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March 20, 2006 

Ms. Patricia Galvan, Initiative Coordinator 
Office of the ~ t t o r n e ~General 
1300 "I" Street, Suite 125 
Post Office Box 944255 
Sacramento, California 94244-2550 

@CEIV& 
MAR 2 9 2006 

INITIATIVECOORDINATOR 
ATTORNEY GENEWL'S c'F!:lE 

Dear Ms. Galvan: 

Please accept this letter as  a request for a title and summary for the enclosed 
proposed Constitutional Amendment / Statutory Initiative. 

We have enclosed the required signed proponents' affidavits, pursuant to California 
Elections Code, Section 9608, including their residential addresses. Also included is 
our estimate of the fiscal impact of the measure. 

Please direct all correspondence and communications regarding the initiative to the 
following address: 

Paul McCauley, CPA 
1640 5th Street, #214 
Santa Monica, California 90401-3309 
Telephone: (310) 230-54 18 Fax: (310)458-1026 
E-mail: pmcca28169@aol.com 

(Hearingimpaired, I prefer all communications via e-mail) 

For your information, Brad Rooker can be reached at  his office which is reflected on 
this letterhead. Additionally,we have enclosed a check in the amount of $200.00. 

Thank you for your time and effort regarding this matter. 

Yours very truly, 

R O Y .~ i n ~ o d , d % r o ~ o n
2 1 0 Auto ntre Drive 
Glendora, CA 9 1740 

e n r  r, Proponent Paul 
~;","d'~uFoOgntreDrive 
Glendora, CA 9 1740 Santa Monica, CA 90401 

enclosures 

BJR:imb/ McCauley.Galvan.1 
opeiu #537/afl-cio-clc 
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Typo INITIATIVE MEASURE TO BE SUBMITTED DIRECTLY TO THE VOTERS 

The Attorney General of California has prepared the following title and 

summary of the chief purpose and points of the proposed measure: 

(Here set forth the title and surnrnary prepared by the Attorney General. This 

title and summary must also be printed across the top of each page of the petition 

whereon signatures are to appear.) 

'TO THE HONORABLE SECRET'ARY Oh' STATEOF CALIFORNIA 
~~Rlert b a  
-;LQ~& 


We, the undersigned, registered, qualified voters of California, residents of 

County (or City and County), hereby propose amendments to the Constitution 

of California and the Revenue and Taxation Code, relating to taxatior~, and petition 

the Secretary of State to submit the same to the voters of California for their adoption 

or rejection at the next succeeding general election or at any special statewide 

election held prior to that general election or otherwise provided by law. The 

proposed full title and text of ineasure read as follows: 

SECTION 1.  This measure shall be known and may be cited as "The 

McCauley-Rooker Tax Equity and Fiscal Responsibility Act." 
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SEC. 2. The people of the State of California find and declare all of the 

following: 

(a) The concentration of private wealth in the hands of the few is inconsistent 

with the tenets of a democratic society. 

(b) Staggering su~ns  of wealth have come to be concentrated in the hands of a 

tiny percentage of the population coinciding with growing poverty for tens of 

millions of Americans, declining living standards and worsening econo111ic insecurity 

for tens of nill lions more, coupled with an intensified assault on social services and an 

ongoing decline in the basic infrastructure of the econolny. 

(c) There has been, since the end of World War I1 especially, a inassive shift in 

wealth and income from the poor and the middle class in America to the rich and 

wealthy arid Californians have not escaped this phenomenon. 

(d) Elected public officials in America are wholly beholdcn to the wealthy and 

financial elites and do their bidding at the expense of the well-being of the body 

politic, and Californians have not escaped this phenomenon. 

(e) California's public officials have been deaf to the need for universal access 

to health care, have driven the cost of public higher education beyond affordability 

for many, and have made the personal income tax increasingly regressive. 

(f) California public officials have, notwithstanding a massive increase in 

population, neglected to provide funds to meet necessaiy and essential infrastructure 

development, repairs, and improvements, including, but not limited to, remedying a 

dysfunctional transportation system. 
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(g) This act serves to level the great disparities in wealth between Californians, 

to restore a progressive personal income tax structure, to provide funds for bullet 

trains, environmental clean up and restoration, and meeting the health insurance 

requirements of all Californians, to substantially reduce the cost of attending 

California's public institutions of higher learning, and to serve other essential public 

needs and purposes. 

SEC. 3. Section 8 is added to Article XIII A of the California Constitution, to 

read: 

SEC. 8 .  (a) The tax imposed under Section 13302 of the Revenue and 

Taxation Code is not a11 ad valorem property tax for purposes of subdivision (a) of 

Section 1 and Section 2. 

(b) Revenues derived from the tax imposed under Section 13302 of the 

Revenue and Taxation (:ode are not "proceeds of taxes" or "(2eneral Fund revenues" 

subject to Sections 8 and 8.5 of Article XVI. 

SEC. 4. Part 8 (commei~cing with Section 13301) of Division 2 of the 

Revenue and Taxation Code is repealed. 

SEC. 5 .  Part 8 (commencing with Sectiot~ 13301) is added to Division 2 of the 

Reven~ieand Taxation Code, to read: 

PART 8. WEALTH TAX 

13301.  For purposes of this part, the following terms have the following 

meanings: 
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(a) "Board" means the Franchise Tax Board. 

(b) "Fund" means tlie Capital Improvelnents Fund established by Section 

13304. 

13302. (a) Chapter 1 1 and Chapter 14 of Subtitle B of the Internal Revenue 

Code, relating to the estate tax, as amended on December 1, 2004, shall apply, except 

as otherwise provided in this part. 

(b) Chapter 1 1  and Chapter 14 of Subtitle B of the Intenial Revenue Code are 

modified as follows: 

( 1 )  The ter~n "taxpayer" shall be substituted for the t e r m  '.executor," 

"decedent," or any combination of those ternis in each place they appear. 

(2) The terin '.January 1 ,  2006" shall be substituted for the terrns "time of 

death," .'date oC death," or any similar terms iii  each place they appeat 

(3) Subdivision (a) of Section 2001 is modified by substifuting the phrase .-the 

taxable estate of each individual" for the phrase "transfer of the taxable estate of 

every decedent who is a citizen or resident of the United States." For purposes of this 

paragraph, both of the following apply: 

(A) For an i~idividual who is a resident of the state on the operative date of this 

section, "taxable estate" nieans the individual's taxable estate 011 January 1 ,  2006, as 
k S  

determined under the Internal Revenue Code and as modified by this pastfif that 

individual was a decedent on January 1, 2006. 

(B) For an individual who is a nonresident on the operative date of this section, 

"taxable estate" Ineans the individual's taxable estate on the operative date of this 

section, as determined under the Internal Revenue Code and as modified by this part, 



03/22/06 04:05 PM 
RN200522075 18 PAGE 5 

P; if that individual was a decedent on the operative date of this section. For purposes of 
P 


this subparagraph, "taxable estate" does not include any property that may not 

constitutionally be included in the taxpayer's taxable estate. 

(4) Subdivision (c) of Section 201 0 does not apply and the applicable credit 

amount against the tax imposed under this part is twenty million dollars 

($20,000,000). 

( 5 ) Section 2033 is modified by adding the following sentence thereto: 

"Neither lninority interest discounts nor lack ofinarketability discounts shall d~minish 

the value of any item included in the gross estate." 

(6) Sections 2055, 2056, 2057, and 2058 do not apply. 

(7) Sections 220 1 to 22 10, inclusive, do not apply. 

13303. (a) On or before July 1, 2 0 ~ 7 ,the board shall develop a return for 

payment of the tax imposed under this part. 

(b) A taxpayer shall file a return for the tax imposed under this part on or 

before Septeinber 30, 2007, and the tax due shall be paid according to the following 

schedule: 

( 1 )  A taxpayer shall pay at least one-third of the amount due on or before 

September 30, 2007. 

(2) A taxpayer shall pay the balance of the amount due on or before September 

30,2008. 

(c) A taxpayer may, on or before September 30, 2007, apply to the board to 

request an extension of not more than six months to file the return required by 

subdivision (a) if that taxpayer remits, at the time of applying for the extension, an 
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amount equal to one-third of the estimated tax that will be due froin that taxpayer 

under Section 13302. The board shall grant the extension if the taxpayer de~nonstrates 

reasonable cause for the extension. 

(d) For purposes of this section, the Legislature may authorize a taxpayer that 

denionstrates reasonable cause as described in subdivision (c) to do either of the 

following: 

(1) Pay all or part of the amount of tax due under this part with property other 

than money that is of equivalent value as described in statute that includes, but is not 

limited to, tangible and intangible property, or any other means, as described in 

statute, that is in the public interest. 

(2) Pay the tax due under this part in installlnents other that1 those installinents 

described in subd~vision (b). 

13304. (a) The Capital Ilnprovernents Fund is hereby created in the State 

Treasury to receive all revenues, net of refunds, derived from the tax ilnposed under 

this part. 

(b) Moneys in the fund shall be used only for the following purposes, in the 

manner provided by law: 

( I )  Capital improvements. 

(2) Retiring state debt. 

13305. Notw~thstanding any other provision of law, the penalties set forth in 

Part 10 (con~mencing with Section 1700 I ) ,  including any alnendlnents thereto, apply 

to this part as follows: 
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(a) Penalties for failing to file a timely return also apply for failing to file a 

timely return as required by Section 13303. 

(b) Penalties for failing to timely pay the tax also apply for failing to timely pay 

the tax imposed under Section 13302. 

(c) Penalties for filing a false or misleading return apply to filing a false or 

misleading return under Section 13303. 

13306. The board inay promulgate regulations to implement this part. 

SEC. 6. Section 17039.1 of the Revenue and Taxation Code is repealed. 

fedme&&-

SEC. 7. Section 17041 of the Revenue and Taxation Code is an~ended to read: 

17041.  (a) There shall be imposed for each taxable year upon the entire 

taxable income of every resident of this state who is not a part-year resident, except 

the head of a household as defined in Section 17042, taxes in the following amounts 

and at the following rates upon the amount of taxable income computed for the 

taxable year as if the resident were a resident of this state for the entire taxable year 

and for all prior taxable years for any carryover items, deferred income, suspended 

losses, or suspended deductions: 

If  the taxable income is: The tax is: 

Not over $3,650 ................................ 1% o f  the taxable inco~nc 
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Over $3,650 but not 
over $8,650 .................................... $36.50 plus 2% of the excess 

over $3,650 
Over $8,650 but not 

over S13,650.................................. $136.50 plus 4% of the excess 
over $8,650 

Over 913,650 but 110t 
over $1 8,950 .................................. $336.50 plus 6% of the excess 

over $13,650 
Over $18,950 but not 

over $23,950 .................................. $654.50 plus 8% of the excess 
over E18,950 

Over $23,950 .................................... $1,054.50 plus 9.3% of the excess 
over S23,950 

(b) (1) There shall be ilnposed for each taxable year upon the taxable incoine of 

every nonresident or part-year resident, except the head of a household as defined in 

Section 17042, a tax as calculated in paragraph (2). 

(2) The tax ilnposed under paragraph (1) shail be calculated by ~nultiplyingtfic 

"taxable incoine of a nonresident or part-year resident," as defined in subdivision (i), 

by a rate (expressed as a percentage) equal to the tax computed under subdivision (a) 

on the entire taxable income of the nonresident or part-year resident as if the 

nonresident or part-year resident were a resident of this state for the taxable year and 

as if the nonresident or part-year resident were a resident of this state for all prior 

taxable years for any casryover items, deferred income, suspended losses, or 

suspended deductions, divided by the amount of that income. 

(c) There shall be ilnposed for each taxable year upon the entire taxable income 

of every resident of this state who is not a part-year resident for that taxable year, 

when the resident is the head of a household, as defined in Section 17042, taxes in the 

following amounts and at the following rates upon the amount of taxable income 
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computed for the taxable year as if the resident were a resident of the state for the 

entire taxable year and for all prior taxable years for carryover items, deferred 

income, suspended losses, or suspended deductions: 

If the taxable income is: The tax is: 
Not over $7,300 ................................ 1% of the taxable incorne 
Over $7,300 but not 

over $17,300 .................................. $73 plus 2% of the excess 

over 57,300 

Over $17,300 but not 
over $22,300 ............................... $273 plus 4% of the excess 

over S 17,300 
Over 622,300 but not 

over $27,600 ................................. $473 plus 6% of the excess 
over S22,300 

Over $27,600 but not 
over $32,600 ............................. .... $79 I plus 8% of the exccss 

over $27,600 
Over $32,600 ................................ S I ,  I9 1 pius 5.3?4 [of thc excess 

over $32,600 

(d) (1) There shall be irnposed for each taxable year upon the taxable incomt: of 

every nonresident or part-year resident when the noi~resident or part-year resident is 

the head of a household, as defined in Section 17042, a tax as calculated in paragraph 

(2). 


(2) The tax imposed under paragraph ( I )  shall be calculated by multiplying the 

"taxable incorne of a nonresident or part-year resident," as defined in subdivision (i), 

by a rate (expressed as a percentage) equal to the tax computed under subdivision (c) 

on the entire taxable incorne of the nonresident or part-year resident as if the 

nonresident or part-year resident were a resident of this state for the taxable year and 

as if the nonresident or part-year resident were a resident of this state for all prior 
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taxable years for any carryover items, deferred income, suspended losses, or 

suspended deductions, divided by the amount of that income. 

(e) There shall be imposed for each taxable year upon the taxable income of 

every estate, trust, or colninon trust fund taxes equal to the amount computed under 

subdivision (a) for an individual having the same amount of taxable income. 

(0%Atax imposed by this part is not a surtax. 

(g) ( I )  Section 1(g) of the Internal Revenue Code, relating to certain unearned 

income of minor children taxed as if the parent's income, shall apply, except as 

otherwise provided. 

(2) Section 1(g)(7)(B)(ii)(II) of the Internal Revenue Code, relating to income 

included on parent's return, is modified, for purposes of this part. by substituting ' -1  

percent" for "15 percent." 

(h) For each taxable year beginning on or after January 1, 1988, and befctre 

January 1. 2007, the Franchise Tax Board shall recompute the income tax brackets 

prescribed in subdivisions (a) and (c). That computation shall be ~nade  as follows: 

(1)  The California Department of Industrial Relations shall transmit annually to 

the Franchise Tax Board the percentage change in the California Consunler Price 

Index for all iteins fro111 June of the prior calendar year to June of the current calendar 

year, no later than August I of the current calendar year. 

(2) The Franchise Tax Board shall do both of the fol lowi~~g: 

(A) Compute an inflation adjustment factor by adding 100 percent to the 

percentage change figure that is furnished pursuant to paragraph (1) and dividing the 

result by 100. 
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(B) Multiply the preceding taxable year income tax brackets by the inflation 

adjustment factor determined in subparagraph (A) and round off the resulting 

products to the nearest one dollar ($1). 

(i) (1) For purposes of this part, the term "taxable income of a nonresident or 

part-year resident" includes each of the following: 

(A) For any part of the taxable year during which the taxpayer was a resident of 

this state (as defined by Section 170 14), all items of gross income and all deductions, 

regardless of source. 

(B) For any part of the taxable year during which the taxpayer was not a 

resident of this state, gross income and deductions derived from sources within this 

state, determined in accordance with Article 9 of Chapter 3 (com~rjenc~ngwith 

Section 1730 1 ) and Chapter 1 1 (co~n~~nencingwith Section 1795 1). 

(2) For purposes of COI-np~iting"taxable income of a nonresident or part-year 

resident" under paragraph ( I ) ,  the amount of any net operating loss sustained in any 

taxable year during any part of which the taxpayer was not a resident of this state 

shall be limited to the sum of the following: 

(A) The amount of the loss attributable to the part of the taxable year in which 

the taxpayer was a resident. 

(B) The amount of the loss which, during the part of the taxable year the 

taxpayer is not a resident, is attributable to California source income and deductions 

allowable in arriving at taxable income of a nonresident or part-year resident. 

(3) For purposes of computing "taxable income of a nonresident or part-year 

resident" under paragraph (I),  any carryover items, deferred income, suspended 
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losses, or suspended deductions shall only be includable or allowable to the extent 

that the carryover item, deferred income, suspended loss, or s~lspended deduction was 

derived from sources within this state, calculated as if the nonresident or part-year 

resident, for the portion of the year he or she was a nonresident, had been a 

nonresident for all prior years. 

(-11For each taxable year beginning on and after January 1.2007, there shall be 

iinposed on every taxpayer who is a resident of this state for any portion of the 

taxable year, in addition to all other taxes provided for in this section, a tax in the 

amount of I 5 percent of the taxpayer's taxable incoine for taxpayers whose adj~lsted 

gross income exceeds two hundred fifty thousand dollars ($250,000) in the case of 

married taxpayers fltliw-ioint tax rztiims. or two hundred thousand doliars ~$200,000) 

in the case of single taxpayers and taxpayers fiiing. as head of household. Married 

taxpayers filing. separate tax_returns .wiil_each be liable for the additional tax iinposeci 

under this subdivision if the combined adiusted gross income of b o t h m u s e s  exceeds 

two hundred fifty thousa~ld dollars ($250,000). 

SEC. 8. Section 17048 of the Revenue and Taxation Code is repealed. 
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SEC. 9. Sect~on17052 2 of the Revenue and Taxat~on Code IS repealed 

7 7  /5L.L [ 

b- 1, 2 0 f i Y , :,2f/UH; 

-efe&di--:ax .. ..:&-
* . ~ ~ - 8 - 1 - f f 

v 

(1)  z 
b-


6% C C 




03/22/06 04:05 PM 

RN200522075 18 PAGE 14 




03/22/06 04:05 PM 

RN200522075 18 PAGE 15 




03/22/06 04:05 PM 
RN200.522075 18 PAGE 16 

SEC. 10. Sectlon 17052.10 of the Revenue and Taxation Code is repealed. 

47052.18. (a) )y. 
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SEC. 1 I .  Section 17053.5 of the Revenue and Taxation Code is amended to 

read: 
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f 7053.5. (a) (1) For a qualified renter, there shall be allowed a credit against 

his or her "net taxV(as defined in Section 17039). The amount of the credit- 

f€dknwk - shall be equal to-

one thousand dollars ($1.000) if adjusted gross income is fifty 

thousand dollars ($50,000) or less. 

a a ($25,-

(2) Except as provided in subdivision (b). a husband and wife shall receive but 

one credit under this section. If the husband and wife file separate reri:rns, the credit 

tnay be taken by either or equally divided between thetn, except as follows: 

(A) If one spouse was a resident for the entire taxable year and the other spouse 

was a nonresident for part or all of the taxablc year, the resident spouse shall be 

allowed one-half the credit allowed to inarried persons and the nonresident spouse 

shall be permitted one-half the credit allowed to married persons, prorated as 

provided in subdivision (e). 

(B) If both spouses were nonresidents for part of the taxable year, the credit 

allowed to married persons shall be dividcd cq~lally between thein subject to the 

proration provided in subdivision (e). 

(b) For a husband and wife, if each spouse maintained a separate place of 

residence and resided in this state during the entire taxable year, each spouse will be 
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allowed one-half the full credit allowed to married persons provided in subdivision 

(a). 

(c) For purposes of this section, a "qualified renter" means an individual who: 

(1) Was a resident of this state, as defined in Section 170 14, and 

(2) Rented and occupied premises in this state which constituted his or her 

principal place of residence during at least 50 percent of the taxable year. 

(d) The tern1 "qualified renter" does not include any of the following: 

(1) An individual who for more than 50 percent of the taxable year rented and 

occupied premises that were exempt from property taxes, except that an individual, 

otherwise qualified, is deemed a qualified renter if he or she or his or her landlord 

. 	 .pays possessory interest taxes, or the owner of those premises makes payrnellts in iieu 

of property taxes that are substantially equivalent to property taxes paid on properties 

.of comparable market vaiue. 

(2) An individual whose principal place of residence for more than 50 percent 

of the taxable year is with any other person who claimed such individual as a 

dependent for income tax purposes. 

(3) An individual who has been granted or whose spouse has been granted the 

homeowners' property tax exemption during the taxable year. This paragraph does 

not apply to an individual whose spouse has been granted the homeowners' property 

tax exe~nption if each spouse maintained a separate residence for the entire taxable 

year. 

(e) Any otherwise qualified renter who is a nonresident for any portion of the 

taxable year shall claim the credits set forth in subdivision (a) at the rate of 



03/22/06 04:05 PM 
RN200522075 18 PAGE 2 1 

one-twelfth of those credits for each full month that individual resided within this 

state during the taxable year. 

(f) Every person claiming the credit provided in this section shall, as part of 

that claim, and under penalty of perjury, furnish that infonnation as the Franchise Tax 

Board prescribes on a fonn supplied by the board. 

(g) The credit provided in this section shall be claimed on returns in the form as 

the Franchise Tax Board may from tirne to time prescribe. 

(h) For the purposes of this section, the term "premises" means a house or a 

dwelling unit used to provide living acco~nmodations in a building or structure and 

the land incidental thereto, but does not include land only, unless the dwelling unit is 

a mobilehome. The credit is not allowed for any taxable year for the rental of kind 

upon which a ~nobilehorne is located if the mobtleho~ge has been granted a 

homeowners' exemption under Section 2 18 in that year. 

(i) This section shall become operative on January 1, 1998, and applies to any 

taxable year beginning on or after January 1, 1998. 
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(2) T	 T 

( 3 )  T	 T (El sf 
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: 	 SEC. 12. Section 17053.6 of the Revenue and Taxation Code is repealed. 
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SEC. 13. Section 17053.7 of the Revenue and Taxation Code is repealed. 
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SEC. 14. Section 17053.12 of the Revenue and Taxation Code is repealed. 
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SEC. 15. Section 17053.14 of the Revenue and Taxation Code is repealed. 
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SEC. 16. Section 17053.30 of the Revenue and Taxation Code is repealed. 
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SEC. 17. Section 17053.33 of the Revenue and Taxation Code is repealed. 
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SEC. 18. Section 17053.34 of the Revenue and Taxation Code is repealed. 

-4 
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SEC. 19. Section 17053.36 of the Revenue and Taxation Code is repealed. 
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SEC. 20. Section 17053.37 of the Revenue and Taxation Code is repealed. 
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SEC. 2 1 .  Section 17053.42 of the Revenue and Code is repealed. 
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SEC. 22. Section 17053.45 of the Revenue and Taxation Code is repealed. 
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SEC. 23. Section 17053.46 of the Revenue and Taxation Code is repealed, 
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SEC. 24. Section 17053.47 of the Revenue and Taxation Code is repealed. 
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SEC. 25.  Section 17053.57 of the Revenus and Taxation Code is repealed. 
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SEC. 26. Section 17053.62 of the Revenue and Taxation Code is repealed. 
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SEC. 27. Section 17053.70 of the Revenue and Taxation Code is repealed. 
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SEC. 28. Section 17053.74 of the Revenue and Taxation Code is repealed. 
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SEC. 29. Section 17053.75 of the Revenue and Taxation Cocie is repealed. 
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SEC. 30. Section 17053.84 of the Revenue and Taxation Code is repealed. 
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SEC. 31. Section 17054 of the Revenue and Taxation Code is repealed. 
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SEC. 32. Section 17054.1 of the Revenue and Taxation Code is repealed. 
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SEC. 33. Section 17054.5 of the Revenue and Taxation Code is repealed. 
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SEC. 34. Section 17054.7 of the Revenue and Taxation Code is repealed. 
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SEC. 35. Section 17057.5 of the Revenue and Taxation Code is repealed. 

SEC. 36. Section 17058 of the R-evenue and Taxation Code is repealed. 
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SEC. 37. Chapter 2.1 (commencing with Section 17062) of Part 10 of 

Division 2 of the Revenue and Taxation Code is repealed. 

SEC. 38. Section 17065 is added to the Revenue and Taxation Code, to read: 

17065. (a) For each taxable year beginning on or after January 1, 2007, there 

shall be allowed as a credit against the "net tax," as defined in Sectioi~ 17039, due on 

the final return filed for a qualified person of the lesser of the following two amounts: 

( 1 )  Five nill lion five hundred five thousarid eight hundred dollars ($5,505,800). 

(2) The tax that would have been payable by the estate of a q~~alified pcrson 

under Chapter 1 1  of Subtitle B of the Internal Revenue Code, relating to the estate 

tax, as amended on December 1, 2004, if the credit allowed under Section 20 10 of the 

Internal Revenue Code was five million five hundred five thousalld eight hundred 

dollars ($5,505,800). 

(b) For purposes of this sect~on, "qualified person" means a deceased person 

whose estate is required to pay a tax under Chapter 1 1  of Subtitle B of the Ir~ternal 

Revenue Code, relating to the estate tax, or any successor to that chapter. 

(c) In the case of a qualified person whose credit under this section exceeds the 

qualified person's tax liability computed under this part, the excess shall be credited 
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against other amounts due, if any, from the qualified person and the balance, if any, 

shall be refunded to the qualified person's estate. 

(d) Notwithstanding Section 13340 of the Government Code, moneys in the 

General Fund are hereby appropriated, without regard to fiscal years, to the 

Controller to make the refund payments required by subdivision (c). 

SEC. 39. Section 17065.1 is added to the Revenue and Taxation Code, to 

read: 

17065.1. (a) (1) For each taxable year beginning on or after January 1, 2007, 

if federal law imposes a tax on the credit amount provided under Section 17065, there 

shall be allowed as a credit against the "net tax," as defined in Section 17039, due on 

the final return filed for a qualified person an amount equal to the additional tax paid 

by the qualified person or his or her estate under federal law. 

(2) Notwithstanding any other provisron of law, the sum total a~nount of the 

credit provided under this section and Section 17065 shall not exceed the total 

amount of the tax payable by the qualified person and his or her estate under a federal 

law described in paragraph (1) and Chapter 11 of Subtitle B of the Internal Revenue 

Code, relating to the estate tax, or any successor to that chapter. 

(b) For purposes of this section, "q~talified person" has the same meaning as 

specified in Section 17065. 

(c) In the case of a qualified person whose credit provided under this section 

exceeds the qualified person's tax liability cornputed under this part, the excess shall 

be credited against other amounts due, if any, from the qualified person and the 

balance, if any, shall be refunded to the qualified person's estate. 
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(d) Notwithstanding Section 13340 of the Government Code, moneys in the 

General Fund are hereby appropriated, without regard to fiscal years, to the 

Controller to make the refund payments required by subdivision (c). 

SEC. 40. Section 17065.2 is added to the Revenue and Taxation Code, to 

read: 

17065.2. (a) For each taxable year beginning on or after January 1, 2007, 

there shall be allowed as a credit against the "net tax," as defined in Section 17039, 

an amount equal to the qualified loss incurred by the taxpayer during the taxable year 

from a qualified rental prope~ty. 

(b) For purposes of this section, the following terms have the following 

meanings: 

(1) "Qualified loss" means the difference between the fcilowing t ~ 1 3amounts: 

(A) The average fair market value of a one year. lease for the qmlified rental 

property during the taxable year. 

(B) The actual amount of rent that was required to be paid by the tenant to the 

owner of the qualified rental property during the taxable year. 

(2) "Qualified rental property" means a parcel of real property that is offered 

for rent in the state and that meets both of the following conditions: 

(A) The parcel was occupied by a tenant during the ent~re taxable year. 

(B) A law restricts the amount of rent that the owner of the parcel may charge 

for the parcel. 

(c) In the case of a taxpayer whose credit under this section exceeds the 

taxpayer's tax liability colnputed under this part, the excess shall be credited against 
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other amounts due, if any, from the taxpayer and the balance, if any, shall be refunded 

to the taxpayer. 

(d) Notwithstanding Section 13340 of the Government Code, moneys in the 

General Fund are hereby appropriated, witliout regard to fiscal years, to the 

Controller to make the refund payments required by subdivision (c). 

(e) Notwithstanding subdivision (a), a taxpayer that claims a qualified loss 

credit under this section that exceeds by 20 percent or more the actual amount of the 

qualified loss finally determined by the taxing authorities or by any reviewing body 

of competent jurisdiction, or the qualified loss agreed upon by the taxpayer and these 

taxing autllorities or a reviewing body, shall not receive the credit under this section 

for that taxable year. 

SEC. 41. Section 17065.3 is added to the R e v c ~ ~ u e  and Taxation Cocie, to 

read: 

17065.3. (a) For each taxable year beginning on or after January I, 2007, 

there shall be allowed as a credit against the "net tax," as defined in Section 17039, 

for a qualified person an amount equal to the teacher credit amount. 

(b) For purposes of this section, the following terms have the following 

meanings: 

(1) "Qualified person" means a person who teaches in a public or private 

postsecondary institution in the state or a public or private kindergarten, elementary, 

secondary, or vocational-technical scl~ooi in the state. 

(2) *'Teacher credit ainount" means a11 amount equal to 30 percent of the total 

remuneration received by the qualified person during the taxable year for providing 
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teaching services, not to exceed 30 percent of the wages subject to tax under the 

Federal Insurance Contributions Act (26 U.S.C. Sec. 3 101 and following). 

(c) In the case of a qualified person whose credit under this section exceeds the 

person's tax liability computed itnder this part, the excess shall be credited against 

other amounts due, if any, from the person and the balance, if any, shall be refunded 

to the person. 

(d) Notwithstanding Section 13340 of the Governrncnt Code, moneys in the 

General Fund are hereby appropriated, without regard to fiscal years, to the 

Controller to make the refund payments required by subdtvlsion (c). 

(e) This section shall be broadly construed to accomplish its purpose of 

providing a substantial supplement to thc annual compensation of those er~gagcd fi~ti 

or part-time in the honor-able profession ol' teaching. Its further purpose is to elevatz 

the co~r~pensation levels of reaching professionals who havc heretofore not hcen 

compensated as professionals. 

SEC. 42. Section 17065.4 is added to the Revenue and Taxatlo11 Codc, to 

read: 

17065.4. (a) For each taxable year beglnn~ng on or afier January 1 ,  2007, 

there shall be allowed as a credlt against the "net tax," as defined in Section 17039, 

an amount equal to the higher education costs cred~t  amount. 

(b) For purposes of this section, the following terms have the following 

meanings: 
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(1) "Higher education costs credit amount" m a n s  an amount equal to 85 

percent of the applicable costs paid or incurred by the taxpayer during the taxable 

year. 

(2) (A) ';4pplicable costs" means the tuition and fees paid or incurred by the 

taxpayer during the taxable year for any person, including the taxpayer and any other 

person regardless of the person's relationship to the taxpayer, at a Califorilia campus 

of the University of California, a cornrnunity college, or other public university or 

public college. 

(B) Notwithstanding subparagraph (A), "applicable costs" do not include any 

of the following: 

(i) Tuition or fees for which the taxpayer received reimbursement by a grant. 

scholarship, fellowship, gift, or a silnllar i b r ~ n  of reirnburserneni. 

(ii) Tuition and fees paid or incurred during the taxable year that exceed the 

following amounts: 

(I) For undergraduate studies at a campus of the University of California, eight 

thousand dollars ($8,000). 

(11) For studies at graduate and professional schools at a campus of the 

University of California, eighteen thousand dollars ($18,000). 

(111) For studies at a co~nl~lunity college, one thousand dollars ($1,000). 

(IV) For studies at a public university or public college not described in 

subclauses (I) to (III), inclusive, four thousand dollars ($4,000). 

(c) In the case of a taxpayer whose credit under this section exceeds the 

taxpayer's tax liability compiited under this part, the excess shall be credited against 
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other amounts due, if any, from the taxpayer and the balance, if any, shall be refunded 

to the taxpayer. 

(d) Notwithstanding Section 13340 of the Government Code, moneys in the 

General Fund are hereby appropriated, without regard to fiscal years, to the 

Controller to make the refund payments required by subdivision (c). 

SEC. 43. Section 17065.5 is added to the Revenue and Taxation Code, to 

read: 

17065.5. (a) Except as otherwise provided in paragraph (2) of subdivision (c), 

for each taxable year beginning on or after January 1, 2007, there shall be allowed as 

a credit against the "net tax;' as defined in Section 17039, due 011the final return filed 

for a deceased person who donated a body part that was accepted for- transplantaticrl 

purposes in an amount deter~nined under subdivision (bj, nclt to exceed five thousanif 

dollars ($5,000). 

(b) The amount of the credit under subdivision (a) shall be equal to the 

following applicable amounts: 

(1) If the deceased person donated a heart, kidney, liver, lung, pancreas, or 

other vital body organ that was accepted for transplant, five thousand dollars 

($5,000). 

(2) If the deceased person donated a body part that is not described in 

paragraph (1)  and that body part was accepted for transplant, five hundred dollars 

($500). 

(c) (1) Except as provided otherwise in paragraph (2), in the case of a taxpayer 

whose credit under this section exceeds the taxpayer's tax liability computed under 
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this part, the excess shall be credited against other anlounts due, if any, from the 

taxpayer and the balance, if any, shall be refunded to the taxpayer. 

(2) A surviving family member of a deceased person who donated a heart, 

kidney, liver, lung, pancreas, or other vital body organ that was accepted for 

transplant may, in lieu of the credit allowed to that deceased person under subdivision 

(a), apply to the Controller for the i~nlnediate payment of five thousand dollars 

($5,000). The Controller shall, no more than 72 hours afier receiving the application, 

pay that surviving fanlily member that amount if he or she de~nonstrates that the 

funds are needed for the donor's funeral or medical expenses. 

(d) Notwithstanding Section 13340 of the Government Code, moneys in the 

iieneral Fund are hereby appropriated, without regard to fiscal years, to the 

Controller to make the refund and other payments required by subdivrsion (c). 

(e) The people find and declare that the intent of this section is to encourage 

donations of hearts, kidneys, pancreases, livers, and other vital organs and reusable 

body parts. 

SEC. 44. Section 17065.6 is added to the Revenuc and Taxation Code, to 

read: 

17065.6. (a) For each taxable year beginning on or afier Jani~ary 1 ,  2007, 

there shall be allowed as a credit against the "net tax," as defined in Section 17039, 

an amount equal to the health care costs credit anlount to a taxpayer that is a resident 

of the state. 

(b) For purposes of this section, the following t e r m  have the following 

meanings: 
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(1) "Health care costs credit amount" means an amount equal to the 85 percent 

of the amount paid or incurred by the taxpayer during the taxable year for health 

insurance or a health care service plan for members of the taxpayer's household and 

the taxpayer's dependents. The amount described in this paragraph shall not exceed 

eight thousand dollars ($8,000). 

(2) "Health insurance" and "health care service plan" do not include Medicare, 

Medi-Cal, or Medicaid. 

(c) Only one taxpayer per housetiold is allowed the credit authorized by this 

section. 

(d) In the case o f a  taxpayer whose credit under this section exceeds the 

taxpayer's tax liability computed under this part, the excess shall be credited against 

other amounts due, if any, from the taxpayer and the balance, if any, shall be refunded 

to the taxpayer. 

(e) Notwithstanding Section 13340 of the Government Code, moneys in the 

General Fund are hereby appropriated, without regard to fiscal years, to the 

Controller to make the refund payments required by subdivision (d). 

(f) Notwithstanding any other law, in lie~i of the tax credit authorized by this 

section, the Legislature may enact a statute to establish a policy or policies of health 

insurance or a health care service plan that provides a rnini~nal or specified package 

of benefits and require eligible taxpayers to accept a voucher with which to purchase 

the policy or policies. 

SEC. 45. Section 17065.7 is added to the Revenue and Taxation Code, to 

read: 
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17065.7. (a) For each taxable year beginning on or after January 1,2007, 

there shall be allowed as a credit against the "net tax," as defined in Section 17039, 

an amount equal to the Medicare costs credit amount to a taxpayer that is a resident of 

the state. 

(b) For purposes of this section, "Medicare costs credit amount" means the sum 

of the following applicable amounts: 

( I )  An ainount equal to the 85 percent of the amount paid or incurred by the 

taxpayer during the taxable year for premiu~ns under Medicare Parts A, B, and D. 

(2) An amount equal to 50 percent of the amount paid or incurred by the 

taxpayer during the taxable year for a ~nedigap policy. The amount described in this 

paragraph shall not exceed two thousand five hundred dollars ($2,500). 

(c) In the case of a taxpayer whose credit under this section exceeds the 

taxpayer's tax iiability computed under this part, the excess shall be credited against 

other amounts due, if any, frorn the taxpayer and the balance, if any, shall be refunded 

to the taxpayer. 

(d) Notwithstanding Section 13340 of the Governrncnt Code, moneys in the 

General Fund are hereby appropriated, without regard to fiscal years, to the 

Controller to ilnake the refund payinents required by subdivision (c). 

(e) Notwithstanding any other law, in lieu of the tax credit authorized by this 

section, the Legislature may enact a statute to establish a policy or policies of health 

insurance or a health care service plan that provides a minimal or specified package 

of benefits and require eligible taxpayers to accept a voucher with which to p~irchase 

the policy or policies. 
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SEC. 46. Section 17065.8 is added to the Revenue and Taxation Code, to 

read: 

17065.8. (a) For each taxable year beginning on or after January 1 ,  2007, 

there shall be allowed as a credit against the "net tax," as defined in Section 17039, 

an amount equal to the property tax credit amount to a taxpayer that is a resident of 

the state. 

(b) For purposes of this section, all of the following apply: 

( I )  '-Ad valorern property taxes" rneans the taxes described in Section 1 of 

Article XI11 A of the California Constitution. 

(2) "Property tax credit amount" rneans the amount by which the ad valorem 

property taxes paid by the taxpayer on his or her principal residence during the 

taxable year exceed 1 percent of the taxpayer's adjusted gross irizome. ?'he amoi!nf 

described in this paragraph shall not exceed five thousand dollars ($5,000). 

(3) "Resident" does not include a part-year resident. 

(4) Notwithstandi~ig any other law, married taxpayers shall be allowed the 

credit authorized by this section only if the couple files a joint tax return for the 

taxable year for which the credit is claimed. 

(c) In the case of a taxpayer whose credit under this scction exceeds the 

taxpayer's tax liability computed under this part, the excess shall be credited against 

other amounts due, if any, froin the taxpayer and the balance, if any, shall be refunded 

to the taxpayer. 
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(d) Notwithstanding Section 13340 of the Governinent Code, moneys in the 

General Fund are hereby appropriated, without regard to fiscal years, to the 

Controller to make the refund payments required by subdivision (c). 

SEC. 47. Section 17073.5 of the Revenue and Taxation Code is repealed. 
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SEC. 48. Section 17083 of the Revenue and Taxation Code is repealed. 

SEC. 49. Section 17 131.3 is added to the Revenue and Taxation Code, to 

read: 
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17 13 1.3. Gross income does not include payments received by an estate under 

subdivision (d) of Section 17065 and subdivision (d) of Section 17065.1. 

SEC. 50. Section 17299.95 is added to the Revenue and Taxation Code, to 

read: 

17299.95. (a) For each taxable year beginning on and after January 1, 2007, 

Sections 167, 168, 169, 1245, and 1250 of the Internal Revenue Code apply to 

qualified property. 

(b) For purposes of this section, "qualified property" means both of the 

following that are first placed in service on or after January I ,  2007: 

(1) Property used in a trade or business. 

(2) Property used for the production of income. 

(c) The Franchise Tax Board shall identify the statutory changes necessary to 

implement this section and shall, on or before .March 15,2007, repost these changes 

to each house of the Legislature. 

SEC. 5 1. Section 17561 of the Revenue and Taxation Code is amended to 

read: 

17561. ( a ) l 

>Section , 502 of the Tax 

Reform Act of 1986 (Public Law 99-5 14) shall apply. 

( I >  T Y 5 2.12. 
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(b) For taxable years beginning on or after January 1,  1987, the provisions of 

Section 102 12 of Public Law 100-203, relating to treatment of publicly traded 

partnerships under Section 469 of the Internal Revenue Code, shall be applicable. 

SEC. 52. Section 23 151 of the Revenue and Taxation Code is amended to 

read: 

23 15 1. (a) With the exception of banks and financial corporations, every 

corporation doing business within the limits of this state and not expressly exempted 

from taxation by the provisions of the Constitution of this state or by this part, shall 

annually pay to the state, for the privilege of exercising its corporate franchises within 

this state, a tax according to or ~ncasured by its net Income, to be conlputed at the rate 

of 7.6 percent upon the basis of its net incorne for the next preceding income year, or 

i f  greater, the rntnilnum tax specified in Section 23 i 53. 

(t)) For calendar or fiscal years ending after June 30, 1973, the rate of tax shall 

bc 9 percent instead of 7.6 percent as provided by subdivision (a). 

(c) For calendar or fiscal years ending in 1980 to 1986, inclusive, the rate of tax 

shall be 9.6 percent. 

(d) For calendar or fiscal years ending in 1987 to 1996, inclusive, and for any 

income year beginning before January 1, 1997, the tax rate shall be 9.3 pcrcent. 

(e) For any incorne year beginning on or after January 1, 1997, the tax rate 

shall be 8.84 percent. Tlie change in rate provided in this silbdivision shall be made 

without proration otherwise required by Section 2425 1.  

(f) (1) For the first taxable year beginning on or after January 1, 2000, the tax 

imposed under this section shall be the sum of both of the following: 
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(A) A tax according to or measured by net income, to be computed at the rate 

of 8.84 percent upon the basis of the net income for the next preceding income year, 

but not less than the lninilnurn tax specified in Section 23 153. 

(B) A tax according to or measured by net income, to be computed at the rate 

of 8.84 percent upon the basis of the net income for the first taxable year beginning 

on or after January 1, 2000, but not less than the lninilnu~n tax specified in Section 

23 153. 

(2) Except as provided in paragraph ( I ) ,  for taxable years beginning on or after 

January 1 ,  2000, the tax imposed under this section shall be a tax according to or 

measured by net income, to be co~nputed at the rate of 8.84 percent upon the basis of 

the net incolne for that taxable year, but not less than thc irlinimu~n tax specified in 

Section 23 153. 

&)For each taxable year beginning; on or after Januasy j, 2007, the tax 

imposed under this section shall be a tax according to or measured by net income, to 

be computed at the rate of 4 percent upon the basis of the net incolne for the taxable 

year, but not less than the minilnu~n tax specified in Section 23 153. 

SEC. 53. Section 23 153 of the Revenue and Taxation Code is amended to 

read: 

23 153. (a) Every corporation described in subdivision (b) shall be subject to 

the minirnum franchise tax specified in subdivision (d) from the earlier of the date of 

incorporation, qualification, or colnlnencing to do business within this state, until the 

effective date of dissolution or withdrawal as provided in Section 2333 1 or, if later, 

the date the corporation ceases to do business within the limits of this state. 
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(b) Unless expressly exempted by this part or the California Constitution, 

subdivision (a) shall apply to each of the following: 

(1) Every corporation that is incorporated under the laws of this state. 

(2) Every corporation that is qualified to transact intrastate business in this state 

pursuant to Chapter 2 1 (commencing with Section 2 100) of Division I of Title 1 of 

the Corporations Code. 

(3) Every corporation that is doing business in this state. 

(c) The following entities are not subject to the lninilnuln franchise tax 

specified in this section: 

(1) Credit unions. 

(2) Nonprofit cooperative associ,-rtions organized purstla~it to Chapter 1 

(commencing with Section 5400 1) of Di\ Ision 20 of the Food and Agricultural Code 

that have been issued the certificate of the board of supervi:iors prepared pursuant to 

Section 54042 of the Food and Agricultural Code. The association shall be exempt 

from the minimum franchise tax for five consecutive taxable years, commencing with 

the first taxable year for which the certificate is issued pursuant to subdivision (b) of 

Section 54042 of the Food and Agricultural Code. This paragraph only applies to 

nonprofit cooperative associations organized on or after January 1, 1994. 

(d) (1) Except as provided in paragraph (2), paragraph ( I )  of subdivisionff)m 

of Section 23 15I, paragraph (1) of subdivision (f) of Section 23 18 1, and paragraph 

(1) of subdivision (c) of Section 23 183, corporations subject to the minimum -Ganchise tax shall pay annually to the state a ininiinuin franchise tax of-

two hundred fifty dollars ($250). 
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(2) The rnini~nu~n franchise tax shall be twenty-five dollars ($25) for each of 

the following: 

(A) A corporation formed under the laws of this state whose principal business 

whet1 fonlxed was gold mining, which is inactive and has not done business within the 

limits of the state since 1950. 

(B) A corporation for~ned under the laws of this state whose principal business 

when formed was quicksilver mining, which is inactive and has not done business 

within the limits of the state since 1971, or has been inactive for a period of 24 

consecutive months or more. 

(3) For purposes of paragraph (2), a corporation sl~all not be considered to have 

done business if it engages in other than mining. 

(e) Notwithstanding subdivision (a), for taxable years beginning 011or after 

January 1, 1999, and before January t ,  2000, every "q~ialified ncu corporalion" shall 

pay annually to the state a rninimu~n fi-anchise tax of five hundred dollars ($500) for 

the second taxable year. This subdivision shall apply to any corporation that is a 

qualified new corporation and is incorporated on or after January 1, 1999, and before 

January 1,2000. 

(1) The determination of the gross receipts of a corporation, for purposes of this 

subdivision, shall be made by including the gross receipts of each lnelnbcr of the 

comlnonly controlled group, as defined in Section 25 105, of which the corporation is 

a ~nernber. 

(2) "Gross receipts, less returns and allowances repor-table to this state," means 

the sum of the gross receipts from the production of business income, as defined in 
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subdivision (a) of Section 25 120, and the gross receipts from the production of 

~lonbusiness income, as defined in subdivision (d) of Section 25 120. 

(3) "Qualified new corporation" means a corporation that is incorporated under 

the laws of this state or has qualified to transact intrastate business in this state, that 

begins b~tsiness operations at or after the time of its incorporation and that reasonably 

estimates that it will have gross receipts, less returns and allowances, reportable to 

this state for the taxable year of one million dollars ($1,000,000) or less. "Qualified 

new corporation" does not include any corporation that began business operations as 

a sole proprietorship, a partnership, or any other forill of b~~siness  entity prior to its 

incorporation. This subdivision shall not apply to any corporation that reorganizes 

solely for the purpose of reducing its r n i n i l n ~ ~ ~ n  franchise tax. 

(4j This subdivisio~i shall not apply to Iilnited partnerships, as defined in 

S.ection 17935, lirnited liability companies, as defiiled in Section 1794 1 , lirnited 

liability partnerships, as defined in Section 17948, charitable organizations, as 

described in Section 23703, regulated investment companies, as defined in Section 

85 1 of the Internal Revenue Code, real estate investment trusts, as defined in Section 

856 of the Internal Revenue Code, real estate mortgage investilient conduits, as 

defined in Section 860D of the Internal Revcni~e Code, financial asset securitization 

invest~nent trusts, as defined in Section 860L of the Internal Revenue Code, q~lalified 

Subchapter S subsidiaries, as defined in Section 136l(b)(3) of the Internal Revenue 

Code, or to the formation of any subsidiary corporatio~~, to the extent applicable. 

(5) For any taxable year beginning on or after January 1 ,  1999, and before 

January 1, 2000, if a corporation has qualified to pay five hundred dollars ($500) for 
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the second taxable year under this subdivision, but in its second taxable year, the 

corporation's gross receipts, as determined under paragraphs (1)  and (2),exceed one 

nill lion dollars ($1,000,000), an additional tax in the arnount equal to three hundred 

dollars ($300) for the second taxable year shall be due and payable by the corporation 

on the due date of its return, without regard to extension, for that year. 

(f) (1) Notwithstanding subdivision (a), every corporation that incorporates or 

qualifies to do business in this state on or after January 1 ,  2000, shall not be s~ibject to 

the tnini~nuin franchise tax for its first taxable year. 

(2) This s~ibdivisio~l shall not apply to limited partnerships, as defined in 

Section 17935, limited liability companies, as defined in Section 17941, limited 

liability partt~erships. as defined in Section 17948, cl~aritable organizations, as 

described in Section 23703, regulated investment coinpanies, ;is defined in Section 

85 1 of tiie Internal Revenue Code, real estate investment tr-tlstc;, as defined in Sectior- 

856 of the Internal Revenue Code, real estate mortgage invest~nent conduits, as 

defined in Section 860D of the Inter11al Revenue Code, financial asset securitization 

investment trusts, as defined in Section 860L of the Internal Revenue Code, and 

qualified Subchapter S subsidiaries, as defined in Section 136 1(b)(3) of the Internal 

Revenue Code, to the extent applicable. 

(3) This subdivision stla11 not apply to any corporation that reorganizes solely 

for the purpose of avoiding payment of its tninirnum franchise tax. 

(g) Notwithstanding subdivision (a), a domestic corporation, as defined in 

Section 167 of the Corporations Code, that files a certificate of dissolution in the 

office of the Secretary of State pursuant to subdivision (c) of Section 1905 of the 
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Corporations Code and that does not thereafter do business shall not be subject to the 

tninirnum franchise tax for taxable years beginning on or after the date of that filing. 

(h) The miniinurn franchise tax imposed by paragraph (1) of subdivision (d) 

shall not be increased by the Legislature by more than 10 percent during any calendar 

year. 

SEC. 54. The heading ofArticle 9 (commencing with Section 23361) of 

Chapter 2 of Part 11 of Division 2 of the Revenue and Taxation Code is amended to 

read: 

Article 9. Affi l iated4kkm& Groups 

SEC. 55. Section 2336 1 of the Revenue and 1'Bxation Code is amended to 

read: 

2336 1 .  "Affiliated group" means one or more chains of corporations 

connected through stock ownership with a common parent corporation if during the 

period when the income was accrued or realized and on the 16th day of the first 

month after the close of the taxable year- 

(a) At least SO percent of the stock of each of the corporations, except the 

cornrnon parent corporation, is owned directly by one or more of the other 

corporations; and 

(b) The comn~ort parent corporation owns directly at least SO percent of the 

stock of at least one of the other cot-porati~ns+~ 
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The provisions of this section shall not preclude the application of Chapter 17 

(commencing with Section 25 101)of this part. 
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"Stock?' does fiot include nonvoting stock which is limited and preferred as to 

dividends. 

SEC. 56.  Section 23362 of the Revenue and Taxation Code is arnended to 

read: 

23362.  An affiliated group, subject to the provisions of this article, shall have 

the privilege of making a consolidated return for the taxable year in lieu of separate 

returns. The rnaking of a consolidated return shall be upon the condition that all the 

corporations, which have been members of the affiliated group at any time during the 

taxable year for which the return is made, consent to all regulations under Section 

23363 prescribed prior to the making of such return and the rnaking of a consolidated 

return shall be considered as such consent. In the case of a corporation, which is a 
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rnelnber of the affiliated group for a fractional part of the taxable year, the 

consolidated return shall include the incoine of such corporation for such part of the 

taxable year as it is a member of the affiliated group. 

i a $ -

SEC. 57. Chapter 2.5 (corninencing with Section 23400) of Part 1 I of 

Division 2 of the Revenue and Taxation Code is repealed. 

SEC. 58. Chapter 3.5 (cotnmencing with Section 23604) of Part 1 1  of 

Division 2 of the Revenue and Taxation Code is repealed. 

SEC. 59. Sectio~l23686 is added to the Revenue and Taxation Code, to rcad: 

23686. (a) For each taxable year beginning on or after January i ,  2007, tiizre 

shall be allowed as a credit against the "tax," as defined in Section 23036, an amoi:i?f 

equal to the qualified loss incurred by the taxpayer during the taxable year from a 

qualified rental property. 

(b) For purposes of this section, the following terms have the following 

meanings : 

(1)  "Qualified loss" means the difference between the following two amounts: 

(A)  The average fair market value of a one year lease for the qualified rental 

property during the taxable year. 

(B) The actual amount of rent that was required to be paid by the tenant to the 

owner of the qualified rental property during the taxable year. 
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(2) "Qualified rental property" means a parcel of real property that is offered 

for rent in the state and that meets both of the following conditions: 

(A) The parcel was occupied by a tenant during the entire taxable year. 

(B) A law restricts the al~lount of rent that the owner of the parcel may charge 

for the parcel. 

(c) In the case of a taxpayer whose credit under this section exceeds the 

taxpayer's tax liability computed under this part, the excess shall be credited against 

other amounts due, if any, from the taxpayer and the balance, if any, shall be reiilnded 

to the taxpayer. 

(d) Notwithsta~iding Section 13340 of the Government Code, moneys in the 

General Fund are hereby appr;>priated, without regard to fiscal years, to the 

Coi~troiierto make the refunci payments required by subdivision jc). 

(e) Notwithstandirig subdivision (a), a raxpayer that claims a qualified ioss 

credit under this section that exceeds by 20 percent or no re the actual amount of the 

qualified loss finally determined by the taxing authorities or by any reviewiilg body 

of competent jurisdiction, or the qualified loss agreed upon by the taxpayer and thcsc 

taxing authorities or a reviewing body, shall iiot receive the credit authorized under 

this section for that taxable year. 

SEC. 60. Section 2170 1 of the Revenue and Taxation Code is amended to 

read: 

23701. Organizations which are organized and operated for nonprofit 

purposes within the provisions of a specific section of this article, or are defined in 

Section 2370 1h (relating to certain title-holding companies) or Section 2370 1x 
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(relating to certain title-holding companies), are exempt from taxes imposed under 

this part, except as provided in this article or in Article 2 (commencing with Section 

2373 1) of this chapter*, 
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The Franchise Tax Board may issue rulings and regulations as are necessary 

and reasonable to carry out the provisions of this- section. 

SEC. 61. Section 23703 of the Revenue and Taxation Code is repealed. 
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SEC. 62. Section 21779 is added to the Revenue and Taxation Code, to read: 

23779. Notwithstanding any other law, for each taxable year beginning on and 

after January 1,2006, an organization that qualifies as tax-exempt for purposes of the 

federal income tax laws shall be deemed to be tax-exempt for purposes of this part. 

SEC. 63. Section 23780 is added to the Revenue and Taxation Code, to read: 

23780. Notwithstanding any other law, for each taxable year beginning on and 

after January 1,  2006, a tax-exempt organization is not required to file an information 

return as described in this chapter unless it is one of the following: 

(a) The Center for the lrnprovernent of Child Caring (23-7385759), 1 133 1 

Ventura Boulevard, Suite 103, Studio City, California, 9 1604-3147. 
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(b) The Nature Network, Inc. (95-42 18 169), 3 145 Coolidge Avenue, Los 

Angeles, California, 90066. 

SEC. 64. Section 2378 1 is added to the Revenue and Taxation Code, to read: 

2378 1. (a) For each taxable year beginning on or after January 1, 2006, and 

before January 1,202 1,  there shall be allowed as a credit against the "tax," as defined 

in Section 23036, an amount described in subdivision (b) for an organization 

described in subdivision (b). 

(b) The credit allowed under subdivision (a) shall be in the following alnounts 

for the following organizations: 

(1) For the organization described in subdivision (a) of Section 23'180. 

twenty-five million dollars ($25,000,000). 

(2) For the organization aescribed in subdivision (b) of Section 23780, $even 

~nil l io~lfive hundred thousand dollars ($7,500,000). 

(c) In the case of a taxpayer whose credit under this section exceeds the 

taxpayer's tax liability coinputed under this part, the excess shall be credited against 

other amounts due, if any, from the taxpayer and the balance, if any, shall be refunded 

to the taxpayer within 90 days after the taxpayer's return 1s filed. For a taxable year 

beginning on and after January I ,  2006, and before J an~~a ry  1, 2007, any refund 

required by this s~tbdivision shall be paid on or before August 15, 2007. 

(d) Notwithstanding Section 13340 of the Government Code, lnoneys in the 

General Fund are hereby appropriated, without regard to fiscal years, to the 

Controller to make the refund payments required by subdivision (c). 
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SEC. 65. Section 24384.55 is added to the Revenue and Taxation Code, to 

read: 

24384.55. (a) For taxable years beginning on and after January 1, 2007, 

Sections 167, 168, 169, 1245, and 1250 of the Internal Revenue Code apply to 

qualified property. 

(b) For purposes of this section, "qualified property" means both of the 

following that are first placed in service on or after January 1, 2007: 

(1) Property used in a trade or business. 

(2) Property used for the production of income. 

(c) The Franchise Tax Board shall identify the statutory changes necessary to 

iinpleinent this section and shall, on or before March 15, 2007. report these changes 

to each house of the Legislature. 

SEC. 66. Section 24692 of the Revenue and Taxation Code is amended to 

read: 

24692. (a) Section 469 of the Internal Revenue Code, relating to passive 

activity losses and credits limited, shall a  p p l y x . 

(b) W W ' )o	 f f 

section502 of the Tax Reform 

Act of 1986 (Public Law 99-514) shall apply. 
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(C) For each taxable year beginning on or after January 1, 1987, Section 102 12 

of Public Law 100-203, relating to treatment of publicly traded partnerships under 

Section 469 of the Internal Revenue Code, shall apply, except as otherwise provided. 
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(d) The amendments to Section 469(k) of the Internal Revenue Code made by 

Section 2004 of Public Law 100-647, relating to separate application of section in 

case of publicly traded partnerships, shall apply to each taxable year beginning on or 

after January 1, 1 9 9 1 . 

SEC. 67. The provisions of this measure are severable. If any provision of this 

measure or the application of the provisions of this measure is held invalid, that 

invalidity shall not affect other provisions or applications that can be given effect 

without the invalid provision or application. 

SEC. 68. Sections 6 to 66, inclusive, of this measure are operative for each 

taxable year beginning on and after January 1,2007. 
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