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SUBJECT: Adoption Credit

SUMVARY

Under the Personal Inconme Tax Law (PITL), this bill would allow a $1,000 credit
for each mnor child adopted by the taxpayer during the taxable year.

EFFECTI VE DATE

As a tax levy, this bill would take effect imrediately upon enactnent and woul d
apply to taxable or inconme years beginning on or after January 1, 1997

SPECI FI C FI NDI NGS

Federal |aw provides that taxpayers may claima nonrefundable credit for
expenses incurred in adopting a child, up to a maxi mum of $5, 000 per adoption
(%6, 000 for a special needs adoption). In addition, taxpayers may exclude from
gross inconme enployer contributions toward adopti on expenses, up to a maxi mum of
$5, 000 per adoption ($6,000 for a special needs adoption). The credit and
exclusion are phased out for taxpayers with adjusted gross incone between

$75, 000 and $115,000. The credit and exclusions are effective for expenses
incurred in taxabl e years beginning on or after January 1, 1997. The $5, 000
credit and the exclusions will not be avail able for expenses incurred after
Decenber 31, 2001. However, the $6, 000 special needs adoption credit is
permanent. Any credit unused in the year earned may be carried forward for five
years.

Current state |lawprovides a credit equal to 50% (not to exceed $2,500) of the
costs paid or incurred by the taxpayer to adopt a minor child who is a citizen
or legal resident of the United States and was in custody of a public agency of
California or political subdivision of California. The costs eligible for
credit include fees for required services of either the Departnment of Soci al
Services or a |icensed adoption agency, travel and expenses for the adoptive
famly that are directly related to the adoption process. |In addition, nmedica
fees that are not reinbursed by insurance and are directly related to the
adoption are qualified expenses. This credit may be clained for the taxable
year in which the decree or order of adoption is entered.
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Any deduction for expenses on which the adoption credit is based is reduced by
t he ampbunt of the credit all owed.

Under the PITL, this bill would allow a $1,000 credit for each mnor child
adopt ed by the taxpayer during the taxable year. Only one credit would be

all owed for each mnor child adopted. Any unused credit would be allowed to be
carried forward in succeedi ng years, until exhausted.

Since this bill does not specify otherwise, this credit would not be allowed to
reduce regular tax below tentative mninmumtax for purposes of calculating
alternative m nimumtax.

Pol i cy Consi derations

Departnent staff has identified the follow ng policy concerns. The
proposed anmendnent, requested by the author’s office, would resolve all but
the final policy consideration discussed bel ow

State | aw al ready provides an adoption credit of up to $2,500 and al so
al l ows for deductions based on the nedical costs incurred in an adoption
This bill would allow a taxpayer to claimthe existing state credit, any
al | owabl e deductions and this credit, possibly resulting in a total tax
benefit |larger than the taxpayer’s adoption expenses.

Credits generally are based on the cost of a particular item As witten
the credit amount woul d be $1,000 even if the taxpayers have no actual
out - of - pocket expenses.

While the author’s office has indicated that this bill is intended to
provide an incentive for taxpayers to adopt children fromwthin
California, it does not require that adoption be fromthis state or even

the United States to qualify for this credit.

The author’s office indicated that this credit is intended to provide an

i ncentive for taxpayers to adopt and to | essen the cost of adoption. This
credit would allow taxpayers who adopt in 1997 prior to the passage of the
credit to claimthe credit, providing a benefit to those taxpayers wthout
an incentive effect.

California |law currently provides a credit for adoption expenses. This
credit would be allowed wi thout nodification to the existing credit,
possi bly causi ng confusi on anong taxpayers since they could take this
credit or both of the credits, depending upon their circunstances.

Most credits are enacted with a sunset date so the Legislature may review
its effectiveness. This credit does not contain a sunset date.

This credit does not |limt the nunber of years which the credit may be
carried over.

| npl ement ati on Consi derati ons

| mpl ementation of this bill could be handl ed during the departnment’s annua
updat es.
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FI SCAL | MPACT

Departnental Costs

This bill would not significantly inmpact the departnment’s costs.

Tax Revenue Estinate

This proposal is estimted to inpact PIT revenue as shown in the follow ng
tabl e.

Fi scal Year Cash Fl ow
Taxabl e Years Begi nning After Decenber 31, 1996
Enact ment Assumed After June 30, 1997
$ MIlions
1997-8 1998-9 1999-0 2000-01

($7) ($7) ($8) ($8)

Some credits in any given period would be limted due to tentative m ni num
tax interaction, but probably not significantly. Additionally, this

anal ysi s does not consider the possible changes in enploynent, personal

i ncome, or gross state product that could result fromthis neasure.

Tax Revenue Di scussion

The revenue inpact for this bill would be determ ned by the nunber of
adopti ons made during any given taxable year and the average amount of
credit applied.

This estimte was developed in the following steps. First, the tota
nunber of adoptions by California residents was based on infornmation
received from Departnent of Social Services. During fiscal year 1994-5,
there were approxi mately 6,088 adoptions in California. There were
approxi mately 1,850 independent adoptions, 3,592 agency adoptions and 646
intercountry adoptions. Second, the total nunber of adoptions was

i ncreased 5% per year to allow for growth and an incentive effect fromboth
federal and state tax credits. Third, the total nunber of adoptions was
mul tiplied by $1,000. Thus, the total credit avail able would be
approximately $7 mllion for fiscal year 1997-8 (7,048 x 1,000 =
7,048,000). Fourth, it was assuned that taxpayers who adopt children
generally have higher tax liabilities and would be able to use 90% of the
credit anount per year. It also was assuned that the unapplied carryover
credits woul d be exhausted in the subsequent year

POSI TI ON
Neut r al

Departnent staff’s position is determ ned by adm nistrative consi derations and
does not take into account revenue inpact on the state.
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PROPOSED AMENDMENTS TO AB 119
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AMENDMENT 1

On page 1, strike lines 3 through 6 and on page 2, strike lines 1 through
11 and insert:

17053. 18 (a) For each taxable year beginning on or after January 1, 1998, and
before January 1, 2005, there shall be allowed as a credit against the "net
tax,” as defined in Section 17039, an anount equal to the qualified costs paid
or incurred by a taxpayer for the adoption of any qualified mnor child who is
adopt ed by neans of an agency adoption or an independent adoption during the
taxabl e year. The credit shall not exceed $1, 000 per mnor child.

(b) “Qualified costs” shall include the foll ow ng:
(1) Fees for required services of a licensed adopti on agency;

(2) Travel and rel ated expenses for the adoptive famly that are directly
rel ated
to the adoption process;

(3) Medical fees and expenses that are not reinbursed by insurance and are
directly related to the adopti on process; and

(4) Attorney and court fees and expenses directly related to the adoption
process.

(c) For purposes of this bill,

(1) “Qualified mnor child” nmeans an unmarred child under 18 years of age on the
date of adoption who:

(A) was not, for purposes of the credit under Section 17052.25, in the custody
of

a public agency of this state or a political subdivision of this state;

(B) is a citizen or legal resident of the United States and has either been
present within the state of California for a period of one year or greater
(excl udi ng absences not to exceed 30 days), or, if under one year of age on
t he date of adoption, was born in California; and

(C) was not a natural or adopted child of the spouse of the taxpayer prior to
t he

adoption by the taxpayer.



(2) “Agency adoption” neans an agency adoption as defined in Section 8506 of
the Fam |y Code.

(3) “Independent adoption” neans an independent adoption as defined in Section
8524 of the Fam |y Code.

(d) The credit authorized by this section shall be clained only for the taxable
year in which the decree or order of adoption is entered pursuant to Section
8612 of the Fam |y Code. However, the allowable credit clainmed my include
any qualified costs of that adoption paid or incurred in any prior taxable
year.

(e) In the case where the credit allowed by this section exceeds the "net tax,"
the excess may be carried over to reduce the "net tax" in the follow ng year,
and succeedi ng years if necessary, until the credit is exhausted.

(f) Any deduction or credit otherw se allowed or allowable under this part for
any anount paid or incurred by the taxpayer upon which the credit is based
shall be reduced by the amount of the credit allowed under this section.

(g) This section shall remain in effect only until Decenber 1, 2005, and as of
that date is repeal ed.



