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Research Analysis

HB3086, as introduced, modifies the tax incentives provided to taxpayers for adoption expenses.
Currently, taxpayers are eligible to deduct up to $20,000 from state taxable income for any
nonrecurring adoption expenses. Effective January 1, 2021, the deduction will be repealed and
replaced with an income tax credit for nonrecurring adoption expenses paid by a resident
individual taxpayer. The credit may be claimed beginning tax year 2021 and is limited to 10
percent of qualified expenses not to exceed $2000 for single filers or $4000 for joint filers.

Prepared By: Quyen Do

Fiscal Analysis

Analysis provided by the Tax Commission:

1B 3086 proposes to amend 68 O.S. §2358 to eliminate the existing $20,000 annual income tax
deduction for nonrecurring adoption expenses incurred by a resident individual taxpayer for the
adoption or proposed adoption! of a minor. A new income tax credit is created to offset 10% of these
expenses, effective for tax years beginning on or after January 1, 2021, The credit is limited to either
$2,000 for a resident taxpayer with a filing status of single or married filing separate, or $4,000 for a
resident taxpayer with a filing status of married filing joint.2

Nonrecurring adoption expenses include (but are not limited to) adoption fees, court costs, medical
expenses, attorney fees and expenses that are directly related to the legal process of adoption of a
child, health and psychological examinations, transportation and reasonable costs of lodging and
food for the child or adoptive parents that are incurred to complete the adoption process and are not
reimbursed by other sources. Attorney fees for litigating a contested adoption and costs for physical
remodeling, renovation and alteration of the adoptive parents” home or property, except for a special
needs child, are excluded from allowable expenses. The Oklahoma Tax Commission is responsible
for creating rules to implement the credit, including a list of specific nonrecurring adoption expenses
that qualify for the credit.



Total adoption-specific expenses published by the Children’s Bureau of the U.S. Department of
Health & Human Services are reflected in Table 1.

Adoption from Foster Care Minimal

Private Agency Adoption 520,000 - 545,000
independent Adoption §15,000 - 540,000
Intercountry Adoption $20,000 - $50,000

Source: https://www.chiidwelfare.gov/pubs/s-cost/

For this analysis, it is assumed that nonrecurring adoption expenses average $22,500.00, Based on
this average, it is estimated that $1,416,000 of the proposed credits would be generated in tax year
2021. Further, an estimate of the cost of the existing deduction (based on tax year 2017 tax return
data) was calculated.?

Assuming similar activity in tax year 2021, a potential net decrease* in income tax collections of

approximately $1,281,000 is expected as a result of this proposal. No changes in withholding or
estimated tax payments are expected; the full impact would occur in FY 22 when the 2021 returns
are filed.

! It is not required for a proposed adoption to result in a decreed adoption.

2 It is assumed that a taxpayer filing as head of houschold could claim a maximum credit of $4,000 for qualified
adoption expenses,

3 A deduction for quatified adoption expense was claimed on 632 income tax returns for a total deduction amount of
approximately $4,429,000. Applying an effective income tax rate of 3.05% to the total deduction results in an
estimated decrease in income tax collections of approximately $135,000 for tax year 2017,

4 Increase of $135,000 due to the elimination of the deduction for adoption expenses and a decrease of $1,416,000
due to the adoption income tax credit, equals a net decrease of income tax collections of $1,281,000.
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Other Considerations

None.
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