FISCAL NOTE

Bill #: SB0316 Title: Tax credit for smdl business hedth
Insurance premiums
Primary
Sponsor: Emily Stonington Status:  Introduced
Sponsor signature Date Chuck Swysgood, Budget Director Date
Fiscal Summary
FY 2002 FY2003
Difference Difference
Expenditures:
General Fund $23,271
Revenue:
Genera Fund (1,807,790) (3,796,360)
Net | mpact on General Fund Balance: (%$1,831,061) (%$3,796,360)
Yes No Yes No
X Significant Loca Gov. Impact X Technica Concerns
X Included in the Executive Budget X Sgnificant Long-Term Impacts

X Dedicated Revenue Form Attached

X Family Impact Form Attached

Fiscal Analysis
ASSUMPTIONS:

1. Thetax credit will be available to employers with 2 to 9 employers.

2. Employers cannot have offered hedth benefits for the previous two years.

3. Thetax credit will be available for five years at a decreasing rate: 50% in year one; 35% in year two; 25%
in year three; 25% in year four; and 25% in year five. The employer will sill be able to deduct the portion
of the health benefit expenses that are not applicable to the tax credit.

4. Thetax credit will be available for premium payments of up to $200 per employee per month. Onan
average, employers will pay apremium of $80 per month per employee, based on atota per employee
premium of $133 per month with the employee paying 40% of the premium.

5. Itisedtimated that the number of businessesin Montanawith 2 to 9 employeesin 2001 will be 17,106.
Estimated number of employees for these businessesin 2001 will be 72,384. These numbers are based
upon 2" quarter, year 2000 statistics received from the Department of Labor and Industry.
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(continued)

6. The State Auditors Office assumes that 25% of employees who work for smal businessesin Montana are
employed less than 20 hours aweek and will not qudify for hedth benfits.

7. The State Auditors Office assumesin FY 02, 74% of small businesses will qudify under assumption 2
above. 25% of employers who qudify will purchase a small group hedlth plan and take advantage of the
tax credit. 80% of the employees will enrall in the newly offered hedth plans, the remaining 20% will
decline coverage because they are covered under a spouse’ s plan or for other reasons. In FY 03, 10% of
smdl businesses will be new participants.

8. Expensesclaimed as a credit under this bill can not aso be deducted as business expenses. Mogt
bus nesses with fewer than 10 employees are not incorporated, and their income will be reported for
persona income tax rather than corporation tax. The average tax rate on taxable incomeis 6.25%. Thus,
collections will be reduced by 93.75% of the amount of credits.

9. Thishill is effective upon passage and approvd. It isestimated that employees will not be enrolled for
health care coverage until July 1, 2001.

10. Funding for this bill will be generd fund.

FISCAL IMPACT:

FY 2002 FY 2003
Difference Difference
Expenditures.
Operating Expenses $22,237
Equipment 1,034
TOTAL $23,271
Funding:
Genera Fund (01) $23,271
Revenues.
Genera Fund (01) (1,807,790) (3,796,360)

Net Impact to Fund Bdance (Revenue minus Expenditure):
Genera Fund (01) (1,807,790) (3,796,360)

LONG-RANGE IMPACTS.

1. Therewill be along-range impact to this bill. The cost will increase to gpproximately $4.1 millionin
fisca year 2004, $4.6 million in fisca year 2005, $5.4 million in fisca year 2006, and should belessin
subsequent years due to the limitation of the alowed credit. New business enrollment numbers should be
less than the initid numbers of quaified participants in future years.

TECHNICAL NOTES:

1. Section 1(2)(a) provides that employers are only digibleif they have not offered * hedlth care bendfits’ in
the last two years. This section should ether define the term “health care benefits’ or refer to adefinition
elsawherein code. In addition, this section needs to specify whether, when a businessis sold or reorganized,
it isto be congdered anew employer. If it isanew employer it would not have offered health care benefitsin
the last two years.

2. Adminigration of this credit would be easier if the bill required the commissoner of insurance to provide
the department of revenue with qudifying group hedlth plans numbers.
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