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SUBJECT: Enpl oyer Provided Preventative Health Care Credit

SUMVARY

Under the Personal |Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would create a tax credit equal to 25% of the amount paid or
incurred by a taxpayer for preventive health care provided to enpl oyees who are
qualified farmwrkers.

EFFECTI VE DATE

This bill would apply to taxable or incone years beginning on or after
January 1, 1998, and before January 1, 2001.

LEG SLATI VE H STORY

AB 148 (1997), AB 2033, AB 3267 (1995/96)

SPECI FI C FI NDI NGS

Under federal law to which California conforns, an enployer’s contribution to an
enpl oyee health plan is not includable in the enpl oyee’s gross incone. Enployers
are allowed to deduct health care contributions as ordinary business expenses.

Exi sting state and federal |awprovide various tax credits that can reduce a
taxpayer’s liability dollar-for-dollar.

Current state |awprovides general rules for the division of credits between
mul ti ple taxpayers, a husband and wife, or partners. Unless specified in state
income tax law, no tax credit shall reduce regular tax below the tentative

m ni mum tax for purposes of calculating alternative mninmmtax (AM).

Current federal and state | aws do not provide credits for any health care costs.
Prior state |l aw would have provided a small-enpl oyer health coverage tax credit
(SB 2260, Ch. 1521, Stats. 1988). However, the credit was repealed prior to
becom ng operati ve.
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This bill would allow a tax credit equal to 25% of the ampunt paid or incurred by
a taxpayer for preventive health care provided to the taxpayer’s enpl oyees who
are qualified farmworkers. The credit anpunt would be limted to $50, 000 per

t axpayer for each taxable or inconme year

This bill would define “preventive health care,” “qualified expenses” and
“qualified farmworker.” “Preventive health care” includes, but is not limted
to, an annual physical exam nation and rel ated services as deenmed nedically
appropriate in an effort to maintain good health, well being and grow h.

The general rules regarding the division of credits would apply, and this credit
woul d not reduce regular tax below the tentative mninmumtax for AMI purposes.
The taxpayer would be allowed to both claimthis credit and deduct the expenses
as ordi nary busi ness expenses.

Pol i cy Consi derations

Frequently a deduction is denied for expenses for which a credit is allowed.

This bill would not deny a deduction for expenses attributable to this
credit.
This bill would allow this credit only for taxpayers who enpl oy

“agricul tural enployees,” resulting in different tax treatnent for simlarly
situated taxpayers enploying enployees in different occupations.

| npl enment ati on Consi derati ons

The followi ng inplenmentation concerns have been identified. The departnent
woul d be unable to inplenment this bill effectively until these concerns are
resolved. Departnent staff is available to assist in resolving these and
any other issues that may be identified.

The definition of “preventive health care” is anbi guous and coul d be
interpreted to include itens not intended by the author. Further, the
phrases “as deened nedically appropriate” and “good health, well-being and
grow h” are subjective and interpretations may vary in application from one
i ndi vidual to another. To ensure the author’s intentions are achieved and
to mnimze disputes with taxpayers, a clearer definition of “preventive
health care” and its conponents i s needed.

The definition of “qualified farmworker” specifies that the enpl oyee cannot
qualify for publicly funded health care services. It is unclear how the
enpl oyer or the departnent would nake this determ nation.

This bill allows a maxi mumcredit not to exceed $50,000 for any one year.
Where the credit exceeds the “net tax” or “tax,” the taxpayer would be
allowed to carry over the excess to reduce the “net tax” or “tax” in
subsequent years. It is unclear if a taxpayer generating nore than $200, 000
in expenses in any one year could carry over the anount in excess of the
$50,000 credit limtation to reduce the “net tax” or “tax” in subsequent
years.
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This bill does not limt the nunber of years any excess credit could be
carried over. GCenerally, credits are exhausted in eight years.

Techni cal Consi derati ons

In the definition of “qualified expenses,” the reference to Section 23701 of
t he Revenue and Taxation Code shoul d be changed to Section 23701d to be
consistent with the reference to Internal Revenue Code Section 501(c)(3).

of the section is
tax law rul es contain this provision.

The | anguage all owi ng carryover of the credit after repea
unnecessary since genera

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the department’s costs once the
i npl enent ati on concerns are resol ved.

Tax Revenue Esti mate

The revenue inpact of this neasure, under the assunptions di scussed bel ow,
is estimated to be as follows in applied credits:

Revenue | npact of AB 2520
Begi nning 1/1/98
Assunmed Enactnent After 6/30/98

This estimte does not account for changes in enploynent,

(In MI11Iions)
1998-9 | 1999-0 | 2000-1
Personal | nconme Tax ($63) ($47) ($52)
Bank and Corporation| ($21) ($16) ($16)
Tot al ($84) | ($63) | ($68)

per sonal i ncone,

or gross state product which could result fromthis neasure.

Revenue Di scussi on

The revenue inpact of this proposal
enpl oyers who woul d incur qualified expenses for
enpl oyees who are qualified farm workers,

expenses, and credit

alternative mninumtax interactions.

Because this bill

interpreted broadly,
exanpl e,
health care and does not
preventive health insurance policy,

per enpl oyee.

the bill

sane expense.

The bi |

(which is identical
t he act ual

l[imtations due to insufficient

woul d depend upon the nunber of
preventive health care for
the average costs for qualifying
regul ar tax or

to AB 148 of 1997) could be

revenue | osses could be significant. For

is not specific in what costs would qualify for preventive
require an enployer to purchase any type of
nor does it

[imt the credit all owabl e

al so does not provide for a deduction offset for the
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The estimated | osses were deternmined in several steps. First, the nunber of
i ndi vi dual s who potentially could receive preventive health care was
obtained fromthe California Statistical Abstract for 1997. According to

t he abstract there are approximately 372,000 enpl oyees in agricultural
establishnments |located within California. Additionally approxi mtely 4% of
t he popul ati on receive sone sort of governnment assistance. This credit
woul d be available only for aqricultural workers who do not qualify for
publicly funded health care. For purposes of a possible revenue inpact, if
75% of the farm workers not receiving public assistance, qualify the

enpl oyer for a credit, with an average expense of $1,000 (assunes qualifying
expenses can include such things as nedication, mleage, paid time off,
providing clean water, etc.) per year per enployee ([$1,000 x (372,000 x 96%
X 759% x 259% ), the revenue inpact would be approximately $67 mllion in
applied and carryover credits at 1997 levels. Estinmates above are
consistent with estimtes devel oped for the identical AB 148 of 1997
adjusted by a 5% annual growh rate. It is assunmed applied credits would be
approxi mately 70% of the credits generated.

BOARD POSI TI ON

Pendi ng.



