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SUBJECT: Child Adoption Credit Conformty

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
introduced/amended

X FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASAMENDED January 28, 1998, STILL APPLIES.
OTHER - See comments bel ow.

SUMWARY OF BILL

Under the Personal Inconme Tax Law (PITL), this bill would repeal the existing
state adoption credit and, by conformng with nodifications to the federal
adoption credit, allow a state credit equal to 50% of the costs above $5, 000
($6,000 in the case of a special needs adoption) but bel ow $10, 000 paid or
incurred by the taxpayer for an adoption that qualifies for the federal credit.

EFFECTI VE DATE

As a tax levy, this bill would be effective upon enactnent but woul dspecifically
apply to taxabl e years begi nning on or after January 1, 1998.

SUMVARY OF ANMENDMENT

The March 9, 1998, anmendments woul d change the operative date to January 1, 1998,
repeal the existing state adoption credit, renove the prior |anguage (adding a
di fferent state adoption credit equal to 100% of qualified costs under $1,000),
and add the provision described above.
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SPECI FI C FI NDI NGS

The di scussion of federal and state law in the analysis of the bill as introduced
January 14, 1997, still applies.

Under the PITL, this bill woul d:

repeal the existing state adoption credit; and

by conforming with nodifications to the federal adoption credit, allow a state
credit equal to 50% of the costs above $5,000 ($6,000 in the case of a special
needs adoption) but bel ow $10, 000 paid or incurred by the taxpayer for
adoptions that qualify for the federal credit.

Pol i cy Consi derati ons

By generally conformng state law to federal law in the determ nation of
whi ch expenses would qualify for an adoption credit, this bill would
sinplify the preparation of the state tax return for affected taxpayers.
However, since this bill’s provisions allow a credit for non-special needs
adoptions after Decenber 31, 2001, when the federal provision for non-
speci al needs adoptions expires, this bill would create a federal/state
difference after that date and may create confusion as to which taxpayers
qualify for the credit.

| npl ement ati on Consi derati ons

I npl ementing this bill would require some changes to existing tax fornms and
instructions and information systens, which would not significantly inpact
the departnent’s prograns and operations.

Techni cal Consi derati ons

The author’s office has indicated that this bill is intended to provide for
the carryover of any unused credit to subsequent years. However, since
state | aw does not conformto Internal Revenue Code (I RC) Section 26 (which
provi des the federal rules for determ ning whether there is a carryover
amount), references in the carryover provision in | RC Section 23(c) that are
incorporated in this bill by reference arguably would not all ow taxpayers to
carryover any credits that could not be used in the year originally allowed.
Amendnent 1 woul d specifically provide for a limted carryover period for
the credit in a manner simlar to the carryover period provided in federa

I aw.

FI SCAL | MPACT

Departnmental Costs

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

Tax Revenue Esti mate

This proposal is estimated to inpact PIT revenue as shown in the foll ow ng
t abl e.
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ly Bill 119 (Runner)

d March 9, 1998
Fi scal Year Cash Fl ow
Taxabl e Years Begi nning After Decenber 31, 1997
Enact nent Assuned After June 30, 1998
$ MIlions

1998-9 1999-0 2000- 01

Adoption Credit ($2) ($4) ($4)
Excl usi on (m nor*) (m nor*) (m nor*)

Tot al ($2) ($4) ($4)

* Loss | ess than $500, 000

Thi s anal ysis does not consi der the possible changes in enploynment, personal
i ncome, or gross state product that could result fromthis measure.

Tax Revenue Di scussi on

The revenue inpact for this bill would be determ ned by the nunber of
qual i fi ed adopti ons nmade during any given taxabl e year, average qualifying
costs, and the tax liabilities of clainants.

This anendnent differs fromthe anmended version dated January 28, 1998, by
repeal ing the existing adoption credit and conformng to the federal credit
wi th nodifications.

This estimate was developed in the follow ng steps. First, the total nunber
of adoptions by California residents was based on information received from
the Departnent of Social Services. During fiscal year 1994-5, approxi mately
6, 088 adoptions took place in California, of which 3,093 were public agency,
499 private, 1,850 independent, and 646 intercountry. Second, the tota
nunber of adoptions was increased 5% per year to allow for growth and an

i ncentive effect fromboth federal and state tax incentives. Third, it was
assuned that for this credit, independent, private, andintercountry
adoptions would qualify. The typical cost for these adoptions is $15,000 to
$18, 000 per child. The maxi mumcredit would be $2,500 per child adopted.

It was assuned that the average credit for taxpayers with AGs less than
$75, 000 woul d be $2,500, and for taxpayers with Ads between $75, 000 and
$115,000 it would be $1,250 due to the AG phase out. The average out-of -
pocket cost for public agency adoptions is only $500. Therefore, it is
assuned these taxpayers would not incur sufficient costs to be allowed a
credit under this bill. Fourth, based on AG distributions for the general
popul ation of filers, it was assunmed that approxi mately 80% of the above,
non- publ i ¢ adoptions would qualify for this credit (2,800 adoptions for
1998-9). O these, 80% are assuned to have AG |ess than $75, 000. It was
assuned on average that taxpayers with AGds under $75,000 would be able to
use 50% of the credit and taxpayers with AG s between $75, 000 and $115, 000,
95% of the credit anmount per year. It also was assuned that unapplied
carryover credits would be exhausted in the subsequent year. Finally,
revenue estimtes were adjusted to account for the repeal of current |aw

credits of $2 mllion annually based on updated Departnental statistics.

POSI Tl ON

Pendi ng.
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FRANCHI SE TAX BOARD S
PROPOSED AMENDMENTS TO AB 119
As Anended March 9, 1998

AVENDMENT 1
On page 3, between lines 36 and 37, insert:

(c) Section 23(c) of the Internal Revenue Code shall not apply and, in lieu
thereof, 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
taxabl e year and the succeeding four taxable years, if necessary, until the

credit is exhausted.



