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EXECUTIVE SUMMARY

2010 FEDERAL INCOME TAX CHANGES

Prepared by Staff of the Franchise Tax Board (FTB)

During 2010, the Internal Revenue Code (IRC) or its application by California was

changed by:
PUBLIC LAW TITLE DATE

111-144 Temporary Extension Act of 2010 March 2, 2010
Hiring Incentives to Restore

111-147 Employment (HIRE) Act March 18, 2010

111-148 Patient Protection and Affordable March 23, 2010
Care Act
Health Care and Education

111-152 Reconciliation Act of 2010 March 30, 2010

111-157 Continuing Extension Act of 2010 April 12, 2010
Preservation of Access to Care for

111-192 Medicare Beneficiaries and Pension June 25, 2010
Relief Act of 2010

111-203 Dodd-Frank Wall S_treet Reform and July 21, 2010
Consumer Protection Act
State Fiscal Relief and Other

111-226 Provisions; Revenue Offsets August 10, 2010

111-240 Small Business Jobs Act of 2010 September 27, 2010
Tax Relief, Unemployment Insurance

111-312 Reauthorization, and Job Creation Act | December 17, 2010
of 2010

111-325 Regulated Investment Company December 22, 2010

Modernization Act of 2010

111-153, 111-159, 111-161,

111-171,111-173, 111-197,

111-198, 111-205, 111-210,

111-216, 111-227, 111-237,

111-249, 111-322, 111-329,
and 111-344

2010 Miscellaneous Federal Acts
Impacting the IRC Not Requiring a
California Response

This report explains the new federal laws along with the effective dates, the
corresponding California law, if any, including an explanation of any changes made in
response to the new federal law, and the impact on California revenue were
California to conform to the federal changes. This report also contains citations to
the section numbers of federal Public Laws, the IRC, and the California Revenue and
Taxation Code (R&TC) impacted by the federal changes.




2010 EXPIRING TAX PROVISIONS

Following is a list of California tax provisions that expire in 2010:

California California Federal Federal Description
Sunset? Section Section Sunset P
See footnote? 17059 36 12/01/09 |Credit: Principal Residence
18750 - o .
12/31/10 18753 N/A N/A Voluntary Contribution: California Sea Otter Fund
EXHIBITS

This report contains the following exhibits:

Exhibit A

Exhibit B

Exhibit C

2010 Miscellaneous Federal Acts Impacting the IRC Not Requiring
a California Response - Exhibit A provides short explanations of
federal law changes that are either not administered by the FTB or
are not applicable to California.

Expiring Tax Provisions - Exhibit B provides a complete listing of
expiring provisions in California tax law.

Revenue Tables - Exhibit C provides the impact on California
revenue were California to conform to the federal changes.

11n general, this is the last taxable year to which the provision applies. Fiscal years beginning within
this taxable year are also generally covered by the provision.

2 This provision is repealed on December 1, 2013; however, the $100 million limitation on the amount
of total credit allowable was reached on July 2, 2009.




TEMPORARY EXTENSION ACT OF 2010
Public Law 111-144, March 2, 2010

Section Section Title

2 Extension of Unemployment Insurance Provisions

Background

The 2008 Supplemental Appropriations Act3 added an uncodified provision providing payments to
states having agreements for the payment of emergency unemployment compensation, with the
eligibility period ending on March 31, 2009.

The 2010 Department of Defense Appropriations Act4 extended the eligibility period for
emergency unemployment compensation provided in the 2008 Supplemental Appropriations Act
to February 28, 2010.

New Federal Law (IRC section 3304)

This provision extends the eligibility period for emergency unemployment compensation provided
in the 2008 Supplemental Appropriations Act to April 5, 2010.

Effective Date

This provision is effective March 2, 2010.

California Law

Defer to the Employment Development Department (EDD).

Impact on California Revenue

Defer to the EDD.

3 Section 4007 of Public Law 110-252.

4 Section 1009 of Public Law 111-118.



TEMPORARY EXTENSION ACT OF 2010
Public Law 111-144, March 2, 2010

Section Section Title

3 Extension and Improvement of Premium Assistance for COBRA Benefits

Background

In General

The IRC contains rules that require certain group health plans to offer certain individuals
("qualified beneficiaries") the opportunity to continue to participate for a specified period of time in
the group health plan ("continuation coverage") after the occurrence of certain events that
otherwise would have terminated such participation ("qualifying events").5 These continuation
coverage rules are often referred to as "COBRA continuation coverage" or "COBRA," which is a
reference to the acronym for the law that added the continuation coverage rules to the IRC.6

The IRC imposes an excise tax on a group health plan if it fails to comply with the COBRA
continuation coverage rules with respect to a qualified beneficiary. The excise tax with respect to
a qualified beneficiary generally is equal to $100 for each day in the noncompliance period with
respect to the failure. A plan's noncompliance period generally begins on the date the failure first
occurs and ends when the failure is corrected. Special rules apply that limit the amount of the
excise tax if the failure would not have been discovered despite the exercise of reasonable
diligence or if the failure is due to reasonable cause and not willful neglect.

In the case of a multiemployer plan, the excise tax generally is imposed on the group health plan.
A multiemployer plan is a plan to which more than one employer is required to contribute, that is
maintained pursuant to one or more collective bargaining agreements between one or more
employee organizations and more than one employer, and that satisfies such other requirements
as the Secretary of Labor may prescribe by regulation. In the case of a plan other than a
multiemployer plan (a "single employer plan"), the excise tax generally is imposed on the
employer.

Plans Subject to COBRA

A group health plan is defined as a plan of, or contributed to by, an employer (including a self-
employed person) or employee organization to provide health care (directly or otherwise) to the
employees, former employees, the employer, and others associated or formerly associated with
the employer in a business relationship, or their families. A group health plan includes a self-
insured plan. The term group health plan does not, however, include a plan under which
substantially all of the coverage is for qualified long-term care services.

5 |RC section 4980B.

6 The COBRA rules were added to the IRC by the Consolidated Omnibus Budget Reconciliation Act of 1985,
Public Law 99-272. The rules were originally added as IRC sections 162(i) and (k), but were later restated as
IRC section 4980B, pursuant to the Technical and Miscellaneous Revenue Act of 1988, Public Law 100-647.
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The following types of group health plans are not subject to the IRC’'s COBRA rules: (1) a plan
established and maintained for its employees by a church or by a convention or association of
churches which is exempt from tax under IRC section 501 (a "church plan"); (2) a plan established
and maintained for its employees by the federal government, the government of any state or
political subdivision thereof, or by any instrumentality of the foregoing (a "governmental plan");”
and (3) a plan maintained by an employer that normally employed fewer than 20 employees on a
typical business day during the preceding calendar year8 (a "small employer plan").

Qualifying Events and Qualified Beneficiaries

A qualifying event that gives rise to COBRA continuation coverage includes, with respect to any
covered employee, the following events which would result in a loss of coverage of a qualified
beneficiary under a group health plan (but for COBRA continuation coverage): (1) death of the
covered employee; (2) the termination (other than by reason of such employee's gross
misconduct), or a reduction in hours, of the covered employee's employment; (3) divorce or legal
separation of the covered employee; (4) the covered employee becoming entitled to Medicare
benefits under title XVIII of the Social Security Act; (5) a dependent child ceasing to be a
dependent child under the generally applicable requirements of the plan; and (6) a proceeding in
a case under the U.S. Bankruptcy Code commencing on or after July 1, 1986, with respect to the
employer from whose employment the covered employee retired at any time.

A "covered employee" is an individual who is (or was) provided coverage under the group health
plan on account of the performance of services by the individual for one or more persons
maintaining the plan and includes a self-employed individual. A "qualified beneficiary" means,
with respect to a covered employee, any individual who on the day before the qualifying event for
the employee is a beneficiary under the group health plan as the spouse or dependent child of the
employee. The term qualified beneficiary also includes the covered employee in the case of a
qualifying event that is a termination of employment or reduction in hours.

Continuation Coverage Requirements

Continuation coverage that must be offered to qualified beneficiaries pursuant to COBRA must
consist of coverage which, as of the time coverage is being provided, is identical to the coverage
provided under the plan to similarly situated non-COBRA beneficiaries under the plan with respect
to whom a qualifying event has not occurred. If coverage under a plan is modified for any group of
similarly situated non-COBRA beneficiaries, the coverage must also be modified in the same
manner for qualified beneficiaries. Similarly situated non-COBRA beneficiaries means the group
of covered employees, spouses of covered employees, or dependent children of covered
employees who (i) are receiving coverage under the group health plan for a reason other than
pursuant to COBRA, and (ii) are the most similarly situated to the situation of the qualified
beneficiary immediately before the qualifying event, based on all of the facts and circumstances.

7 A governmental plan also includes certain plans established by an Indian tribal government.

8|f the plan is a multiemployer plan, then each of the employers contributing to the plan for a calendar year must
normally employ fewer than 20 employees during the preceding calendar year.
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The maximum required period of continuation coverage for a qualified beneficiary (i.e., the
minimum period for which continuation coverage must be offered) depends upon a number of
factors, including the specific qualifying event that gives rise to a qualified beneficiary's right to
elect continuation coverage. In the case of a qualifying event that is the termination, or reduction
of hours, of a covered employee's employment, the minimum period of coverage that must be
offered to the qualified beneficiary is coverage for the period beginning with the loss of coverage
on account of the qualifying event and ending on the date that is 18 months® after the date of the
qualifying event. If coverage under a plan is lost on account of a qualifying event but the loss of
coverage actually occurs at a later date, the minimum coverage period may be extended by the
plan so that it is measured from the date when coverage is actually lost.

The minimum coverage period for a qualified beneficiary generally ends upon the earliest to occur
of the following events: (1) the date on which the employer ceases to provide any group health
plan to any employee; (2) the date on which coverage ceases under the plan by reason of a failure
to make timely payment of any premium required with respect to the qualified beneficiary; and

(3) the date on which the qualified beneficiary first becomes (after the date of election of
continuation coverage) either (i) covered under any other group health plan (as an employee or
otherwise) which does not include any exclusion or limitation with respect to any preexisting
condition of such beneficiary or (ii) entitled to Medicare benefits under title XVIII of the Social
Security Act. Mere eligibility for another group health plan or Medicare benefits is not sufficient to
terminate the minimum coverage period. Instead, the qualified beneficiary must be actually
covered by the other group health plan or enrolled in Medicare. Coverage under another group
health plan or enroliment in Medicare does not terminate the minimum coverage period if such
other coverage or Medicare enrollment begins on or before the date that continuation coverage is
elected.

Election of Continuation Coverage

The COBRA rules specify a minimum election period under which a qualified beneficiary is entitled
to elect continuation coverage. The election period begins not later than the date on which
coverage under the plan terminates on account of the qualifying event, and ends not earlier than
the later of 60 days or 60 days after notice is given to the qualified beneficiary of the qualifying
event and the beneficiary's election rights.

Notice Requirements

A group health plan is required to give a general notice of COBRA continuation coverage rights to
employees and their spouses at the time of enroliment in the group health plan.

91n the case of a qualified beneficiary who is determined, under Title Il or XVI of the Social Security Act, to have been
disabled during the first 60 days of continuation coverage, the 18-month minimum coverage period is extended to
29 months with respect to all qualified beneficiaries if notice is given before the end of the initial 18-month
continuation coverage period.
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An employer is required to give notice to the plan administrator of certain qualifying events
(including a loss of coverage on account of a termination of employment or reduction in hours)
generally within 30 days of the qualifying event. A covered employee or qualified beneficiary is
required to give notice to the plan administrator of certain qualifying events within 60 days after
the event. The qualifying events giving rise to an employee or beneficiary notification requirement
are the divorce or legal separation of the covered employee or a dependent child ceasing to be a
dependent child under the terms of the plan. Upon receiving notice of a qualifying event from the
employer, covered employee, or qualified beneficiary, the plan administrator is then required to
give notice of COBRA continuation coverage rights within 14 days to all qualified beneficiaries with
respect to the event.

Premiums

A plan may require payment of a premium for any period of continuation coverage. The amount of
such premium generally may not exceed 102 percent0 of the "applicable premium" for such
period and the premium must be payable, at the election of the payor, in monthly installments.

The applicable premium for any period of continuation coverage means the cost to the plan for
such period of coverage for similarly situated non-COBRA beneficiaries with respect to whom a
qualifying event has not occurred, and is determined without regard to whether the cost is paid by
the employer or employee. The determination of any applicable premium is made for a period of
12 months (the "determination period") and is required to be made before the beginning of such
12-month period.

In the case of a self-insured plan, the applicable premium for any period of continuation coverage
of qualified beneficiaries is equal to a reasonable estimate of the cost of providing coverage
during such period for similarly situated non-COBRA beneficiaries which is determined on an
actuarial basis and takes into account such factors as the Secretary of Treasury prescribes in
regulations. A self-insured plan may elect to determine the applicable premium on the basis of an
adjusted cost to the plan for similarly situated non-COBRA beneficiaries during the preceding
determination period.

A plan may not require payment of any premium before the day which is 45 days after the date on
which the qualified beneficiary made the initial election for continuation coverage. A plan is
required to treat any required premium payment as timely if it is made within 30 days after the
date the premium is due or within such longer period as applies to, or under, the plan.

Other Continuation Coverage Rules

Continuation coverage rules which are parallel to the IRC’s continuation coverage rules apply to
group health plans under the Employee Retirement Income Security Act of 1974 (ERISA).11 ERISA

10 |n the case of a qualified beneficiary whose minimum coverage period is extended to 29 months on account of a
disability determination, the premium for the period of the disability extension may not exceed 150 percent of the
applicable premium for the period.
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generally permits the Secretary of Labor and plan participants to bring a civil action to obtain
appropriate equitable relief to enforce the continuation coverage rules of ERISA, and in the case
of a plan administrator who fails to give timely notice to a participant or beneficiary with respect to
COBRA continuation coverage, a court may hold the plan administrator liable to the participant or
beneficiary in the amount of up to $110 a day from the date of such failure.

Alth