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SUBJECT: Residential Swi nmm ng Pool Safety Devices Credit

SUMVARY

Under the Personal Incone Tax Law (PITL), this bill would allow a one-tine credit
equal to 80% of identified costs, up to $1,000 per year, for adding or upgrading
approved safety devices for a residential swinmmng pool located in this state
that is owned by the taxpayer and built before January 1, 2000.

EFFECTI VE DATE

This bill is a tax levy and woul d be effective i mediately upon enactnment. It
woul d apply to taxable or incone years beginning on or after January 1, 1999, and
bef ore January 1, 2003.

LEG SLATI VE H STORY

AB 813 (97/98); AB 3305 (1996)
BACKGROUND

AB 3305 (Stats. 1996, Ch. 925) adopted the Swi nm ng Pool Safety Act (the "Act")
in the Health and Safety Code. Anpbng other things, the Act required that,

begi nni ng January 1, 1998, whenever a construction permt is issued for
construction of a new swimmng pool at a private, single-famly house, the poo
shall be equi pped with at | east one of the foll ow ng neasures:

an encl osure neeting certain requirenents;
an approved safety pool cover;
exit alarns on doors providing access to the pool; or

sel f-closing, self-latching devices on all doors with direct access to the
pool .

For purposes of the Act, “swimring pool” or “pool” neans any structure intended
for swinmng or recreational bathing that contains water over 18 inches deep. A
pool includes above-ground or bel ow ground structures, including hot tubs, spas
and nonport abl e wadi ng pool s.
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SPECI FI C FI NDI NGS

Exi sting federal and state |laws provide various tax credits designed to provide
tax relief for taxpayers who incur certain expenses (e.g., child adoption) or to
i nfl uence behavi or, including business practices and deci sions (e.g., research
credits, enterprise zone or programarea hiring credits). These credits
generally provide incentives for taxpayers to performvarious actions or
activities which they may not ot herw se undert ake.

Existing state law linmts the application of the | owincone housing credit and
the research credit to the tax attributable to the taxpayer’s passive activities.
The purpose of the passive activity loss (PAL) limtation is to prevent taxpayers
fromusing a credit froma passive activity to offset tax attributable to other
incone. Credit ampunts in excess of the PAL limtation may be carried over to

of fset tax attributable to passive incone in subsequent years.

This bill would allow a one-tine credit equal to 80% of the anmount paid or
incurred, not to exceed $1,000 per year, to add or upgrade approved safety
devices for any residential swinmng pool in this state that is owned by the
t axpayer and built before January 1, 2000.

“Approved safety devices” would be defined as safety devices described in the
Swi mm ng Pool Safety Act.

This bill would provide that if a taxpayer’s allowable credit could not be used
in any given year, the excess could be carried over to the follow ng year only.

Since the bill does not specify otherwi se, the general rules in state | aw
regarding the division of credits would apply, and this credit would not reduce
regul ar tax below the tentative mnimumtax for alternative mninmmtax purposes.
This credit is not included in the Iist of passive activity credits; therefore,

t axpayers who generate this credit from passive activities, such as residential
rentals, would be able to use the credit to offset tax attri butable to non-

passi ve incone.

Pol i cy Consi derati ons

It seens likely that this bill would apply mainly to pools built prior to
t he mandated Health and Safety Code requirenents effective January 1, 1998,
however this bill would allow a credit for the addition of safety devices

requi red under state law for a pool built in 1999. As a result, for pools
built in 1999, a credit would be allowed for a nmandated behavi or rather than
to i nfluence behavi or.

This bill would allow a credit for adding or upgrading approved safety
devices in any residential swi mmng pool |located in the state, including
properties that a taxpayer is renting to another person. For rental
property, when federal tax | aw benefits are taken into consideration, this
bill could result in a taxpayer receiving nore than 100% of the cost of the
safety devices in tax benefits.
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| npl enent ati on Consi derati ons

The bill provides for a one-tine credit equal to 80% of the anmount paid or
incurred, not to exceed a maxi mum credit armount of $1,000 per year.
Clarification is needed on whether the “one-tinme” and $1,000 limtations
apply to a single residential sw nmng pool, a single year, or a single

t axpayer. For exanple, the taxpayer could theoretically claimthe credit on
pools both at his residence and at rental property, or incur costs in nore

t han one year, and claima credit of up to $1,000 in each year

FI SCAL | MPACT

Depart nental Costs

Once the inplenentation concerns are resolved, this bill should not
significantly inpact the departnment’s costs.

Tax Revenue Esti mate

Based on Iimted data and assunptions di scussed below, this bill would
result in the foll ow ng revenue | osses.

Esti mate Revenue | npact of SB 250
As Introduced 1/27/99
[$ In MIlions]

1999- 00 2000-01 2001- 02
($10) ($4) ($4)
The bill would be effective for taxable years begi nning on or after

January 1, 1999, with enactnment assuned after June 30.

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

Tax Revenue Di scussion

The revenue inpact of this bill would be determned by (1) the nunber of
t axpayers who add or upgrade approved safety devices for residentia

swi nmmi ng pools, (2) the anmounts paid or incurred for addi ng or upgrading
such devices, and (3) the anpunt of credits that nmay be applied to reduce
tax liabilities.

The proposed credit would be avail able to taxpayers who own exi sting
structures intended for swimm ng or recreational bathing that contain water
over 18 inches deep, or who construct/install such structures during 1999.
Based on a study by the National Spa and Pool Institute, in California as of
1990, there were 662,000 in-ground pool s/spas, 179,000 above ground pool s,
and 687,000 filtered spas. The nunber of pools is projected to increase at
a rate of roughly 50,000 each year. Many of the existing 1.9 mllion

pool s/spas are located in cities or counties where |ocal ordinances already
require sone type of safety barrier, but thousands remai n unprotected.
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Costs for various approved safety devices range froma | ow of $20 for a tot-
stopper door latch that could be installed by the taxpayer to well over the
maxi num credit of $1,000 for wought-iron fencing with a self-closing and

| at ching gate or a pool cover certified by the Anerican Society for Testing
Materi al s.

Assum ng that:

roughly one-quarter of residences with existing pool s/spas have al ready
instal |l ed approved safety devices: 482,000;

t he nunber of additional taxpayers each year who would install approved
safety devices is 5% of those who have already installed safety devices:
24,000 taxpayers each year; and

t axpayers addi ng or upgradi ng safety devices woul d spend on average $250;

derives costs totaling $6 mllion each year to retrofit existing pools.

Mul tiplying total costs by the proposed credit percentage of 80% derives
credits totaling $4.8 mllion annually. For taxpayers who construct/install
new pool s/ spas during 1999 (50,000), it is assunmed two-thirds would instal
approved safety devices that would also qualify for the proposed credit.

Appl ying the sane assunptions would result in additional credits of $6.7
mllion for the 1999 taxable year only. (New pools (as defined) constructed
at private, single-famly honmes in 1999 would be required to be equi pped
with at | east one approved safety device. However, sales of above ground
pools are difficult to track for enforcenent purposes; hence, the two-thirds
assunption.)

It is assunmed that the amount of credits which could be applied to reduce
tax liabilities would be 90% of the total anobunt generated each year, or
approximately $10 million in 1999, and $4 nillion in subsequent years that
the credit is avail able.

POSI T1 ON

Pendi ng.



