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BILL SUMMARY

This bill would provide a sales tax exemption for the sale of disaster preparedness
products, as specified, during a seven-day period in October of each year until January
1, 2012.

Summary of Amendments

Since the previous analysis, this bill was amended to: (1) reduce the exemption period
from a nine-day to a seven-day period in October; (2) change the type of products that
would qualify for the exemption; and (3) provide that the exemption would be a full
exemption (state and locally imposed taxes), rather than a partial exemption (state
taxes).

ANALYSIS
CURRENT LAW

Under existing law, a sales tax is imposed on retailers for the privilege of selling tangible
personal property at retail in this state. The use tax is imposed upon the storage, use,
or other consumption of tangible personal property purchased in this state. Either the
sales tax or the use tax applies with respect to all sales or purchases of tangible
personal property, unless specifically exempted or excluded.

Under current law, sales of disaster preparedness products such as batteries, first aid
kits, gas or diesel fuel containers, ground anchor systems, food storage coolers,
portable generators, flashlights, radios, battery-operated emergency beacons, and tie-
down kits, are generally subject to the sales or use tax to the same extent as any other
sale of tangible personal property not otherwise exempted or excluded by statute.

Under the Revenue and Taxation Code, the rate of tax currently applicable to retail
sales of such disaster preparedness products is made up of various components:

e 5 percent state tax allocated to the state’s General Fund (Sections 6051, 6201,
6051.3, and 6201.3).

e 0.25 percent state tax allocated to the Fiscal Recovery Fund which is dedicated to
the repayment of Economic Recovery Bonds (Sections 6051.5 and 6201.5).

e 0.50 percent state tax allocated to the Local Revenue Fund which is dedicated to
local government for program realignment (Sections 6051.2 and 6201.2)
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e 0.50 percent state tax allocated to the Local Public Safety Fund which is dedicated
to local governments to fund public safety services (Section 35 of Article XIII of the
California Constitution).

e 1 percent under the Bradley-Burns Uniform Local Sales and Use Tax Law which is
allocated to cities and counties (Part 1.5, commencing with Section 7200). Of the 1
percent, 0.25 percent is for county transportation funds and 0.75 percent is for city
and county general operations.

e Various tax rates, under the Transactions and Use Tax Law, are allocated to special
taxing jurisdictions in various counties and cities within the state (Part 1.6,
commencing with Section 7252).

PROPOSED LAW

This bill would add Section 6399 to the Sales and Use Tax Law to provide a sales tax
exemption for the sale of “qualified disaster preparedness products,” beginning at 12:01
a.m. on the first Saturday in October, and ending at 12:00 midnight on the following
Friday in October (the bill would be operative from January 1, 2009 until January 1,
2012). This bill would provide that “qualified disaster preparedness products” include
the following:

e Preassembled first aid kits, for a retail price not to exceed $30.

e Water purification systems, for a retail price not to exceed $40.

e Battery-operated emergency beacons, for a retail price not to exceed $50.
e Emergency flares, for a retail price not to exceed $20.

e Portable self-powered light sources, for a retail price not to exceed $30.

e Self-powered radios, including two-way radios and weather-band radios, for a retalil
price not to exceed $60.

The proposed exemption would apply to layaway agreements entered into during the
specified period for which the purchaser has made a deposit of at least 10 percent of
the sales price.

The proposed exemption would also apply to orders placed during the specified period
and paid for in full regardless of the fact that delivery of the article is made subsequent
to the specified period.

The provisions of this bill would become operative on January 1, 2009, and would
remain in effect until January 1, 2012, and as of that date are repealed, unless a later
enacted statute deletes or extends that date.

BACKGROUND

This proposed law is modeled after a similar law in Florida, which went into effect in
June 2005. Sales of similar disaster preparedness products are exempt from tax during
Florida’s 12 day Hurricane Preparedness Sales Tax Holiday period starting on the first
of June, to coincide with the start of the hurricane season. It was enacted to encourage
residents to prepare for the hurricane season. This sales tax holiday is separate from
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Florida’s other sales tax holiday for footwear, clothing, certain accessories, and books,
which occurred during the last nine days of July in 1998, 1999, 2000, 2001, 2004, 2005,
and 2006.

There are sixteen states that had sales tax holidays in 2007 for the purchase of clothing,
school supplies, and/or computers: Connecticut, District of Columbia, Florida, Georgia,
lowa, Louisiana, Maryland, Massachusetts, Missouri, New Mexico, New York, North
Carolina, South Carolina, Tennessee, Texas, and Virginia.

New Jersey, Pennsylvania and Rhode Island offer a limited year-round sales tax
exemption on clothing.

California has had several “sales tax holiday” bills introduced over the years that would
have provided a sales tax exemption for certain types of merchandise. Two sales tax
holiday bills were introduced during the 2005-06 Legislative Session. AB 2089 (Tran)
was identical to this bill. AB 2089 was held under submission in the Assembly Revenue
and Taxation Committee. AB 548 (Garcia) would have provided a sales tax exemption
for the sale of any article of clothing, clothing accessories, footwear, and school
supplies, during a one-week period in August 2006. AB 548 was also held under
submission in the Assembly Revenue and Taxation Committee.

COMMENTS:

1. Sponsor and Purpose. This bill is sponsored by the author to create an exemption
for the specified disaster preparedness products during a specific period of the year,
until January 1, 2012, and help California residents prepare for natural disasters.

2. The January 8, 2008 amendments: (1) provide that the exemption would be a full
exemption (7.25%), rather than a partial exemption (6.25%); and (2) increase the
allowable threshold amount of portable self-powered light sources from a retail price
of $20 to $30. The January 7, 2008 amendments: (1) reduce the exemption period
from a nine-day to a seven-day period in October; and (2) change the type of
products that would qualify for the exemption.

3. Exemption applies to layaway sales and other orders placed during the
specified period. Due to the exemption only applying during a specific time period,
the bill contains language to address certain transactions that may qualify for the
exemption but are not completed during the specified period. The bill provides that
layaway agreements entered into during the specified period, for which the
purchaser has made a deposit of at least 10 percent of the sale price, would qualify
for the exemption. The bill also provides that orders placed during the specified
period and paid for in full, but delivered subsequent to the specified period, would
also qualify for the tax exemption.

4. The exemption may not apply to some merchandise exchanges and rain
checks. Under current law, when merchandise is returned for other merchandise,
the law considers the transaction as two separate transactions: a recision of the
original sale and a separate sale of the replacement merchandise. As an example, if
a customer purchases a 5 horsepower (HP) portable generator and exchanges the
generator for a 10 HP generator, the transaction is regarded under the law as a
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separate sale of the 10 HP generator and a recision of the original sale of the 5 HP
generator. The retailer is allowed to deduct from his or her taxable sales amount for
purposes of reporting the correct amount of sales tax to the Board, the sales price of
the 5 HP generator, and is also required to include in his or her taxable sales
amount, the sales price of the 10 HP generator. Using this example under the
proposed holiday period, if the 5 HP generator is purchased during the sales tax
holiday period, and is exchanged for the 10 HP generator after the holiday period,
the proposed exemption would not apply to the exchange of the 10 HP generator
since that transaction is recognized under the law as having occurred after the
specified period. This may result in reporting errors by retailers and added
confusion and inquiries by customers.

Another source of confusion could result from the use of rain checks. Current law
also provides that a rain check issued by a retailer does not constitute a sale of
tangible personal property. Therefore, if a retailer is out of stock of a particular item
and issues a rain check to the customer during the specified period, and the
customer subsequently uses the rain check to purchase the out of stock item after
that seven-day period, then the exemption would not apply.

5. The exemption could increase retailer’s costs. Creating an exemption that only
lasts for seven days would place an additional burden on retailers to have their cash
registers programmed to tax sales on certain dates and not tax sales on other dates.
This may require retailers to incur costly and frequent reprogramming of their
registers to accommodate the change. Retailers would presumably be
compensated for this by increased sales activity during the specified period.

Based on information in a 1990 report that the Board prepared to determine the
impact on retailer's costs with respect to implementing a tax increase in 1989, on
average, retailers with quarterly prepay accounts spent $94.35 to reprogram their
cash registers and computers. Retailers with monthly and quarterly accounts paid
$19.47. Adjusting these figures for an increase in the California Consumer Price
Index and the increase in the number of accounts since the 1990 study, it is
estimated that retailers incur approximately $9.3 million in comparable
reprogramming costs to implement a rate change.

6. Exemption applies to sales tax only. The proposed law would exempt sales of
disaster preparedness products from the computation of the sales tax, but not the
use tax. Therefore, California consumers ordering these items from out-of-state,
Internet and mail order retailers, for example, would continue to remain liable for the
use tax during the specified period.

7. The delayed operative date of January 1, 2009 should allow the Board, retailers,
and consumers sufficient time to prepare for and be aware of the sales tax holiday
for disaster preparedness products. The sales tax exemption for the qualified
products is to occur over a seven-day period beginning at 12:01 a.m. on the first
Saturday in October and end at midnight on the Friday in October. As currently
written, the exemption periods would be October 3 through October 9, 2009,
October 2 through October 8, 2010, and October 1 through October 7, 2011.
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COST ESTIMATE

Administrative costs would be incurred in preparing and mailing a special notice to
affected retailers, creating and distributing new sales tax charts to affected retailers, and
answering potentially numerous inquiries. A detailed cost estimate is pending.

REVENUE ESTIMATE
BACKGROUND, METHODOLOGY, AND ASSUMPTIONS

This bill would exempt from the sales tax, the gross receipts from the sale of qualified
disaster preparedness products sold to a purchaser for a specified period. The
exemption shall apply to sales that occur during the seven-day period beginning at
12:01 a.m. on the first Saturday in October and ending at 12:00 midnight on the
following Friday in October, until January 1, 2012. Qualified disaster preparedness
products are defined as follows:

Maximum

Product Value
Water purification systems $40
Preassembled first aid kits $30
Battery-operated emergency beacons $50
Emergency flares $20
Portable self-powered light sources $30
Self-powered radios, including two-way radios and
weather-band radios $60
Total disaster preparedness product package value $230

This proposed exemption is patterned after a 12-day June 2005 Florida sales tax
holiday for disaster preparedness products. However, the California product package
value is only 17% ($230 / $1,325) of the total disaster preparedness product package
value of the Florida sales tax holiday. As such, we will have to make an adjustment for
the 83% difference in the value of California’s disaster preparedness product package
as compared to Florida’s disaster preparedness product package.

Floridians saved over $10 million on disaster preparedness products. At a sales tax
rate of 6%, the taxable measure for disaster preparedness products purchased
amounted to $167 million ($10 million divided by .06). Floridians have suffered through
8 major hurricanes over the past two years, and a number of tropical storms. Governor
Bush recommended to the Florida Legislature an annual sales tax holiday to coincide
with Hurricane Preparedness Week each May. Floridians have become accustomed to
disaster preparedness; Governor Bush cited a 2005 survey that reported 70% of
residents living within 5-miles of the coast had a disaster preparedness plan.
Conversely, a recent poll conducted by the Insurance Information Network of California
and Fireman’s Fund Insurance Company, found that only 22% of Californians consider
themselves prepared or very prepared for a disaster, a difference of 48%. This
difference reflects a general lack of motivation by Californians to prepare for a potential
catastrophic disaster such as an earthquake, because while we experience floods and
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fires on a relatively regular basis, major devastation by earthquakes are far and few
between. Floridians face a potential catastrophic disaster each year during hurricane
season. Therefore, while we will use Florida as a basis for this estimate, we must
factor in a value for the difference in preparedness attitude. We will also factor in
California’s population which is 212% of Florida’s population. Further, we will factor in
California’s proposed tax holiday period of seven-days. Finally, as noted previously,
we will also factor in the smaller value of California’s disaster-preparedness product
mix, as compared to Florida’s mix. Using the information above, we estimate the
following revenue impact:

Florida taxable sales $ 167 million
California population adjustment 212%
Estimated California taxable sales $ 354 million
California product package adjustment (83%) - $294 million
Adjusted California taxable sales $ 60 million
California preparedness factor adjustment

(48%) - $ 29 million
Adjusted California taxable sales $ 31 million
California tax holiday period adjustment (5/12) -$ 13 million
Total estimated California taxable sales $ 18 million
Estimated revenue loss (7.94%) $1.429 million

REVENUE SUMMARY
This bill would result in an estimated annual revenue loss of $1.429 million.

Revenue Loss

State (5.00%) $ 900,000
Fiscal Recovery Fund (.25%) 45,000
Local Revenue Fund (.50%) 90,000
Local Public Safety Fund (.50%) 90,000
Bradley-Burns (1.00%) 180,000
Special Districts (0.69%) 124,000
Total (7.94%) $ 1,429,000
Analysis prepared by: Debra Waltz (916) 324-1890  01/03/08
Revenue estimate by:  Bill Benson, Jr. (916) 445-0840
Contact: Margaret S. Shedd (916) 322-2376
Is 1120-2dw.doc
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