Bill Analysis
Author: Eggman and Wood Bill Number: SB 326

SUBJECT
Behavioral Health Services Act
SUMMARY

Pending approval by voters in the March 5, 2024, primary election, this bill would,
under the Revenue and Taxation Code (RTC), repeal the Mental Health Services (MHS)
Fund and replace it with the Behavioral Health Services (BHS) Fund. This analysis of the
bill only addresses the provisions that would impact the FTB.

REASON FOR THE BILL
The reason for this bill is to create the BHS Fund.
ANALYSIS

If approved by the voters at the March 5, 2024, primary election, this bill would, under
the RTC, add a repeal date of January 1, 2025, to the current MHS Fund and replace it
with the BHS Fund, which would become operative January 1, 2025.

Under the RTC, the BHS Fund would for each fiscal year, require the Conftroller to make
monthly deposits into the BHS Fund in an amount equal to the applicable percentage
of “net personal income tax receipts.”

“Net personal income tax receipts” refers to amounts received by the Franchise Tax
Board (FTB) and the Employment Development Department under the Personal
Income Tax Law, as reported by the FTB to the Department of Finance (DOF) pursuant
to law, regulation, procedure, and practice in effect on the effective date of the act
establishing the section.

Starting March 1, 2006, and each March Tst thereafter, DOF, in consultation with the
FTB, has been and would be required to determine the annual adjustment amount for
the following fiscal year.

The “annual adjustment amount” for a fiscal year is the outcome of subtracting the
“revenue adjustment amount” from the “tax liability adjustment amount.”
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Tax Liability Adjustment Amount

The "tax liability adjustment amount” for a tax year is equal to the outcome of
subtracting the “estimated tax liability increase from the additional tax” for the
applicable tax year from the amount of the “actual tax liability increase from the
additional tax” imposed under RTC section 17043 for the applicable tax year.

e The “actual tax liability increase from the additional tax” means the increase in
tax liability resulting from the tax of 1% imposed under Section 17043 as shown
on original returns filed by October 15 of the year after the close of the
applicable tax year.

e “Applicable tax year” means the 12-calendar month taxable year beginning on
January 1 of the year that is two years before the beginning of the fiscal year for
which an annual adjustment amount is calculated.

e The “estimated tax liability increase from the additional tax” for each tax year
equals the annual growth rate of 7% multiplied by the “estimated tax liability
increase from additional tax” of the immediately preceding tax year.

Revenue Adjustment Amount

The “revenue adjustment amount” is equal to the outcome of subtracting the
“estimated revenue from the additional tax” for the applicable fiscal year, from the
actual amount transferred for the applicable fiscal year.

e The “"estimated revenue from the additional tax” for each applicable fiscal year
equals the annual growth rate of 7% multiplied by the “estimated revenue from
the additional tax” of the immediately preceding applicable fiscal year.

e “Applicable fiscal year” means the fiscal year that is two years before the fiscal
year for which an annual adjustment amount is calculated.

DOF would be required to notify the Legislature and the Controller of the results of the
determination of the annual adjustment amount for the following fiscal year no later
than 10 business days after the determinations are final.

If the annual adjustment amount for a fiscal year is a positive number, the Controller
would be required to transfer that amount from the General Fund to the BHS Fund on
July 1 of that fiscal year.

If the annual adjustment amount for a fiscal year is a negative number, the Controller
would be required to suspend monthly fransfers to the BHS Fund for that fiscal year until
the total amount of suspended deposits for that fiscal year equals the amount of the
negative annual adjustment amount for that fiscal year.
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If on the date this section becomes operative, there are moneys remaining in the MHS
Fund, those moneys would be transferred to the BHS Fund. Any amount that is owed
or encumbered at the time of transfer would be used in the manner required by the
Mental Health Services Act (MHSA). Any funds not owed or encumbered by the MHSA
may be used in the same manner as any other moneys in the BHS Fund.

This provision would become operative on January 1, 2025, only if amendments to the
MHSA are approved by the voters at the March 5, 2024, statewide primary election.

Effective/Operative Date

As an urgency measure, this bill would be effective immediately upon enactment,
except for the provisions of this bill that would become effective January 1, 2025, upon
voter approval in the March 5, 2024, statewide primary election. The BHS Fund
provisions would become operative on January 1, 2025, if amendments to the MHSA
are approved by the voters at the March 5, 2024, statewide primary election. If
approved, the provision that established the MHS Fund would be repealed as of
January 1, 2025.

Federal/State Law

Federal Law

No comparable provision in federal law.
State Law

Current state law provides that individual and fiduciary taxpayers with taxable income
greater than $1 million pay an additional 1% tax on their taxable income in excess of
$1 million. Estimated revenue is calculated and deposited intfo the MHS Fund. The
MHSA was created to fund mental health care programs for tax years beginning on or
after January 1, 2005.

Implementation Considerations
None noted.

Technical Considerations

None noted.

Policy Considerations

None noted.

LEGISLATIVE HISTORY

No legislation similar to this bill has been identified.
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PROGRAM BACKGROUND

Proposition 63, approved by voters in the November 2004 General Election, enacted
the MHSA, which imposes a 1% tax on taxable incomes in excess of $1 million for
taxable years beginning on or after January 1, 2005, to provide a dedicated funding
source for the expansion of mental health treatment options for children, adults, and
seniors.

FISCAL IMPACT

Staff estimates that FTB's costs to implement this bill would be approximately $310,000
only for fiscal year 2024-2025.

ECONOMIC IMPACT

Revenue Estimate

This bill does not change the computation of franchise income or tax.
LEGAL IMPACT

None noted.

APPOINTMENTS

None noted.

SUPPORT/OPPOSITION

The Senate Floor analysis dated September 13, 2023, included the following support
and opposition.

Support

Lieutenant Governor Eleni Kounalakis; AARP; Alzheimer’s San Diego; Big City Mayors
Coadlition; California Business Roundtable; California Chamber of Commerce;
California Children’s Trust; California Conference of Carpenters; California Downtown
Association; California Hospital Association; California Housing Consortium; California
Housing Partnership; California Professional Firefighters; California Retailers Association;
Cedars Sinai; Chicano Federation of San Diego County; Children’s Partnership; City
and County of San Francisco Board of Supervisors; City of Alameda; City of Bakersfield;
City of Carlsbad; City of Chico; City of Compton; City of El Cajon; City of El Monte; City
of Fountain Valley; City of Fullerton; City of Hayward; City of Lindsay; City of Monterey;
City of Moreno Valley; City of Moorpark; City of Newark; City of Paramount; City of
Parlier; City of Perris; City of Riverside; City of Salinas; City of San Diego; City of San
Jose; City of San Fernando; City of San Leandro; City of San Rafael; City of Santa
Barbara; City of Stockton; City of Tracy; City of West Hollywood; Clinica Sierra Vista;
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Comite Civico del Valle, Inc.; Counciimember Raul Campillo, City of San Diego; Eden
Housing; El Camino Homeless Organization; Father Joe's Villages; First 5 Association of
California; Greater Riverside Chambers of Commerce; Greater Sacramento Urban
League; Hope the Mission; lllumination Foundation; Inland Empire Coalition of Mayors;
Jewish Foundation Service of San Diego; Kings Tulare Homeless Alliance; Koreatown
Youth and Community Center; League of California Cities; Mayor Daniel T. Parra, City
of Fowler; Mayor Darrell Steinberg, City of Sacramento; Mayor Deborah Penrose, City
of Half Moon Bay; Mayor Jerry Dyer, City of Fresno; Mayor Julian A. Gold, City of
Beverly Hills; Mayor London N. Breed, City and County of San Francisco; Mayor Mark
Arapostathis, City of La Mesa; Mayor Melissa Blaustein, City of Sausalito; Mayor Michael
Hannon, City of Newark; Mayor Sheng Thao, City of Oakland; Mayor Tyller Williamson,
City of Monterey; Mental Health Services Oversight and Accountability Commission;
National Alliance on Mental lliness California; Pallet; Parkview Legacy Foundation;
Poverello House in Fresno; Salt + Light Works; Salvation Army in San Diego; San Diego
Housing Commission; San Diego Oasis; San Francisco Chamber of Commerce; San
Gabiriel Valley Economic Partnership; San Jose Chamber of Commerce; Scripps
Health; Service Employees International Union California; Silicon Valley Leadership
Group; South Asian Network; Southern California Rental Housing Association; Steinberg
Institute; Sutter Health; The Umbrella Effect: Project Becky; Valley Industry and
Commerce Association; Wellhead Electric Company, Inc.; and WISEPlace.

Opposition

APl Equality LA; Asian American Recovery Services; Asian Americans Advancing
Justice Southern California; Cal Voices; California Association of Mental Health Peer
Run Organizations; California Black Women's Health Network; California Pan-Ethnic
Health Network; Catholic Charities of the East Bay; Depression and Bipolar Support
Alliance; Disability Rights California; Faith and Community Empowerment; Families
Advocating for the Seriously Mentally lll; Hmong Cultural Center of Butte County;
Humanidad Therapy and Education Services; Indian Health Council, Inc.; LGBTQ TA
Center for Applied Research Solutions; Mental Health America of California; Moreno &
Associates; National Asian Pacific American Families Against Substance Abuse;
Openhouse; Peers Envisioning and Engaging in Recovery Services; Racial & Ethnic
Mental Health Disparities Coalition; Richmond Area Multi-Services, Inc.; Sacramento
County Mental Health Services Act Steering Committee; Safe Passages; Special
Services for Groups, Inc.; The Cambodian Family; The Village Project, Inc.; Underwood
Strategic Insight; Western Fresno Family Resource Center; Whole Systems Learning;
Youth Law Center; and Three individuals.
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VOTES
Location Date Yes Votes No Votes
Concurrence September 14, 2023 40 0
Assembly Floor September 12, 2023 68 7
Senate Floor May 24, 2023 39 0

LEGISLATIVE STAFF CONTACT

FTBLegislativeServices@ftb.ca.gov

Amy Tong
Agency Secretary, GovOps
Work (916) 651-9011

Luis Larios
Legislative Deputy, GovOps
Work (916) 651-9373

Selvi Stanislaus
Executive Officer, FTB
Work (916) 845-4543

Denis Armstrong
Legislative Director, FTB
Work (916) 845-6333
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