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Current CalEITC Expansion Proposals

Several proposals currently in the Legislature would strengthen the California Earned Income
Tax Credit (CalEITC). These include:

e AB 75 (Steinorth and Quirk-Silva), which would allow low-earning self-employed
workers to qualify for the CalEITC as long as their self-employment income is reported
on a 1099 form. According to the Franchise Tax Board (FTB), around one-third of self-
employed workers who are currently excluded from the credit receive such forms. AB
75 would also remove the requirement that policymakers annually determine how large
a credit to provide through the CalEITC. Since the CalEITC was created, it has
provided a credit equal to 85 percent of the federal EITC, making it the largest state

EITC in the nation. This percentage, called the “adjustment factor,” must be specified
in each year's state budget bill, or else the credit will not be available for the upcoming
tax year. (Specifically, the adjustment factor defaults to O percent if no other
percentage is specified in the budget bill.) AB 75 would set the CalEITC adjustment
factor in state statute at 85 percent as a default and would no longer require that this
factor be annually specified in the budget bill. AB 75 is expected to reduce state

revenues by about $13 million annually, according to the FTB.

e AB 225 (Caballero and Steinorth) would raise the income limit to qualify for the
CalEITC in 2017 (for parents with multiple children) up to $21,840 — equivalent to full-
time, year-round earnings at the current $10.50 per hour state minimum wage. As the

minimum wage gradually increases to $15 per hour under current law, this bill would

raise the CalEITC income limit so that it continues to reflect a full-time, year-round
minimum wage salary. (This bill would also raise the income limit for workers with one
child or no children, but the new threshold would not be pegged to a full-time
minimum wage salary.) If the scheduled increases in the minimum wage are postponed,
as is allowed under current law, then increases in the CalEITC income limit will also be
postponed. AB 225 would also significantly raise the maximum CalEITC, as well as
increase the credit for workers on the “phase-out” side of the credit. The FTB

estimates that this bill would reduce state revenues by at least $400 million annually.


http://leginfo.legislature.ca.gov/faces/billNavClient.xhtml?bill_id=201720180AB75
https://www.irs.gov/help-resources/tools-faqs/faqs-for-individuals/frequently-asked-tax-questions-answers/small-business-self-employed-other-business/form-1099-misc-independent-contractors/form-1099-misc-independent-contractors
http://www.cbpp.org/research/state-budget-and-tax/states-can-adopt-or-expand-earned-income-tax-credits-to-build-a
http://calbudgetcenter.org/state-earned-income-tax-credit-eitc/
https://www.ftb.ca.gov/law/legis/17-18bills/ab75-030617.pdf
http://leginfo.legislature.ca.gov/faces/billNavClient.xhtml?bill_id=201720180AB225
http://calbudgetcenter.org/blog/californias-15-minimum-wage-know-dont-know/
http://calbudgetcenter.org/resources/interactive-how-much-will-working-families-and-individuals-benefit-from-californias-new-eitc/
https://www.ftb.ca.gov/law/legis/17-18bills/ab225-012617.pdf

AB 1010 (Ting) would better align the CalEITC with the federal EITC by raising the
income limit to qualify for the state credit up to the level needed to qualify for the
federal credit. For a parent with two children, for example, the CalEITC income limit
would rise from about $14,000 to approximately $45,000. This bill would also extend
the CalEITC to self-employed workers who are currently excluded from the credit,
regardless of whether they receive a 1099 form documenting their earnings. The FTB is

planning to publish an analysis of this bill later today, and it will be available here.


http://leginfo.legislature.ca.gov/faces/billNavClient.xhtml?bill_id=201720180AB1010
http://www.taxpolicycenter.org/statistics/eitc-parameters
https://www.irs.gov/help-resources/tools-faqs/faqs-for-individuals/frequently-asked-tax-questions-answers/small-business-self-employed-other-business/form-1099-misc-independent-contractors/form-1099-misc-independent-contractors
https://www.ftb.ca.gov/law/legis/17-18bills/assembly.shtml
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