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ITEMS TO BE HEARD 

 

FRANCHISE TAX BOARD 

 

ISSUE 1: GOVERNOR’S WORKING FAMILIES TAX CREDIT AND TAX CONFORMITY PROPOSAL  

 
The Governor’s budget includes a tax proposal that expands tax credits for working 

families offset with new revenue generated from tax conformity. 

 

BACKGROUND 

 
The Governor’s January budget proposal includes a $1 billion tax reform proposal that 

would dramatically expand tax credits for working families with offsetting revenue 

increases from adopting certain tax conformity changes.  The proposal has two distinct 

parts outlined below: 

 
1. Expanding Tax Credits for Working Families 
 
The Governor’s Budget proposes to more than double the size of the current California 

Earned Income Tax Program. This new program for low-income Californians includes an 

additional $500 credit for families with children under the age of 6. The proposal also 

increases the maximum eligible earned income so that workers working up to full-time at 

the 2022 minimum wage of $15 per hour will be eligible for the credit, and changes the 

phase-out formula so that taxpayers earning income at the upper end of the credit 

structure will receive significantly higher credit amounts. In addition, the Budget proposes 

to explore how to allow workers to receive a portion of their CalEITC in monthly payments, 

as opposed to receiving the credit in one lump sum  via their income tax refund. These 

changes are expected to provide $600 million in additional benefits and to allow one 

million additional families to benefit from the credit.  

 
When added to the existing EITC program, the expanded program is expected to provide 

$1 billion in credits to three million families.    

 
The California Budget and Policy Center has produced the following two graphs to 

illustrate how this expanded credit would interact with the existing CalEITC and federal 

EITC programs for a family with two children. 
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The chart below illustrates how the new CalEITC expansion (in red) builds upon the 

existing State credit annual family earnings: 
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CalEITC complements the federal EITC program.  The graph below shows how the two 

programs would interact and how the proposed expansion would build upon e existing 

programs. 

 

 
 
 
 
2. Tax Conformity 
 
To pay for this expanded program, the Administration proposes conformity to several 

federal tax law changes mainly impacting business income. In 2017, the federal 

government adopted sweeping changes to the tax code for corporations and individuals. 

The Governor’s budget proposes conformity to several key provisions. These provisions 

include increased flexibility for small business accounting; capital gains deferrals and 

exclusions for Opportunity Zones; and limitations on fringe benefit deductions, like-kind 

exchanges, and losses for non-corporate taxpayers; among others. These conformity 

provisions are expected to generate $1.7 billion in 2019-20. 
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The Administration provided the following table that reflects their updated proposal:    

 

 
 
 
 

LAO COMMENTS 

 
Expanding the EITC would provide benefits to low‑income workers. There are a variety 

of approaches to helping these workers beyond those proposed by the Governor 

depending on the Legislature’s priorities. The extent to which the Legislature wishes to 

prioritize reducing poverty, increasing workforce participation, or encouraging full‑time 

work should drive the ultimate design of the expansion. 
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The LAO has provided the following chart that illustrates the elements of the Governor’s 

proposal: 

 

 
 

PANELISTS 

 

 Jay Chamberlain, Department of Finance 

 Brian Weatherford, Legislative Analyst’s Office 

 Justin Garosi, Legislative Analyst’s Office 
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STAFF COMMENTS 

 
The proposed increase in the CalEITC is consistent with a priority included in the 

“Assembly 2019-20 Blueprint for a Responsible Budget” and is in line with a long-standing 

priority of the Assembly. 

 
While the Governor’s proposal elicits excitement for its goals and approach, the 

corresponding tax conformity changes are an unknown.   There is no public proposal or 

language available so the Assembly has not yet heard from stakeholders.  With the 

programs chained together, the need for thoughtful conversation and analysis of the 

conformity items tempers the elations around the CalEITC expansion.  Given that the 

Assembly anticipated closing out Subcommittees 72 days from the date of this hearing, it 

is unclear if this proposal will be ready in time to be considered as part of the 2019 budget 

package.   

 
Additionally, the Governor’s proposal lacks an important component, allowing taxpayers 

that use an Individual Taxpayer Identification Numbers (ITINs) to claim the benefit.  

Without including these families, up to 1.1 million low-income working taxpayers and their 

families will fail to benefit from the credit. 

 
One long-standing Assembly goal has been to make the refundable CalEITC, payable on 

a monthly basis instead of a yearly lump sum, so that families can see the benefit 

throughout the year.  Currently, the Franchise Tax Board lacks the infrastructure and the 

resources to issue monthly disbursements of the tax credit. There are also considerations 

relating to reporting requirements and payment mechanisms that will need stakeholder 

input.  The Assembly intends to take action in the budget to begin the process of creating 

a monthly refundable tax credit mechanism, so that this complicated conversation can 

begin a soon as possible. 

 
According to the Department of Finance, the Administration now would like to keep the 

CalEITC program name, instead of an earlier proposal to rename the program the 

“Working Family Tax Credit”.  

 
The Governor’s Budget also proposes $5 million for CalEITC outreach and free tax 

preparation at the Office of Planning and Research, which would move this function from 

away Franchise Tax Board.  The Subcommittee will hear this proposal at our March 26th 

hearing. 

 
 

Staff Recommendation: Hold Open.  
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This agenda and other publications are available on the Assembly Budget Committee’s website 

at: https://abgt.assembly.ca.gov/sub4hearingagendas and may be contacted at (916) 319-2099. 

This agenda was prepared by Christian Griffith. 
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