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SUBJECT: Child Adoption Credit

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

FURTHER AMENDMENTS NECESSARY .

X DEPARTMENT POSITION CHANGED TO PENDING.

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASAMENDED May 6, 1997, STILL APPLIES.
OTHER - See comments bel ow.

SUWARY OF BILL

Under the Personal Incone Tax Law (PITL), this bill would allow a credit equal to
the qualified costs paid or incurred by the taxpayer for the adoption by the

t axpayer of any qualified mnor child in foster care, who is adopted by neans of
an agency adoption or an independent adoption during the taxable year. The
credit anmount may not exceed $1,000 per eligible qualified mnor child.

SUWMVARY OF ANMENDMENT

The January 28, 1998, anendnent would limt the credit to children in foster care
and woul d make the operative date of the bill January 1, 1999.

EFFECTI VE DATE

As a tax levy, this bill would take effect inmediately upon enactnent and woul d
apply to taxabl e years begi nning on or after January 1, 1999.

SPECI FI C FI NDI NGS5

Wth the exception of the anendnents, and new state | aw noted bel ow, the specific
findings of the departnment’s analysis of the bill as amended March 12, 1997,

still apply.
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Current state law enacted in 1997 (SB 455, Ch. 611, Stats. 1997), conforns
California law to federal law in allow ng the exclusion of a maxi mum $5, 000
($6,000 for certain special needs adoptions) fromthe gross incone of an enpl oyee
for qualified adoption expenses paid by the enpl oyer

Pol i cy Consi derati ons

The first policy concern, noted in the departnent’s analysis of the bill as
anmended March 12, 1997, still applies. The second policy concern is newy
noted in this anal ysis.

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

If this bill is enacted, the state would have three adoption tax incentives
avai l abl e to taxpayers, which would increase conplexity and nay create
confusion as to which incentive taxpayers may be able to claim On the

ot her hand, the effectiveness of the incentives to adopt children may be

i ncreased by the varied tax benefits avail abl e.

| npl erent ati on Consi derati on

This bill could be inplemented during the departnent’s annual updates.

In recent credits, the Legislature has limted the nunber of years unused
credit may be carried forward. Most credits are exhausted in eight years.

FI SCAL | MPACT

Tax Revenue Esti mate

This bill is estimated to inpact PIT revenue as shown in the foll ow ng
t abl e.

Fi scal Year Cash Fl ow
Taxabl e Years Begi nning After Decenber 31, 1998
Enact nent Assuned After June 30, 1998
$ MIlions
1998-9 1999-0 2000-01 2001-02
(m nor*) ($1) ($1) ($1)
* Loss | ess than $250, 000

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

Tax Revenue Di scussion

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 estimate was developed in the follow ng steps. First, the total nunber
of adoptions by California residents was based on information received from
Department of Social Services. During fiscal year 1994-5, approxi mtely
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6,088 children were adopted in California, of whom 3,093 were public agency
adoptions. Second, the total nunmber of adoptions was increased 5% per year
to allow for growh and an incentive effect fromboth federal and state tax
benefits. Third, the total nunmber of adoptions was nultiplied by $1, 000.
Thus, the total credit avail able would be approximately $4 mllion for
fiscal year 1999-0 as projected (3,948 x $1,000). Fourth, it was assumed
that, on average, taxpayers would be able to use 90% of the credit anount
per year. Fifth, the credit amount applied under current |aw for public
agency adoptions was calculated to be $3 million for fiscal year 1999-0.
These steps resulted in a 1999-0 fiscal year estimate of an additional $1
mllion tax | oss.

The 90% assuned usage rate is based on the fact that those who adopt
children generally have higher tax liabilities. 1t also was assuned that
unappl i ed carryover credits would be exhausted in the subsequent year

Si nce taxpayers who qualify for the current |aw adoption credit of 50% of
costs incurred, not to exceed $2,500, would have the option of either
claimng the proposed credit or the current state credit, it is assumed,
based on actual state data, that taxpayers would claimthis credit because
current data shows an average credit amount of $700, based on average cost
of $1,400. This credit would allow taxpayers an additional $300 credit on
aver age.

POSI Tl ON

Pendi ng.



