n e r a l l y  exempt f rom income t a x ,  

I !  

b.  B e n e f i t s  d i s t r i b u t e d  a s  a  lump sum d i s t r i b u t i o n  a r e  e l i g i b l e  t o  
' !  

I . be:  ) 

I !  

( 1 )  Accorded s p e c i a l  l ong- t e rm c a p i t a l  g a i n  t r e a t m e n t ,  o r  

( 2 )  Spread  o v e r  a  t e n - y e a r  p e r i o d  ( income a v e r a g i n g ) ,  o r  

( 3 )  Ro l l ed  o v e r ,  t a x - f r e e ,  t o  an i n d i v i d u a l  r e t i r e m e n t  accoun t , ,  
a n n u i t y ,  o r  bond o r  t o  a n o t h e r  q u a l i f i e d  p l a n .  

c. If p a y a b l e  i n  t h e  form o f  a n  a n n u i t y ,  t h e  b e n e f i t  i s  i n c 1 . u d i b l e  
i n  g r o s s  income when p a i d .  

d .  Employee c o n t r i b u t i o n s  t o  t h e s e  p l a n s  a r e  g e n e r a l l y  n o t  
d e d u c t i b l e  f rom a n  e m p l o y e e ' s  g r o s s  income when c o n t r i b u t e d .  
Accordingly ,  when b e n e f i t s  a r e  p r o v i d e d  unde r  a  q u a l i f i e d  p l a n ,  
employee c o n t r i b u t i o n s  a r e  n o t  i n c l u d i b l e  i n  g r o s s  income.  The 
b a s i s  i s  r e c o v e r e d  by e i t h e r :  

( 1 )  Not i n c l u d i n g  i n  g r o s s  income any  amounts  p a i d  u n d e r  t h e  
a n n u i t y  u n t i l  t h e  n o n d e d u c t i b l e  employee c o n t r i b u t i o n s  h a v e  
been  r e c o v e r e d ,  o r  

( 2 )  If t h e  b a s i s  c a n  n o t  b e  r e c o v e r e d  w i t h i n  t h r e e  y e a r s  o f  t h e  
d a t e  t h e . a n n u i t y  s t a r t s ,  t h e n  e a c h  a n n u i t y  payment is  
p r o r a t e d  i n t o  t a x a b l e  and  n o n t a x a b l e  p o r t i o n s  t o  r e f l e c t  
employee c o n t r i b u t i o n s .  

1 e. The b e n e f i t s  unde r  t h i s  p l a n  may a f f e c t  t h e  e x t e n t  t o  which  t h e  
' 1  employer c o u l d  p r o v i d e  c o n t r i b u t i o n s  o r  b e n e f i t s  u n d e r  a n o t h e r  

1 
i. 

q u a l i f i e d  p l a n .  

\ 3. S i c k  pay b e n e f i t s  p r o v i d e d  u n d e r  t h e  R a i l r o a d  Unemployment 
\" -/ Compensation Program, e x c e p t  f o r  s i c k  p a y  r e s u l t i n g  f r o m  on- the- job  

I 

i n j u r i e s .  These b e n e f i t s  would b e  s u b j e c t  t o  t a x  i n  t h e  same manner 
a s  s i c k  p a y  r e c e i v e d  by w o r k e r s  i n  o t h e r  i n d u s t r i e s .  

a .  Employees g e n e r a l l y  pay income t a x  on amounts  r e c e i v e d  f o r  

1 i p e r s o n a l  i n j u r i e s  o r  s i c k n e s s ,  s i n c e  t h e s e  amounts  g e n e r a l l y  I 

s u b s t i t u t e  f o r  wages ,  which a r e  a l s o  t a x a b l e .  I 

? i I 

b. Amounts r e c e i v e d  by a n  employee  t h r o u g h  a c c i d e n t  o r  h e a l t h  
i n s u r a n c e  f o r  p e r s o n a l  o r  s i c k n e s s ,  o t h e r  t h a n  
r e imbursemen t s  f o r  med ica l  e x p e n s e s ,  g e n e r a l l y  a r e  i n c l u d i b l e  i n  



g r o s s  income i f :  

(1)  The amounts a r e  a t t r i b u t a b l e  t o  c o n t r i b u t i o n s  by t h e  
employer t h a t  were n o t  i n c l u d i b l e  i n  t h e  employee ' s  g r o s s  
income, o r  

(2) The amounts a r e  pa id  by t h e  employer.  
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P r o v i s i o n s  Whi'ch A f f e c t  I n d i v i d u a l s  

B.  Changes i n  t h e  C r e d i t  f o r  t h e  E l d e r l y  t o  I n c l u d e  Disab led  I n d i v i d u a l s  and 
Repeal o f  t h e  Deduction f o r  Payments t o  Disab led  I n d i v i d u a l s  

Summary o f  D i f f e r e n c e s  Between S t a t e  and ~ e d e r a l  Law (PITL 17052.9, 171 31 ,  
I R C  37,  1 0 5 ( d ) )  

P r i o r  t o  1984 t h e  s t a t e  and f e d e r a l  l aws  were t h e  same f o r  t h e  c r e d i t  f o r  t h e  
e l d e r l y  bo th  i n  r equ i rements  and amounts,  e x c e p t  C a l i f o r n i a  d e n i e d  t h e  c r e d i t  
t o  a  n o n r e s i d e n t  whi le  f e d e r a l  den ied  t h e  c r e d i t  t o  a  n o n r e s i d e n t  a l i e n .  Under 
b o t h  s t a t e  and f e d e r a l  l aws  p r i o r  t o  1984 a  d i s a b l e d  i n d i v i d u a l  was a l l o w e d  a n  
e x c l u s i o n  o f  up t o  $100 a  week ($5 ,200  p e r  y e a r )  f o r  payments r e c e i v e d  w h i l e  
a b s e n t  from work on accoun t  o f  permanent and t o t a l  d i s a b i l i t y .  T h i s  e x c l u s i o n  
was phased o u t  t o  t h e  e x t e n t  t h a t  t h e  a d j u s t e d  g r o s s  income on t h e  r e t u r n  
exceeded $15,000. I n  1984 f e d e r a l  law r e p e a l s  t h e  e x c l u s i o n  f rom income and 
r e s t r u c t u r e s  t h e  c r e d i t  f o r  t h e  e l d e r l y  t o  app1.y t,o t h e  t o t a l l y  and pe rmanen t ly  
d i s a b l e d  o f  a l l  a g e s  and i n c r e a s e s  t h e  s i z e  o f  t h e  c r e d i t  a v a i l a b l e  by 
i n c r e a s i n g  t h e  base  amounts t o  which t h e  15% c r e d i t  a p p l i e s .  The e l i g i b i l i t y  
f o r  t h e  c r e d i t  f o r  r e t i r e e s  o f  a  p u b l i c  r e t i r e m e n t  sys tem,  under  a g e  6 5 ,  who 
a r e  n o t  d i s a b l e d  h a s  been r e p e a l e d .  

F l s c a l  E f f e c t  - ( 1 )  I n c r e a s e  i n  b a s e  amounts - revenue  l o s s  .....$ 3.0 m i l l i o n  
(2) Changes f o r  d i s a b l e d  e l i g i b l e  individua1.s  - revenue  l o s s  . . . . $2 .5  m i l l i o n  
(3 )  Repeal o f  c r e d i t  f o r  p u b l i c  r e t i r e e s  - revenue  g a i n  ......... $ 6 . 5  m i l l i o n  

The n e t  e f f e c t s  o f  t h e  above i n d i c a t e d  changes  would be  a  $1.0 m i l l i o n  i n c r e a s e  
i n  General  Fund revenues  based upon t h e  1921 income y e a r .  However, we a r e  
unsure  a s  t o  t h e  r e l a t i v e  e l a s t i c i t i e s  o f  t h e s e  t h r e e  changes  a s  t h e y  i n t e r a c t  
o v e r  t ime .  I f  we p r o j e c t  t h e  n e t  e f f e c t  t o  t h e  1984-85 f i s c a l  y e a r s  ( b a s e d  on 
a  1984 income y e a r  e f f e c t i v e  d a t e )  i t  i s  p o s s i b l e  t h a t  t h e r e  c o u l d  b e  e i t h e r  a  
p o s i t i v e  o r  n e g a t i v e  e f f e c t  on General  Fund revenues ;  

To conform t o  t h e  1983 f e d e r a l  changes  ( S o c i a l  S e c u r i t y  Act amendments) 
C a l i f o r n i a  would, beg inn ing  i n  1984, 

1. I n c r e a s e  t h e  amount o f  t h e  c r e d i t  t o  an  amount e q u a l  t o  15% o f  a  b a s e  
. amount a s  fo l lows :  

a .  Taxpayers age  65 o r  o l d e r ,  

( 1 )  $5,000 f o r  a  s i n g l e  i n d i v i d u a l  o r  a  mar r i ed  c o u p l e  w i t h  o n l y  
one e l i g i b l e  s p o u s e ,  

( 2 )  $7,500 f o r  a  m a r r i e d  c o u p l e  w i t h  two e l i g i b l e  s p o u s e s ,  and 



(3)  $3,750 f o r  a  mar r i ed  p e r s o n  f i l i n g  a  s e p a r a t e  r e t u r n .  

b. For t a x p a y e r s  under age  65,  t h e  b a s e  amount i s  l i m i t e d  t o  
d i s a b i l i t y  Income, which is  d e f i n e d  a s  amounts p a i d  under  a n  
employee's  a c c i d e n t  o r  h e a l t h  o r  pens ion  p l a n  t h a t  a r e  i n c l u d i b l e  
i n  g r o s s  income a s  wages o r  payments i n  l i e u  o f  wages w h i l e  
a b s e n t  from work on a c c o u n t  o f  permanent and t o t a l  d i s a b i l i t y .  

c .  The base  amount i s  f u r t h e r  r educed  by amounts which a r e  p a i d  a s  a  
pension o r  a n n u i t y  o r  a s  a  d i s a b i l i t y  b e n e f i t  which a r e  e x c l u d e d  
from g r o s s  income and p a y a b l e  under :  

( 1 )  T i t l e  I1 of  t h e  Social .  S e c u r i t y  Act p l u s  any w o r k e r ' s  
compensation i f  i t s  r e c e i p t  caused a  r e d u c t i o n  i n  d i s a b i l i t y  
b e n e f i t s  under  t h e  S o c i a l  S e c u r i t y  Act ,  

(2 )  The   ail road' Re t i r ement  Act o f  1974 

( 3 )  A law a d m i n i s t e r e d  by t h e  V e t e r a n s '  A d m i n i s t r a t i o n ,  o r  

( 4 )  Any f e d e r a l  law o t h e r  t h a n  t h e  I n t e r n a l  Revenue Code. 

No r e d u c t i o n  i s  t o  be made f o r  amounts r e c e i v e d  a s  a  p e n s i o n ,  
a n n u i t y  o r  s i m i l a r  a l lowance  f o r  p e r s o n a l  i n j u r i e s  o r  s i c k n e s s  
r e s u l t i n g  from a c t i v e  s e r v i c e  i n  t h e  armed f o r c e s  o f  any c o u n t r y ,  
t h e  Coast and Geode t i c  Survey ,  t h e  P u b l i c  Hea l th  S e r v i c e ,  o r  a s  a  
d i s a b i l i t y  a n n u i t y  payab le  under  t h e  Fore ign  S e r v i c e  Act o f  1980. 

d.  I f  one spouse  h a s  a t t a i n e d  a g e  65 and t h e  o t h e r  h a s  n o t ,  t h e  b a s e  
amount can n o t  exceed $5,000 p l u s  t h e  d i s a b i l i t y  income o f  t h e  
spouse  who h a s  n o t  a t t a i n e d  age  65 by t h e  c l o s e  o f  t h e  t a x a b l e  
yea r .  

e .  I f  t h e  a d j u s t e d  g r o s s  income exceeds  t h e  f o l l o w i n g  amounts,  t h e  
base  amount i s  reduced by one-hal f  o f  t h e  e x c e s s :  

( 1 )  $7,500 i n  t h e  c a s e  o f  a  s i n g l e  i n d i v i d u a l  

( 2 )  810,000 i n  t h e  c a s e  o f  a  j o i n t  r e t u r n ,  o r  

( 3 )  $5,000 i n  t h e  c a s e  o f  a  m a r r i e d  i n d i v i d u a l  f i l i n g  a  s e p a r a t e  
! i r e t u r n .  
'_ - 

2. Repeal t h e  e l i g i b i l i t y  f o r  t h e  c r e d i t  t o  r e t i r e e s  under a  p u b l i c  

1 1 '  . r e t i r e m e n t  sys tem,  under  age  65 ,  u n l e s s  t h e y  a r e  pe rmanen t ly  and 
( ! t o t a l l y  d i s a b l e d .  

1 

3. Re ta in  t h e  n o n r e f u n d a b i l i t y  o f  t h e  c r e d i t  and t h e  d e n i a l  o f  t h e  c r e d i t  
t o  any n o n r e s i d e n t  a s  w e l l  a s  t h e  r e q u i r e m e n t  f o r  mar r i ed  c o u p l e s  t o  
f i l e  j o i n t  r e t u r n s  u n l e s s  t h e y  l i v e  s e p a r a t e  and a p a r t  f o r  t h e  e n t i r e  
y e a r .  
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C. G r a n t i n g  R e t r o a c t i v e  E l i g i b i l i t y  f o r  F e d e r a l  R e s i d e n t i a l  Energy Tax C r e d i t s  
t o  C e r t a i n  V e t e r a n s  Using S u b s i d i z e d E n e r g y  F i n a n c i n g  i n  Y e a r s  B e f o r e  1983 

Summary o f  D i f f e r e n c e s  Between S t a t e  and F e d e r a l  Law (PITL 17052.8 ,  I R C  44C) 

The amount o f  e x p e n d i t u r e s  e l i g i b l e  f o r  t h e  f e d e r a l  r e s i d e n t i a l  e n e r g y  t a x  
c r e d i t  and C a l i f o r n i a  t a x  c r e d i t  f o r  e n e r g y  c o n s e r v a t i o n  m e a s u r e s  m u s t  b e  
r educed  unde r  b o t h  l aws  f o r  amounts  r e c e i v e d  which p r o v i d e  s u b s i d i z e d  f i n a n c i n g  
f o r  t h i s  a c t i v i t y .  The C a l i f o r n i a  r e d u c t i o n  is f o r  any  g r a n t  o r  a n y  
n o n r e i m b u r s a b l e  f i n a n c i a l  a s s i s t a n c e  ( o t h e r  t h a n  i n t e r e s t  c h a r g e s )  p r o v i d e d  by 
a  p u b l i c  u t i l i t y  o r  a  p u b l i c  e n t i t y .  The f e d e r a l  r e d u c t i o n  i s  f o r  f i n a n c i n g  
r e c e i v e d  u n d e r  a  f ede ra l . ,  s t a t e  o r  l o c a l  program a  p r i n c i p l e  p u r p o s e  o f  which  
is t o  p r o v i d e  s u b s i d i z e d  f i n a n c i n g  f o r  p r o j e c t s  d e s i g n e d  t ,o  c o n s e r v e  o r  p r o d u c e  
e n e r g y .  I n  t h e  Supp lemen ta l  A p p r o p r i a t i o n s  Act ( P u b l i c  Law 98-63) a n  e x c e p t i o n  
t o  t h e  f e d e r a l  r e d u c t i o n  was made f o r  payments  p r o v i d e d  b e f o r e  J a n u a r y  1 ,  1983 
u n d e r  a  s t a t e  program i n  e x i s t a n c e  b e f o r e  1978 where  t h e  r e s i d e n c e  h a s  a  f i rs t  
mor tgage  f i n a n c e d  by a q u a l i f i e d  v e t e r a n s 1  mor tgage  bond even  though  t h e  
payments  c o n s t i t u t e d  s u b s i d i z e d  e n e r g y  f i n a n c i n g .  

F i s c a l  E f f e c t  - Revenue l o s s  o f  a n  unknown amount 
r e l a t i n g  t o  t a x  y e a r s  1980,  1981,  and 1982 

To conform t o  t h e  1983 f e d e r a l  change ,  C a l i f o r n i a  would have  t o  r e t r o a c t i v e l y  
a l l o w , y e a r s  - p r i o r  t o  1983,  t h e  c o s t  o f  e n e r g y  
c o n s e r v a t i o n  measu res  i n p t a l l e d  u n d e r  a  program i n  e x i s t a n c e  b e f o r e  1978 on  a  
r e s i d e n c e  where t h e  f i r s t  mor tgage  was f i n a n c e d  by a  q u a l i f i e d  v e t e r a n s 1  
mor tgage  bond even  though a  g r a n t  o r  o t h e r  n o n r e i m b u r s a b l e  f i n a n c i a l  a s s i s t a n c e  
was p r o v i d e d  by a  u t i l i t y  o r  a  p u b l i c  e n t i t y .  
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P r o v i s i o n s  Which A f f e c t  B u s i n e s s  

A .  D e f e r r a l  o f  Repor t ing R e c e i p t s  f o r  t h e  1983 Crop Year Under t h e  Payment-In- 
Kind (PIK) Program 

Summary o f  D i f f e r e n c e s  Between S t a t e  and F e d e r a l  Law 
(PITL 17551, p&CTL 24652, , I R C  44,6, 447,  451)' 

Under C a l i f o r n i a  and f e d e r a l  l aws  p r i o r  t o  t h e s e  amendments, t a x p a y e r s  engaged 
i n  fa rming  may de te rmine  t h e i r  income under  e i t h e r  t h e  cash  o r  a c c r u a l  method 
o f  accoun t ing .  However, c o r p o r a t i o n s  and c e r t a i n  p a r t n e r s h i p s  must u s e  t h e  
a c c r u a l  method o f  accoun t ing .  Under t h e  c a s h  method o f  a c c o u n t i n g ,  income i s  
recogn ized  f o r  t h e  y e a r  i n  which i t  i s  a c t u a l l y  o r  c o n s t r u c t i v e l y  r e c e i v e d .  
Income i s  c o n s t r u c t i v e l y  r e c e i v e d  when i t  i s  c r e d i t e d  t o  t h e  t a x p a y e r s  a c c o u n t ,  
s e t  a p a r t ,  o r  o t h e r w i s e  made a v a i l a b l e  s o  t h a t  i t  may be  drawn upon a t  any  
t ime .  A taxpayer  who u s e s  t h e  c a s h  method o f  a c c o u n t i n g  m u s t  r e c o g n i z e  income 
when f i r s t  e n t i t l e d  t o  r e c e i v e  commodities under  a  PIK program. 

Under t h e  a c c r u a l  method o f  a c c o u n t i n g ,  income i s  g e n e r a l l y  r e c o g n i z e d  when a l l  
t h e  e v e n t s  have occur red  which f i x  t h e  r i g h t  t o  r e c e i v e  such  income and t h e  
amount t h e r e o f  can be de te rmined  w i t h  r e a s o n a b l e  a c c u r a c y ,  r e g a r d l e s s  of when 
r e c e i v e d .  A t axpayer  who u s e s  t h e  acc rua l .  method o f  a c c o u n t i n g  m u s t  r e c o g n i z e  
income upon r e c e i p t  of  t h e  r i g h t  t o  r e c e i v e  commodities under a  PIK program, 
r e g a r d l e s s  o f  t h e  t ime  o f  a c t u a l  r e c e i p t .  

Thus,  under both  t h e  c a s h  and a c c r u a l  methods o f  a c c o u n t i n g ,  t h e  t a x p a y e r  w i l l  
r e c o g n i z e  income when t h e  commodities a r e  f i r s t  made a v a i l a b l e  t o  t h e  fa rmer .  
I n  a d d i t i o n ,  under bo th  methods, when p r o p e r t y  r a t h e r  t h a n  c a s h  i s  r e c e i v e d ,  
t h e  amount t o  be  i n c l u d e d  i n  income i s  t h e  f a i r  market  v a l u e  o f  t h e  p r o p e r t y  on 
t h e  d a t e  t h e  t axpayer  r e c o g n i z e s  t h e  income. 

For  t h e  1983 c r o p  y e a r  o n l y ,  t h e  f e d e r a l  l aw was amended t o  p r o v i d e  t h a t  a  
q u a l i f i e d  taxpayer  w i l l  n o t  be t r e a t e d  a s  hav ing  r e a l i z e d  income when h e  o r  s h e  
r e c e i v e s ,  o r  h a s  t h e  r i g h t  t o  r e c e i v e ,  a  commodity under  a  1983 PIK program. 
Thus,  bo th  a c c r u a l  and c a s h  b a s i s  t a x p a y e r s  can  d e f e r  t h e  r e c o g n i t i o n  o f  income 
t h a t  would o t h e r w i s e  b e  r e c o g n i z e d  u n t i l  t h e  y e a r  t h e  commodities a r e  s o l d ,  
exchanged o r  o t h e r w i s e  d i s p o s e d  o f .  

F i s c a l  E f f e c t  - Cash f l o w  revenue  l o s s  f o r  t a x a b l e  y e a r  
(PIT)  and income y e a r  (BRC) 3983 o f  $10 m i l l i o n * .  

*Based upon a  p r o r a t i o n  o f  f e d e r a l  e s t i m a t e s  

To conform t o  t h e  1983 f e d e r a l  changes  (Payment-ln-Kind Tax Treatment  Act and 
Supplemental  A p p r o p r i a t i o n s  A c t )  C a l i f o r n i a  would r e t r o a c t i v e l y  a l l o w  t h e  
d e f e r r a l  of  income w i t h  r e s p e c k  t o  PIK commodities r e c e i v e d  f o r  t h e  1983 c r o p  
y e a r  by a  q u a l i f i e d  t a x p a y e r .  



1 .  The 1983 c r o p  y e a r  means, f o r  t h e s e  p u r p o s e s ,  payments w i t h  r e s p e c t  t o  
a l l  c r o p s  normal ly  h a r v e s t e d  o r  p l a n t e d  on o r  b e f o r e  December 31 ,  
1983. These p r o v i s i o n s  would a p p l y  t o  PIK payments r e c e i v e d  w i t h  
r e s p e c t  t o  real .  p r o p e r t y  withdrawn from p r o d u c t i o n  d u r i n g  t h e  1983 
c r o p  y e a r .  A l l  l a n d  r e n t e d  o r  l e a s e d ,  and i n  p r o d u c t i o n  f o r  c r o p  y e a r  
1982, i f  now r e n t e d  o r  l e a s e d  by t h e  same i n d i v i d u a l ,  p a r t n e r s h i p ,  o r  
c o r p o r a t i o n ,  and e l i g i b l e  f o r  a c r e a g e  r e d u c t i o n  q u a l i f i e s  f o r  
d e s i g n a t i o n  under t h e  PIK program f o r  c r o p  y e a r  1983, t h e  same a s  l a n d  
owned by t h e  p roducer .  

2 .  For purposes  o f  d e t e r m i n i n g  t h e  g a i n  o r  l o s s  from t h e  s a l e ,  exchange 
o r  o t h e r  d i s p o s i t i o n  of t h e  commodity, t h e  u n a d j u s t e d  b a s i s  o f  t h e  
commodity w i l l  be  ze ro .  The commodity w i l l  be t r e a t e d  a s  produced by 
t h e  t axpayer  f o r  p u r p o s e s  o f  d e t e r m i n i n g  t h e  c h a r a c t e r  o f  t h e  g a i n  
( o r d i n a r y  income o r  c a p i t a l  g a i n )  from t h e  s g l e  o f  t h e  commodity. 

1 1  3. I n  c a s e s  where Commodity C r e d i t  C o r p o r a t i o n  Loans a r e  i n v o l v e d  a  t h r e e  
I s t e p  p r o c e s s  i s  s p e c i f i e d  t o  e n s u r e  t h a t  a  q u a l i f i e d  t a x p a y e r  who 

r e c e i v e s  a  PIK i n  t h e  t h i r d  s t e p  w i l l  b e  e n t i t l e d  t o  t h e  same t a x  
1- ) t r e a t m e n t  a s  a  q u a l i f i e d  t a x p a y e r  who r e c e i v e s  a  PIK where a  Commodity 

C r e d i t  Corpora t ion  Loan i s  n o t  i n v o l v e d .  

-- 4. A q u a l i f i e d  t a x p a y e r  i s  any t a x p a y e r  who meets  t h e  f o l l o w i n g  two 
I 

r equ i rements :  
i 

a .  The t axpayer  must be  a p roducer  ( a s  d e f i n e d  i n  U.S. Department o f  
A g r i c u l t u r e  r e g u l a t i o n s )  o f  a g r i c u l t u r a l  commodities w i t h i n  t h e  
meaning o f  t h e  1983 PIK program. 

b. The t axpayer  must d i v e r t  farm a c r e a g e  from p r o d u c t i o n  and d e v o t e  
t h e  a c r e a g e  t o  c o n s e r v a t i o n  u s e s  i n  r e t u r n  f o r  r e c e i v i n g  a n y  
commodity under t h e  1983 PIK programs. The t a x p a y e r  i n c l u d e s  n o t  
o n l y  t h e  pe r son  who a c t u a l l y  d i v e r t s  t h e  a c r e a g e  from p r o d u c t i o n  
( such  a s  t h e  l a n d  owner) b u t  a l s o  any o t h e r  p roducer  who r e c e i v e s  
a  PIK w i t h  r e s p e c t  t o  t h e  a c r e a g e  ( such  a s  a s h a r e c r o p p e r ) .  

5. Income from t h e  s a l e  o r  exchange o f  PIK commodities wi l l .  be  t r e a t e d  a s  
income from t h e  t r a d e  o r  b u s i n e s s  o f  f a rming .  The t a x p a y e r  w i l l  be 
t r e a t e d  a s  u s i n g  i n  t h e  t r a d e  o r  b u s i n e s s  o f  farming any l a n d  s o  
d i v e r t e d  f o r  a l l  purposes  i n c l u d i n g ,  b u t  n o t  l i m i t e d  t o :  

a .  Payments o f  e s t i m a t e d  t a x ;  

b. Method of  a c c o u n t i n g  o f  a  c o r p o r a t i o n  engaged i n  f a r m i n g ;  

c .  Expensing o f  c e r t a i n  s o i l  and w a t e r  c o n s e r v a t i o n  e x p e n s e s ;  

d .  Expensing o f  c e r t a i n  e x p e n d i t u r e s  by f a r m e r s  f o r  f e r t i l i z e r ;  

e .  Expensing o f  c e r t a i n  e x p e n d i t u r e s  by f a r m e r s  f o r  c l e a r i n g  l a n d ;  

f .  Deduc t ib i l - i ty  o f  expenses  a t t r i b u t a b l e  t o  a c t i v i t i e s  n o t  engaged I 
I 

! 



i n  f o r  p r o f i t ;  

g .  Net farm l o s s  i t e m  of t a x  p r e f e r e n c e ;  

h. L i m i t a t i o n  on d e d u c t i o n  o f  i n v e s t m e n t  i n t e r e s t ;  

i .  Tax on u n r e l a t e d  b u s i n e s s  income o f  c h a r i t a b l e ,  e t c .  o r g a n i z a t i o n s  

6 .  Regula t ions  by t h e  F r a n c h i s e  Tax Board would be  n e c e s s a r y  t o  modify 
t h e  r e g u l a t i o n  of t h e  S e c r e t a r y  of t h e  T r e a s u r y  t o  modify t h e  t a x  
t r e a t m e n t  of PIK payments r e c e i v e d  by c o o p e r a t i v e s  on b e h a l f  o f  a  
q u a l i f i e d  t a x p a y e r  t o  t a k e  i n t o  accoun t  t h e  d i f f e r e n c e  i n  t h e  
t r e a t m e n t  o f  p a t r o n a g e  d i v i d e n d s  by C a l i f o r n i a .  The r e c i p i e n t  o f  
pa t ronage  d i v i d e n d s  i n  C a l i f o r n i a  law is a l lowed  t o  make an e l e c t i o n  
r e g a r d i n g  t h e  y e a r  i n  which t h e  p a t r o n a g e  d i v i d e n d  i s  i n c l u d e d  i n  t h e  
r e c i p i e n t ' s  income. 

7 .  The a n t i - s p e c u l a t i o n  r u l e s  i n  f e d e r a l  .law would be adop ted  f o r  
C a l i f o r n i a  purposes .  
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P r o v i s i o n s  Which A f f e c t  Bus iness  

I 

B. Bus iness  Convention Expenses i n  Car ibbean Basin  C o u n t r i e s  and Bermuda 

Summary of D i f f e r e n c e s  Between S t a t e  and F e d e r a l  Law (PIT 17201, B&C 24443 
j and I R C  274) 

P r i o r  t o  t h i s  l e g i s l a t i o n ,  s t a t e  and f e d e r a l  l aws  were genera1l .y t h e  same w i t h  
r e s p e c t  t o  d e d u c t i o n s  f o r  conven t ion  expenses .  Both s t a t e  and f e d e r a l  l a w s  
g e n e r a l l y  do n o t  a l l o w  d e d u c t i o n s  f o r  b u s i n e s s  expenses  i n c u r r e d  w h i l e  
a t t e n d i n g  a  convent ion h e l d  o u t s i d e  t h e  North  American Area ( t h e  Uni ted  S t a t e s ,  
t h e  U.S. p o s s e s s i o n s ,  t h e  T r u s t  T e r r i t o r y  o f  t h e  P a c i f i c  I s l a n d s ,  Canada and 
Mexico). Deduct ions  f o r  a t t e n d i n g  c o n v e n t i o n s  h e l d  o u t s i d e  t h e  North  American 
Area a r e  a l l o w a b l e  o n l y  i f  t h e  t axpayer  can show t h a t  i t  was a s  r e a s o n a b l e  t o  
h o l d  t h e  conven t ion  o u t s i d e  t h e  North Americn Area a s  w i t h i n  it. The income 
t a x  t r e a t y  w i t h  Jamaica a l l o w s  d e d u c t i o n s  f o r  a t t e n d i n g  c o n v e n t i o n s  h e l d  i n  
Jamaica.  Both s t a t e  and f e d e r a l  t a x  a g e n c i e s  have s i g n i f i c a n t  problems 
o b t a i n i n g  from some Caribbean Basin  c o u n t r i e s  i n f o r m a t i o n  needed t o  e n f o r c e  t h e  
t a x  laws.  

F i s c a l  E f f e c t  - Revenue l o s s  o f  $100 thousand* 
a n n u a l l y  

*Based upon a  p r o r a t i o n  o f  f e d e r a l  estimates 

To conform t o  t h e  1983 f e d e r a l  changes  ( I n t e r e s t  and Dividend Tax Compliance 
Act/Caribbean Basin  Economic Recovery Act) C a l i f o r n i a  would, b e g i n n i n g  i n  1984,  
a l l o w  b u s i n e s s  expense d e d u c t i o n s  f o r  a t t e n d i n g  c o n v e n t i o n s  h e l d  i n  c e r t a i n  
Caribbean c o u n t r i e s ,  b u t  o n l y  i f  t h e  c o u n t r y  met t h e  f o l l o w i n g  c r i t e r i a :  

1. The c o u n t r y  would have t o  be  a  l l b e n e f i c i a r y  coun t ry f1  d e s i g n a t e d  by t h e  
P r e s i d e n t  a s  p rov ided  i n  t h e  t r a d e  p o r t i o n  o f  t h e  f e d e r a l  law.  I n  
a d d i t i o n ,  a  deduc t ion  would be p rov ided  f o r  c o n v e n t i o n s  h e l d  i n  
Bermuda provided t h a t  Bermuda met t h e  o t h e r  c r i t e r i a  i n  t h e  f e d e r a l  
law a p p l i c a b l e  t o  Car ibbean Basin  c o u n t r i e s .  

2. The c o u n t r y  would have t o  e n t e r  i n t o  a n  e x e c u t i v e  agreement  w i t h  t h e  
United S t a t e s  t o  p r o v i d e ,  on a  r e c i p r o c a l  b a s i s ,  f o r  i n f o r m a t i o n  
r e l a t i n g  t o  U.S. t a x  m a t t e r s  t o  b e  made a v a i l a b l e  t o  U.S. t a x  . 
o f f i c i a l s .  The agreement  would be  mandatory r e g a r d i n g  c r i m i n a l  and 
c i v i l  t a x  m a t t e r s  u n l e s s ,  r e g a r d i n g  c i v i l  t a x  m a t t e r s ,  a n  agreement  
canno t  be n e g o t i a t e d  b u t  t h e  P r e s i d e n t  d e t e r m i n e s  t h a t  t h e  agreement  
which ha,s been n e g o t i a t e d  i s  i n  t h e  n a t i o n a l  s e c u r i t y  i n t e r e s t  o f  t h e  
United S t a t e s .  The agreement would impose on t h e  o f f i c i a l s  o f  e a c h  
c o u n t r y  a du ty  n o t  t o  d i s c l o s e  t h i s  i n f o r m a t i o n ,  o t h e r  t h a n  t o  t h o s e  

, i nvo lved  i n  i t s  t a x  a d m i n i s t r a t i o n .  



' )  3. No deduct ion would b e  a v a i l a b l e  f o r  a t t e n d i n g  a conven t ion  i n  a 
t i  coun t ry  found by t h e  S e c r e t a r y  of Treasury  t o  d i s c r i m i n a t e  i n  i t s  t a x  

laws a g a i n s t  c o n v e n t i o n s  h e l d  i n  t h e  United S t a t e s .  ' 
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P r o v i s i o n s  Which A f f e c t  A d m i n i s t r a t i o n  

A. P r o h i b i t i o n  R e l a t i n g  t o   assessment,^ Rased on t h e  Value o f  Campus Lodging 
Furn i shed  t o  an Employee 

Summary o f  D i f f e r e n c e s  Between s t a t e '  and Federal .  Law (PITL 17131, I R C  119)  

S t a t e  and f e d e r a l  laws a r e  t h e  same r e g a r d i n g  t h e  t r e a t m e n t  o f  l o d g i n g  
f u r n i s h e d  f o r  t h e  convenience o f  t h e  employer and p rov ide  t h a t  c e r t a i n  l o d g i n g  
w i l l  n o t  be inc luded  i n  t h e  g r o s s  income o f  t h e  employee when t h e  employee i s  
r e q u i r e d  t o  a c c e p t  t h e  l o d g i n g  on t h e  b u s i n e s s  premises  o f  t h e  employer a s  a  
c o n d i t i o n  o f  employment. The Supplementa l  A p p r o p r i a t i o n s  Act o f  1983 p r o h i b i t s  
t h e  I n t e r n a l  Revenue S e r v i c e  from u s i n g  any funds  a p p r o p r i a t e d  by t h a t  Act t o :  

1. Enforce  any r u l i n g  making taxab1.e o r  subjes+, ing.  t o  w i t h h o l d i n g  t h e  
v a l u e  o f  campus l o d g i n g  f u r n i s h e d  by,  o r  on b e h a l f  o f ,  any e d u c a t i o n a l  
i n s t i t u t i o n  which normal ly  m a i n t a i n s  a  r e g u l a r  f a c u l t y  and c u r r i c u l u m  
and normal ly  h a s  a  r e g u l a r l y  e n r o l l e d  body of  p u p i l s  o r  s t u d e n t s  i n  
a t t e n d a n c e  a t  t h e  p l a c e  where i t s  educat , ional  a c t i v i t i e s  a r e  r e g u l a r l y  
c a r r i e d  on ,  t o  any employee o f  t h e  i n s t i t u t i o n  o r  any spouse  o r  
dependent  o f  t h e  employee, o r  

2 .  Conduct any o t h e r  a c t i v i t y  w i t h  r e s p e c t  t o  t h e  a s s e s s m e n t  o r  
c o l l e c t i o n  of any t a x  on s u c h  v a l u e .  

F i s c a l  E f f e c t  - Revenue l o s s  o f  a n  unknown amount. 

To conform t o  t h i s  1983 a p p r o p r i a t i o n  r e s t r i c t i o n ,  C a l i f o r n i a  would have t o  
r e t r o a c t i v e l y  a l l o w ,  f o r  open y e a r s ,  e x c l u s i o n s  from g r o s s  lncome f o r  t h e  v a l u e  
o f  campus l o d g i n g  f u r n i s h e d  t o  employees,  s p o u s e s  o r  dependen t s  w i t h o u t  r e g a r d  
t o  whether  t h e  accep tance  o f  t h e  l o d g i n g  was a  c o n d i t i o n  o f  employment. 
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P r o v i s i o n s  Which A f f e c t  A d m i n i s t r a t i o n  

B. I n f o r m a t i o n  R e p o r t i n g  on S o c i a l  S e c u r i t y  and T i e r  I R a i l r o a d  R e t i r e m e n t  

- 7  
B e n e f i t s  

Summary o f  D i f f e r e n c e s  Between S t a t e  and F e d e r a l  Law (IRC 6050F) 

P r i o r  t o  1984 s t a t e  and f e d e r a l  l aws  d i d  n o t  r e q u i r e  i n f o r m a t i o n  r e p o r t i n g  by  
I e i t h e r  t h e  S e c r e t a r y  o f  H e a l t h  and Human S e r v i c e s  r e g a r d i n g  S o c i a l  S e c u r i t y  

b e n e f i t s  o r  t h e  Railroad R e t i r e m e n t  Board i n  t h e  c a s e  o f  T i e r  I R a i l r o a d  
R e t i r e m e n t  b e n e f i t s ,  s i n c e  t h e s e  b e n e f i t s  were n o t  i n c l u d e d  i n  g r o s s  income.  

I 

Beginn ing  i n  1984,  t h e s e  two f e d e r a l  a g e n c i e s  a r e  r e q u i r e d  t o  f i l e  i n f o r m a t i o n  
! 

r e t u r n s  a s  f o l l o w s :  

1 .  With t h e  S e c r e t a r y  o f  t h e  T r e a s u r y ,  a n  i n f o r m a t i o n  r e t u r n  showing:  

a .  The a g g r e g a t e  amount o f  S o c i a l  S e c u r i t y  b e n e f i t s  p a i d  t o  t h e  
ind iv idua l .  d u r i n g  t h e  c a l e n d a r  y e a r ,  

b .  The a g g r e g a t e  amount o f  S o c i a l  S e c u r i t y  b e n e f i t s  r e p a i d  by t h e  
i n d i v i d u a l  d u r i n g  t h e  c a l e n d a r  y e a r ,  

c .  The a g g r e g a t e  r e d u c t i o n s  i n  b e n e f i t s  which  'would o t h e r w i s e  h a v e  
been  p a i d  t o  t h e  i n d i v i d u a l  d u r i n g  t h e  c a l e n d a r  y e a r  on a c c o u n t  

, . o f  amounts  r e c e i v e d  u n d e r  a  w o r k e ' r l s  compensa t ion  a c t ,  a n d .  

d .  The name and a d d r e s s  o f  t h e  i n d i v i d u a l ;  

2.  With e a c h  i n d i v i d u a l ,  by J a n u a r y  31 o f  t h e  y e a r  f o l l o w i n g  t h e  c a l e n d a r  
y e a r  d u r i n g  which payments were  made, an  i n f o r m a t i o n  r e t u r n  showing:  

a .  .The name o f  t h e  agency  making t h e  payment ,  and 

b. The a g g r e g a t e  amount o f  payments ,  r epaymen t s ,  and r e d u c t i o n s  
shown on t h e  i n f o r m a t i o n  r e t u r n  f i l e d  w i t h  t h e  S e c r e t a r y  w i t h  
r e s p e c t  t o  t h a t  i n d i v i d u a l .  

i .! F i s c a l  E f f e c t  - None 

: J To conform t o  t h e  1983 f e d e r a l  changes  ( S o c i a l  S e c u r i t y  Act  Amendments) 
C a l i f o r n i a  would ,  b e g i n n i n g  i n  1984,  r e q u i r e  t h e  two f e d e r a l  a g e n c i e s  t o  f i1 .e  
w i t h  t h e  F r a n c h i s e  Tax Board a  copy o f  t h e  i n f o r m a t i o n  r e t u r n  f i l e d  w i t h  t h e  i - .  S e c r e t a r y  o f  t h e  T r e a s u r y  w i t h  r e s p e c t  t o  r e c i p i e n t s  who have  a  C a l i f o r n i a  
a d d r e s s .  C a l i f o r n i a  would a l s o  r e q u i r e  t h a t  t h o s e  a g e n c i e s  n o t i f y  i n d i v i d u a l  

I I  
r e c i p i e n t s  t h a t  i n f o r m a t i o n  on t h e i r  b e n e f i t s  h a s  been  p rov ided  t o  t h e  
C a l i f o r n i a  F r a n c h i s e  Tax Board.  l i  
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P r o v i s i o n s  Which A f f e c t  A d m i n i s t r a t i o n  

C .  ' Repeal o f  Fl i thholding on I n t e r e s t  and Dividends  and Enactment o f  Backup 
Withholding 

Summary o f  D i f f e r e n c e s  Between S t a t e  and F e d e r a l  Law (U.I .  Code 13020.5 
S t a t u t e s  1983 C . H .  498, I R C  3 4 0 2 ( s ) ,  I R C  3G06, 6705, 6676, 6653, 6 6 8 2 ( a )  ,' 7205, 
6042, 6 0 4 4 ( e ) ,  6049(c)  ( 2 ) ,  601 1 ,  7701,  I R C  31 ,  6678) 

1. Both s t a t e  and federal .  l aws  r e q u i r e  i n d i v i d u a l s  who have a  t a x  
l i a b i l i t y  i n  e x c e s s  o f  amounts w i t h h e l d  t o  pay e s t i m a t e d  t a x e s  i n  f o u r  
e q u a l  i n s t a l l m e n t s  d u r i n g  t h e  t a x a b l e  y e a r .  No e s t i m a t e s  a r e  r e q u i r e d  
by C a l i f o r n i a  i f  t h e  e x c e s s  t a x  l i a b i l i t y  i s  l e s s  t h a n  $100 w h i l e  t h e  
f e d e r a l  law d o e s  n o t  r e q u i r e  e s t i m a t e  payments u n l e s s  t h e  e x c e s s  t a x  
l i a b i l i t y  i s  $300 o r  more i n c r e a s i n g  t o  $500 by 1985. 

C a l i f o r n i a  d i d  n o t  e n a c t  l e g i s l a t i o n  t o  conform t o  f e d e r a l  l aw which 
r e q u i r e d  w i t h h o l d i n g  a t  a  r a t e  o f  10% on any payment o r  c r e d i t  o f  
i n t e r e s t  ( i n c l u d i n g  o r i g i n a l  i s s u e  d i s c o u n t ) ,  d i v i d e n d s ,  o r  p a t r o n a g e  
d iv idends .  This r equ i rement  was i n  e f f e c t  f o r  amounts p a i d  o r  
c r e d i t e d  a f t e r  J u l y  31,  1983 g e n e r a l l y ,  and a f t e r  December 31 ,  1963 i n  
t h e  c a s e  o f  o r i g i n a l  i s s u e  d i s c o u n t .  

Pub l i c  Law 98-67 r e t r o a c t i v e l y  r e p e a l s  f e d e r a l  w i t h h o l d i n g  on i n t e r e s t  
( i n c l u d i n g  o r i g i n a l .  i s s u e  d i s c o u n t ) ,  d i v i d e n d s ,  o r  p a t r o n a g e  d i v i d e n d s  
a s  o f  June 30, 1983. I n  a d d i t i o n ,  t o  p r o t e c t  payors  who a c t u a l l y  
wi thhe ld  from i n t e r e s t ,  d i v i d e n d ,  o r  p a t r o n a g e  d i v i d e n d  payments ,  t h e  
law p r o v i d e s  t h a t  t h e  payor may e l e c t  t o  have t h e  r e p e a l  a p p l y  t o  
amounts which a r e ,  i n  f a c t ,  deduc ted  and w i t h h e l d  b e f o r e  September 2 ,  
1983. P rocedures  a l s o  w i l l  be announced by t h e  S e c r e t a r y  o f  t h e  
Treasury  by p r e s s  r e l e a s e ,  r evenue  p r o c e d u r e ,  o r  r e g u l a t i o n  under  
which payors  may e l e c t  t o  r e f u n d  w i t h h e l d  t a x e s  t o  payees  and r e c e i v e  
a  r e t u r n  o f  d e p o s i t e d  f u n d s  from t h e  Treasury .  

The law a l s o  p r o v i d e s  t h a t  i n  d e t e r m i n i n g  an e s t i m a t e d  t a x  p e n a l t y ,  
c r e d i t  w i l l  be  g iven f o r  amounts t h a t  would have been w i t h h e l d  on 
i n t e r e s t ,  d i v i d e n d s  o r  p a t r o n a g e  d i v i d e n d s  had t h e  w i t h h o l d i n g  on 
t h e s e  i t e m s  n o t  been r e p e a l e d .  Also ,  no  make up o f  e s t i m a t e d  t a x e s  
underpaid  because  o f  r e p e a l  o f  w i t h h o l d i n g  i s  r e q u i r e d  p r i o r  t o  t h e  

' d u e  d a t e  o f  t h e  income t a x  r e t u r n .  

2 .  P r i o r  t o  t h e  changes  t o  backup w i t h h o l d i n g  made by t h i s  l a w ,  c e r t a i n  
payments made a f t e r  1983 were t o  b e  s u b j e c t  t o  backup w i t h h o l d i n g  i n  
bo th  s t a t e  and f e d e r a l  l aws .  C a l i f o r n i a  would have s u b j e c t e d  o n l y  
wages t o  backup w i t h h o l d i n g  a t  a r a t e  o f  5%,  w h i l e  t h e  f e d e r a l  law 
would have r e q u i r e d  w i t h h o l d i n g  a t  a r a t e  o f  15% i f :  

a .  The payee f a i l e d  t o  f u r n i s h  a t a x p a y e r  i d e n t i f i c a t i o n  number 
(TIN) t o  t h e  payor ,  o r  



b. The S e c r e t a r y  o f  t h e  T r e a s u r y  n o t i f i e d  t h e  p a y o r  t h a t  t h e  TIN 
f u r n i s h e d  by a  p a y e e  was i n c o r r e c t .  

Payments s u b j e c t  t o  t h e s e  r u l e s  f o r  f e d e r a l  p u r p o s e s  were  payments  
r e q u i r e d  t o  b e  shown on a n  i n f o r m a t i o n  r e t u r n  r e l a t i n g  t o  i n f o r m a t i o n  
a t  s o u r c e  ( f o r  example ,  compensa t ion  o r  r e n t s ) ,  payments  t o  non- 
employees,  payments o f  d i v i d e n d s  o r  i n t e r e s t ,  b r o k e r  t r a n s a c t i o n s ,  and  
c e r t a i n  f i s h i n g  b o a t  o p e r a t o r s .  

I f  t h e  payee f a i l e d  t o  f u r n i s h  a TIN ( o r  f u r n i s h e s  a  TIN w i t h  a n  
i n c o r r e c t  number o f  d i g i t s ,  a n  v o b v i o u s l y  i n c o r r e c t "  T IN) ,  backup 
w i t h h o l d i n g  would have  a p p l i e d  t o  any  payment made a f t e r  t h e  a c c o u n t  
was opened.  I f  a  payee  f u r n i s h e d  a  TIN t o  t h e  p a y o r ,  and t h e  
S e c r e t a r y  l a t e r  n o t i f i e d  t h e  payor  t h a t  t h e  number s u p p l i e d  was 
i n c o r r e c t ,  backup w i t h h o l d i n g  was mandatory  w i t h  r e s p e c t  t o  any  
payment made a f t e r  t h e  c l o s e  o f  t h e  1 5 t h  d a y  a f t e r  t h e  d a y  on which  
t h e  payor  was n o t i f i e d  t h a t  t h e  TIN was i n c o r r e c t  ( a l t h o u g h  t h e  p a y o r  
cou ld  have  s t a r t e d  w i t h h o l d i n g  a t  any  time a f t e r  n o t i c e ) .  I f  a  
t a x p a y e r  was s u b j e c t  t o  backup  w i t h h o l d i n g  and f u r n i s h e d  a  TIN ( o r  a  
new TIN) t o  t h e  p a y o r ,  t h e  p a y o r  had 15 d a y s  t o  c o r r e c t  i t s  r e c o r d s  
and c e a s e  w i t h h o l d i n g .  

I f  t h e  payee t w i c e  f u r n f s h e d  an  i n c o r r e c t  number t o  .a p a y o r ,  t h e  p a y o r  
was r e q u i r e d  t o  i g n o r e  a n y  f u r t h e r  TINS r e c e l v e d  f rom t h e  p a y e e  u n t i l  
t h e  day  on  which t h e  p a y o r  was n o t i f i e d  by t h e  S e c r e t a r y  t h a t  a  
c o r r e c t  TIN had been  s u p p l i e d .  A 15-day g r a c e  p e r i o d  would h a v e  
a p p l i e d  i n  which t h e  p a y o r  had  t o  c e a s e  w i t h h o l d i n g .  

I n  g e n e r a l ,  p a y o r s  were  a l l o w e d  15 d a y s  i n  which t o  implement  backup  
w i t h h o l d i n g  t r i g g e r e d  by a n o t i c e  f rom t h e  I n t e r n a l  Revenue S e r v i c e  
t h a t  t h e  payee  s u p p l i e d  a n  i n c o r r e c t  TIN ( u n l e s s  t h e  p a y o r  e l e c t e d  t o  
w i t h h o l d  e a r l i e r ) .  

The backup w i t h h o l d i n g  d i d  n o t  a p p l y  t o  amounts  s u b j e c t  t o  w i t h h o l d i n g  
unde r  o t h e r  p r o v i s i o n s  o f  t h e  f e d e r a l  l a w ,  i n c l u d i n g  manda to ry  
w i t h h o l d i n g  on  i n t e r e s t :  d i v i d e n d s ,  and p a t r o n a g e  d i v i d e n d s .  

T h i s  l aw  r e p e a l s  t h e  backup w i t h h o l d i n g  p r o v i s i o n s  i n  I R C  S e c t i o n  
3 4 0 2 ( s )  and e n a c t s  a  new backup w i t h h o l d i n g  S e c t i o n  3406 and s e t s  t h e  
r a t e  a t  20% o n  a l l  r e p o r t a b l e  payments i n c l u d i n g  r e n t s ,  s a l a r i e s ,  
wages, premiums, a n n u i t i e s ,  c o m p e n s a t i o n s ,  r e m u n e r a t i o n s ,  emoluments ,  
payments o f  r e m u n e r a t i o n  f o r  s e r v i c e s  o r  d i r e c t  s a l e s ,  b r o k e r  
payments,  f i s h i n g  b o a t  o p e r a t o r s ,  a s  w e l l  a s  payments  o f  i n t e r e s t ,  
d i v i d e n d s ,  and p a t r o n a g e  d i v i d e n d s .  Backup w i t h h o l d i n g  i s  r e q u i r e d  
w i t h  r e s p e c t  t o  r e p o r t a b l e  payments i f :  

a .  The payee  f a i l s  t o  f u r n i s h  a  TIN i n  t h e  r e q u i r e d  manner ,  

b. The S e c r e t a r y  n o t i f i e s  t h e  payor  t h a t  t h e  payee  f u r n i s h e d  a n  
i n c o r r e c t  TIN, 

c .  The S e c r e t a r y  n o t i f i e s  t h e  payor  t h a t  backup w i t h h o l d i n g  s h o u l d  
b e  commenced i n  t h e  c i r c u m s t a n c e  i n  which  t h e  p a y e e  f a i l e d  t o  
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I r e p o r t  p r o p e r l y  i n t e r e s t ,  d i v i d e n d s ,  o r  p a t r o n a g e  d i v i d e n d s ,  o r  
I 

d. .When requi . red  t o  do s o ,  t h e  payee f a i l s  t o  c e r t i f y ,  under  
p e n a l t i e s  f o r  p e r j u r y ,  t h a t  t h e  payee i s  n o t  s u b j e c t  t o  backup 
wi thholding.  

I tems ticn and "dV (above)  o n l y  a p p l y  t o  r e p o r t a b l e  i n t e r e s t  o r  ' . 

div idend  payments. 

F i s c a l  E f f e c t  - It i s  a n t i c i p a t e d  t h a t  C a l i f o r n i a  would 
exper ience  an unknown b u t  p robab ly  minor revenue g a i n  
from implementat ion o f  a  comparable  backup w i t h h o l d i n g  
system. 

To conform t o  t h e  1983 f e d e r a l  changes  ( I n t e r e s t  and Dividend Tax Compliance 
I Act /Carr ibbean Basin Economic Recovery Ac t )  C a l i f o r n i a  would: 

1 
I 

1.  Amend t h e  Unemployment I n s u r a n c e  Code t o  s u b s t i t u t e  I R C  S e c t i o n  3406 
f o r  t h e  c u r r e n t  r e f e r e n c e  t o  I R C  S e c t i o n  3 4 0 2 ( s ) .  T h i s  change would,  
f o r  r e p o r t a b l e  payments t o  employees,  c o n t i n u e  t h e  C a l i f o r n i a  backup 

I I w i thho ld ing  f o r  1984 and s u b s e q u e n t  y e a r s  a t  a  5% r a t e .  

2 .  Adopt a .  new s e c t i o n  i n  t h e  Revenue and Taxa t ion  Code t o  p r o v i d e  f o r  
backup wi thho ld ing  a d m i n i s t e r e d  by t h e  F r a n c h i s e  Tax Board w i t h  
r e s p e c t  t o  a l l  o t h e r  r e p o r t a b l e  payments,  a s  d e f i n e d  i n  I R C  S e c t i o n  
3406, a t  a  w i t h h o l d i n g  r a t e  a p p r o p r i a t e  f o r  C a l i f o r n i a  f o r  1984 and 
. subsequent  y e a r s .  

3.  Adopt a  p e n a l t y  f o r  f a i l u r e  t o  t r a n s m i t  i n f o r m a t i o n  by any  r e t a i l  
b r o k e r  who i . n t e n t i o n a l l y  f a i l s  t o  p r o v i d e  a  payor w i t h  a  TIN o r  backup 
withhol.ding s t a t u s  r e p o r t  when o b l i g a t e d  t o  do s o  a t  a n  a p p r o p r i a t e  
s t a t e  amount. The f e d e r a l  amount i s  $500 p e r  f a i l u r e .  , 

4. A d o p t c i v i 1 , a n d  c r i m i n a l  p e n a l t i e s  f o r  a  f a l s e  backup w i t h h o l d i n g  o r  
TIN c e r t i f i c a t e  t o  be  t h e  same a s  t h o s e  f o r  f a l s e  wage w i t h h o l d i n g  
c e r t i f i c a t e s .  

5 .  Make t h e  c i v i l  l i a b i l i t y  f o r  misuse  o f  t a x  r e t u r n  i n f o r m a t i o n  a p p l y  t o  
any payor who u s e s  i n f o r m a t i o n  t h a t  a  payee i s  s u b j e c t  t o  backup 
withholding f o r  any purpose  o t h e r  t h a n  t o  comply w i t h  t h e  backup 
wi thho ld ing  requ i rement .  Good f a i t h  b u t  e r r o n e o u s  i n t e r p r e t a t i o n  o f  
p e r m i s s i b l e  u s e s  does  n o t  r e s u l t  i n  l i a b i l i t y .  

Amend t h e  c u r r e n t  p e n a l t y  on a  payor  f o r  f a i l u r e  t o  r e p o r t  a  TIN t o  
r e p e a l  t h e  $10,000 l i m i t a t i o n  on t h e  $10 p e n a l t y  f o r  f a i l u r e  t o  s u p p l y  
TINS w i t h  r e s p e c t  t o  i n t e r e s t ,  d i v i d e n d s  o r  pa t ronage  d i v i d e n d s  and 
r e p l a c e  t h e  r e a s o n a b l e  c a u s e  d e f e n s e  w i t h  a  due d i l i g e n c e  d e f e n s e .  
The f e d e r a l  p e n a l t y  i s  f i v e  t i m e s  l a r g e r  t h a n  t h e  s t a t e ' s .  A lso ,  t h e  
f e d e r a l  p e n a l t y  i s  made t o  be  a  s e l f - a s s e s s e d  e x i s e  t a x  f o r  p u r p o s e s  
o f  p rocedures  and a d m i n i s t r a t i o n  due and payab le  on A p r i l  1  of t h e  



c a l e n d a r  y e a r  f o l l o w i n g  t h e  c a l e n d a r  y e a r  f o r  which t h e  r e t u r n  o r  
s t a t e m e n t  t o  which t h e  p e n a l t y  r e l a t e s  i s  made. S i n c e  t h e  p e n a l t y  i s  
t r e a t e d  a s  a n  e x i s e  t a x  o n l y  f o r  p u r p o s e s  o f  S u b t i t l e  F ,  P r o c e d u r e s  
and A d m i n i s t r a t i o n ,  t h e  payment o f  t h e  p e n a l t y  does  n o t  g i v e  r i se  t o  
any  d e d u c t i o n  f o r  income t a x  p u r p o s e s .  The normal d e f i c i e n c y  
p r o c e d u r e s  do n o t  a p p l y .  Al-so, a  b r o k e r ,  a c t i n g  w i l l f u l l y ,  who f a i l s  
t o  s e c u r e  non-wi thhold ing  c e r t i f i c a t e s  and t o  n o t i f y  t h e  p a y o r  t h a t  
t h e  payee  i s  s u b j e c t  t o  backup w i t h h o l d i n g  when r e q u i r e d  t o  d o  s o  i s  
s u b j e c t  t o  a  $500 p e n a l t y  p e r  f a i l u r e .  

Adopt a  p e n a l t y  f o r  f a i l u r e  t o  f i l e  i n f o r m a t i o n  r e t u r n s  o r  s t a t e m e n t s  
w i t h  r e s p e c t  t o  t h e  payment t o  a n o t h e r  p e r s o n  o f  i n t e r e s t ,  d i v i d e n d s  
o r  p a t r o n a g e  d i v i d e n d s  who f a i l s  t o  d o  s o  on t h e  d a t e  p r e s c r i b e d  o f  
$10 p e r  f a i l u r e  (20% o f  t h e  f e d e r a l  $50 p e n a l t y )  w i t h  n o  maximum. If 
t h e r e  i s  i n t e n t i o n a l  d i s r e g a r d  o f  t h e  f i l i n g  r e q u i r e m e n t s ,  t h e  p e n a l t y  
i s  2% ( f e d e r a l  i s  l o $ )  o f  t h e  a g g r e g a t e  amount o f  items r e q u i r e d  t o  b e  
r e p o r t e d .  If t h e r e  i s  s u b s t a n t i a l  noncompl iance  t h e  p e n a l t y  i s  
i n c r e a s e d  t o  $40 p e r  f a i l u r e  ($200 on  f e d e r a l  law). T h i s  p e n a l t y  is 
made s e l f - a s s e s s e d  f o r  f e d e r a l  p u r p o s e s  i n  t h e  same manner a s  was 
p rov ided  f o r  TIN p e n a l t i e s  i n  Item 6. 

Adopt a  m a g n e t i c  media r e p o r t i n g  r e q u i r e m e n t  f o r  any  p e r s o n  
' ( i n d i v i d u a l ,  e s t a t e  o r  t r u s t )  r e q u i r e d  t o  f i l e  m o r e . t h a n  5 0  r e t u r n s  i n  
t h e  a g g r e g a t e  w i t h  r e s p e c t  t o  payments  o f  i n t e r e s t ,  d i v i d e n d s  o r  
p a t r o n a g e  d i v i d e n d s  f o r  any  c a l e n d a r  y e a r .  The F r a n c h i s e ' T a x  Board 
may r e l i e v e  a  payor  o f  t h e  m a g n e t l c  media r e q u i r e m e n t '  upon a  showing 
o f  undue h a r d s h i p .  

9.  Adopt a  p r o v i s i o n  t o  r e q u i r e  p a y o r s  t o  p r o v i d e  p a y e e s  w i t h  i n f o r m a t i o n  
s t a t e m e n t s  w i t h  r e s p e c t  t o  i n t e r e s t ,  d i v i d e n d  o r  p a t r o n a g e  d i v i d e n d  
payments i n  t h e  form r e q u i r e d  by T r e a s u r y  r e g u l a t , i o n s .  These  
s t a t e m e n t s  must  b e  i n  a  s e p a r a t e  m a i l i n g  which c o n t a i n s  no  a d d i t i o n a l  
i n f o r m a t i o n  o t h e r  t h a n  i n f o r m a t i o n  r e l a t i n g  t o  t h e  c o r r e c t i o n  o f  TINS. 

10. Adopt a  p r o v i s i o n  which makes a  f a i l u r e  t o  r e p o r t  i n t e r e s t ,  d i v i d e n d  
o r  p a t r o n a g e  d i v i d e n d  income t h a t  i s  s u b j e c t  t o  i n f o r m a t i o n  r e p o r t i n g ,  
deemed t o  have  r e s u l t e d  f rom n e g l i g e n c e  i n  t h e  a b s e n c e  o f  c l e a r  and  
c o n v i n c i n g  e v i d e n c e  t o  t h e  c o n t r a r y .  

A p p r o p r i a t i o n s  t o  fund t h e  F r a n c h i s e  Tax Board above  t h e  c u r r e n t  
l e v e l s  f o r  1983-84 and s u b s e q u e n t  f i s c a l  y e a r s  t o  a c h i e v e  t h e  g r e a t e r  
t a x  compl i ance  w i t h  r e s p e c t  t o  backup w i t h h o l d i n g  o f  n o t  o n l y  payments  
s u b j e c t  t o  i n f o r m a t i o n  r e p o r t i n g  b u t  a l s o  t h e  payments o f  i n t e r e s t ,  
d i v i d e n d s  and p a t r o n a g e  d i v i d e n d s .  The s e n s e  o f  Congres s  i n  t h i s  
s t a t u t e  was t h a t  f o r  f i s c a l  y e a r s  1984 t h r u  1988 $600 m i l l i o n  b e  
a p p r o p r i a t e d  f o r  t h i s  e f f o r t  by t h e  I n t e r n a l  Revenue S e r v i c e  w i t h  a  
minimum o f  $315 m i l l i o n  t o  b e  a p p r o p r i a t e d .  The f u n d i n g  i s  t o  b e  u s e d  
p r i m a r i l y  t o  h i r e  e s s e n t i a l  i n -house ,  IRS s t a f f  p e r s o n n e l  t o  c o m p l e t e  
ma tch ing ,  a n a l y z e  r e t u r n s ,  c o n t a c t  t a x p a y e r s ,  and r e s p o n d  t o  t a x p a y e r  
i n q u i r i e s  w i t h  r e g a r d  t o  u n d e r r e p o r t e d  i n t e r e s t  and d i v i d e n d s  o f  
f i l e r s  and  n o n f i l e r s .  Some a d d i t i o n a l  p e r s o n n e l  would b e  needed t o  
a s s i s t  i n  i d e n t i f y i n g  n o n f i l e r s .  


