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Author: \WWayne Analyst: _Gar ni er Bill Number: AB 305
AB 1991, AB 2107,
Related Bills: _AB 2131 Telephone: 845- 5322 Amended Date: 5-21-98
Attorney:  Doug Br amhal | Sponsor:
SUBJECT: Health I nsurance Deduction 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

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED/AMENDED 4-20-98 STILL APPLIES.
X OTHER - See comments below.

SUMWARY OF BILL

This bill would conform California lawto federal law as it relates to the self-
enpl oyed health i nsurance deduction. The federal deduction is presently 45% of
the health insurance costs incurred for 1998 and is phased in to 100%in the year
2007. California presently allows 25% of health insurance costs incurred as a

deduct i on.

SUWVARY OF AMENDMENT

The May 12, 1998, anendnent renoved | anguage that woul d have all owed self-
enpl oyed i ndi viduals to deduct up to anmounts paid on behalf of state enpl oyees by

the Public Service Retirement System The | anguage conform ng to federal |aw was
added. The May 12, 1998 contained a technical error
The May 21, 1998 anmendnment corrected the technical error contained in the
previ ous anmendnent .
EFFECTI VE DATE
This bill would be effective for taxable years beginning on or after
January 1, 1998.
DEPARTMENTS THAT MAY BE AFFECTED:
STATE MANDATE GOVERNOR' S APPOINTMENT
Board Position: Agency Secretary Position: GOVERNOR’'SOFFICE USE
S 0 s 0
SA OUA SA OUA Position Approved
N NP N NP Position Disapproved
NA NAR NA NAR Position Noted
X PENDING DEFER TO
Department/Legid ative Director Date | Agency Secretary Date By: Date:
Johnnie Lou Rosas 5/22/98
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Pol i cy Consi derati ons

Conformng to federa
confusing for the taxpayer.
know only one set of
adm nistration of the law by utilizing many federa
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tax law is generally desirable because it is |less
Wth conformty, the taxpayer is required to
Conformty al so eases the department’s

forms and instructions.

rul es.

| MPACT

Tax Revenue Esti mate

The revenue | osses fromthis provision are estimated to be as shown in the
foll owi ng table.

Fi scal Year Cash Fl ow I npact
Effective 1/1/98

Enact nent Assuned After June 30, 1998

$ MIlions
1998-9 | 1999-00 | 2000-01 | 2001- 02 | 2002-03 | 2003- 04 | 2004- 05 | 2005- 06 | 2006- 07
($18) | ($18) ($23) ($30) ($51) ($76) ($87) ($105) | ($140)
Thi s anal ysis does not consider the possible changes in enploynment, persona

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

Revenue Di scussi on

The revenue inpact of this provision would be determ ned by the nunber of
sel f - enpl oyed i ndi vidual s who cl ai m addi ti onal insurance deductions, and the
average marginal tax rate applicable to the deduction anounts.
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This estimate was developed in the followi ng steps. First, the nunber of
California resident taxpayers who currently claimthe self-enpl oyed

i nsurance deduction was calculated fromreturns filed for 1995 (425, 000).
Secondly, the current deduction anmount of 25% was cal cul ated to be $839 on
average for returns filed in 1995, naking the average annual health

i nsurance prem um $3, 356 ($839 x 4). Third, the estimted nunber of
qualified taxpayers for 1995 was grown at 5% per year to yield 492,000
qual i fied taxpayers for 1998. Fourth, the insurance prem umwas grown at 7%
per year to yield an average $4, 111 insurance prem um for 1998. Fifth, the

total deduction at 25% was cal cul ated to be $506 mllion for 1998 and the
anmount deducted for health insurance prem uns on Schedul e- A was cal cul at ed
to be $388 million, generating a total deduction anmount under current |aw of

$894 million. At an average marginal tax rate of 4.5%  (conputed by the PIT
m crosi nul ati on nodel for self-enployed individuals), the current |aw
revenue |loss for 1998 is $40 mllion. Sixth, the total deduction was
calculated at 45% at a 4.5% marginal tax rate for 1998, generating a $41
mllion tax |loss and the anpbunt deducted for health insurance prem uns on
Schedul e-A was calculated to be $13 nillion, generating a total $54 mllion
tax | oss. These steps resulted in a 1998 estimate of an additional $14
mllion tax loss. The 1998-9 fiscal year estimate consists of the 1998 tax
loss ($14 million) and 30% of 1999 refl ecting reduced estinmated tax
paynments. Seventh, the total deduction was then cal cul ated at various

per cent ages from 45% phasing up to 100% by the year 2007. Losses were grown
to reflect a conmbined annual growth of 5% (qualified taxpayers) and 7%
(prem uns) based on current historical averages.

POSI Tl ON

Pendi ng.



