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09-0058
SECTION 1. TITLE

This Act shall be known as the “Repeal Corporate Tax Loopholes Act.” Amd. #[NS
SECTION 2. FINDINGS AND DECLARATIONS

The People of the State of California find and declare that:
1. The State of California is in the midst of the worst financial crisis since the Great

Depression. State revenues have plummeted, millions of Californians have lost their
jobs, and hundreds of thousands of California homes have been lost in foreclosure sales.
Projections suggest it could be many years before the State and its citizens recover.

2 To cope with the fiscal crisis, in 2008 and 2009 the Legislature and Governor
raised taxes paid by the people of this State: the personal income tax, the state sales tax,
and vehicle license fees. Yet at the same time they passed three special corporate tax
breaks that give large corporations nearly $2 billion a year in state revenues.

3 No public hearings were held and no public notice was given before these
corporate tax breaks were passed by the Legislature and signed into law by the Governor.

4, Corporations get these tax breaks without any requirements to create new jobs or
to stop shipping current jobs overseas.

5. These loopholes benefit the biggest of corporations with gross incomes of over

$1 billion. One study estimates that 80% of the benefits from the first loophole will go to
just 0.1 percent of all California corporations. Similarly, estimates are that 87% of the
benefits from one tax break will go to just 229 companies, each of which has gross
income over $1 billion.

6. At the same time it created these corporate loopholes, the Legislature and
Governor enacted $31 billion in cuts to the state budget — decimating funding for public
schools and colleges, eliminating health care services to our neediest citizens, closing
state parks, furloughing state workers, and wreaking havoc on our state’s citizens.

7 The first tax loophole allows corporations to choose which of two formulas to use
to determine the share of their profits that is taxed in California. There is little doubt
corporations will choose the formula that allows them to pay less taxes to this State.

8. The second tax loophole allows corporations to transfer tax credits among their
related companies. This allows a company to use tax credits it didn’t even earn to reduce
the amount of taxes it pays to this State.

9. The third loophole allows corporations to carry back net operating losses and
claim refunds for taxes they have already owed and paid in prior years.



10.  Public schools are bearing the brunt of these cuts. Over the last two years, the
state has cut more than $17 billion from the K-12 school system. Schools have laid off
more than 20,000 classroom teachers and education support staff. Elementary class sizes
have grown from 20 students to more than 30 kids in each class. Middle and high school
class sizes of 40 are common, with some as large as 60. There will be no new textbooks
for years. Entire art, music, vocational education and athletic programs have been
eliminated. Schools throughout the State may shut their doors five days early.

i 5 Since 1981, the share of corporate income paid in taxes has fallen by nearly half —
even before these special tax breaks. California taxpayers are paying more, while big
corporations are paying less.

12.  We should not be cutting vital programs and raising taxes on low-income and
middle-class Californians while enacting tax loopholes for big corporations. It makes no
sense, and it isn’t fair. When public education has been cut by over $9 billion this year,
and taxes on individuals have increased by $12.5 billion, we cannot afford to give large
corporations billions in special tax breaks that are not tied in any way to creating jobs in
California. In these tough economic times, everyone should pay their fair share.

SECTION 3. PURPOSE AND INTENT

The People enact this measure to repeal three tax breaks that were granted to
corporations in 2008 and 2009: the elective single sales factor provisions contained in
ABXx3 15 and SBx3 15 of 2009; (2) the net operating loss carryback provisions contained
in AB 1452 of 2008; and (3) the tax credit sharing provisions in AB 1452 of 2008.

SECTION 4. Revenue & Taxation Code section 17276 is amended to read:

17276. Except as provided in Sections 17276.1, 17276.2, 17276.4, 17276.5, 17276.6,
and 17276.7, the deduction provided by Section 172 of the Internal Revenue Code,
relating to a net operating loss deduction, shall be modified as follows:

(a)(1) Net operating losses attributable to taxable years beginning before January 1,
1987, shall not be allowed.

(2) A net operating loss shall not be carried forward to any taxable year beginning before
January 1, 1987.

(b)(1) Except as provided in paragraphs (2) and (3), the provisions of Section 172(b)(2)
of the Internal Revenue Code, relating to the amount of carryovers, shall be modified so
that the applicable percentage of the entire amount of the net operating loss for any
taxable year shall be eligible for carryover to any subsequent taxable year. For purposes
of this subdivision, the applicable percentage shall be:

(A) Fifty-percent for any taxable year beginning before January 1, 2000.



(B) Fifty-five percent for any taxable year beginning on or after January 1, 2000, and
before January 1, 2002.

(C) Sixty percent for any taxable year beginning on or after January 1, 2002, and before
January 1, 2004.

(D) One hundred percent for any taxable year beginning on or after January 1, 2004.

(2) In the case of a taxpayer who has a net operating loss in any taxable year beginning
on or after January 1, 1994, and who operates a new business during that taxable year,
each of the following shall apply to each loss incurred during the first three taxable years
of operating the new business:

(A) If the net operating loss is equal to or less than the net loss from the new business,
100 percent of the net operating loss shall be carried forward as provided in
subdivision (d).

(B) If the net operating loss is greater than the net loss from the new business, the net
operating loss shall be carried over as follows:

(i) With respect to an amount equal to the net loss from the new business, 100 percent of
that amount shall be carried forward as provided in subdivision (d).

(ii) With respect to the portion of the net operating loss that exceeds the net loss from the
new business, the applicable percentage of that amount shall be carried forward as
provided in subdivision (d).

(C) For purposes of Section 172(b)(2) of the Internal Revenue Code, the amount
described in clause (ii) of subparagraph (B) shall be absorbed before the amount
described in clause (i) of subparagraph (B).

(3) In the case of a taxpayer who has a net operating loss in any taxable year beginning
on or after January 1, 1994, and who operates an eligible small business during that
taxable year, each of the following shall apply:

(A) If the net operating loss is equal to or less than the net loss from the eligible small
business, 100 percent of the net operating loss shall be carried forward to the taxable
years specified in subdivision (d).

(B) If the net operating loss is greater than the net loss from the eligible small business,
the net operating loss shall be carried over as follows:

(i) With respect to an amount equal to the net loss from the eligible small business,
100 percent of that amount shall be carried forward as provided in subdivision (d).



(ii) With respect to that portion of the net operating loss that exceeds the net loss from
the eligible small business, the applicable percentage of that amount shall be carried
forward as provided in subdivision (d).

(C) For purposes of Section 172(b)(2) of the Internal Revenue Code, the amount
described in clause (ii) of subparagraph (B) shall be absorbed before the amount
described in clause (i) of subparagraph (B).

(4) In the case of a taxpayer who has a net operating loss in a taxable year beginning on
or after January 1, 1994, and who operates a business that qualifies as both a new
business and an eligible small business under this section, that business shall be treated as
a new business for the first three taxable years of the new business.

(5) In the case of a taxpayer who has a net operating loss in a taxable year beginning on
or after January 1, 1994, and who operates more than one business, and more than one of
those businesses qualifies as either a new business or an eligible small business under this
section, paragraph (2) shall be applied first, except that if there is any remaining portion
of the net operating loss after application of clause (i) of subparagraph (B) of that
paragraph, paragraph (3) shall be applied to the remaining portion of the net operating
Joss as though that remaining portion of the net operating loss constituted the entire net
operating loss.

(6) For purposes of this section, the term “net loss” means the amount of net loss after
application of Sections 465 and 469 of the Internal Revenue Code.

(¢) Net operating loss carrybacks shall not be allowed.




(d)(1)(A) For a net operating loss for any taxable year beginning on or after January 1,
1987, and before January 1, 2000, Section 172(b)(1)(A)(ii) of the Internal Revenue Code,
relating to years to which net operating losses may be carried, is modified to substitute
“five taxable years” in lieu of “20 taxable years” except as otherwise provided in
paragraphs (2) and (3).

(B) For a net operating loss for any taxable year beginning on or after January 1, 2000,

and-before-January15-2008; Section 172(b)(1)(A)(ii) of the Internal Revenue Code,

relating to years to which net operating losses may be carried, is modified to substitute
“10 taxable years” in lieu of “20 taxable years.”

(2) For any taxable year beginning before January 1, 2000, in the case of a “new
business,” the “five taxable years” in paragraph (1) shall be modified to read as follows:

(A) “Eight taxable years” for a net operating loss attributable to the first taxable year of
that new business.

(B) “Seven taxable years” for a net operating loss attributable to the second taxable year
of that new business.

(C) “Six taxable years” for a net operating loss attributable to the third taxable year of
that new business.

(3) For any carryover of a net operating loss for which a deduction is denied by
Section 17276.3, the carryover period specified in this subdivision shall be extended as
follows:

(A) By one year for a net operating loss attributable to taxable years beginning in 1991.

(B) By two years for a net operating loss attributable to taxable years beginning prior to
January 1, 1991.

(4) The net operating loss attributable to taxable years beginning on or after January 1,
1987, and before January 1, 1994, shall be a net operating loss carryover to each of the



10 taxable years following the year of the loss if it is incurred by a taxpayer that is under
the jurisdiction of the court in a Title 11 or similar case at any time during the income
year. The loss carryover provided in the preceding sentence shall not apply to any loss
incurred after the date the taxpayer is no longer under the jurisdiction of the court in a
Title 11 or similar case.

(e) For purposes of this section:

(1) “Eligible small business” means any trade or business that has gross receipts, less
returns and allowances, of less than one million dollars ($1,000,000) during the taxable
year.

(2) Except as provided in subdivision (f), “new business” means any trade or business
activity that is first commenced in this state on or after January 1, 1994.

(3) “Title 11 or similar case” shall have the same meaning as in Section 368(a)(3) of the
Internal Revenue Code.

(4) In the case of any trade or business activity conducted by a partnership or “S”
corporation paragraphs (1) and (2) shall be applied to the partnership or “S” corporation.

(f) For purposes of this section, in determining whether a trade or business activity
qualifies as a new business under paragraph (2) of subdivision (e), the following rules
shall apply:

(1) In any case where a taxpayer purchases or otherwise acquires all or any portion of the
assets of an existing trade or business (irrespective of the form of entity) that is doing
business in this state (within the meaning of Section 23101), the trade or business
thereafter conducted by the taxpayer (or any related person) shall not be treated as a new
business if the aggregate fair market value of the acquired assets (including real,
personal, tangible, and intangible property) used by the taxpayer (or any related person)
in the conduct of its trade or business exceeds 20 percent of the aggregate fair market
value of the total assets of the trade or business being conducted by the taxpayer (or any
related person). For purposes of this paragraph only, the following rules shall apply:

(A) The determination of the relative fair market values of the acquired assets and the
total assets shall be made as of the last day of the first taxable year in which the taxpayer
(or any related person) first uses any of the acquired trade or business assets in its
business activity.

(B) Any acquired assets that constituted property described in Section 1221(1) of the
Internal Revenue Code in the hands of the transferor shall not be treated as assets
acquired from an existing trade or business, unless those assets also constitute property
described in Section 1221(1) of the Internal Revenue Code in the hands of the acquiring
taxpayer (or related person).



(2) In any case where a taxpayer (or any related person) is engaged in one or more trade
or business activities in this state, or has been engaged in one or more trade or business
activities in this state within the preceding 36 months (“prior trade or business activity”),
and thereafter commences an additional trade or business activity in this state, the
additional trade or business activity shall only be treated as a new business if the
additional trade or business activity is classified under a different division of the Standard
Industrial Classification (SIC) Manual published by the United States Office of
Management and Budget, 1987 edition, than are any of the taxpayer’s (or any related
person’s) current or prior trade or business activities.

(3) In any case where a taxpayer, including all related persons, is engaged in trade or
business activities wholly outside of this state and the taxpayer first commences doing
business in this state (within the meaning of Section 23101) after December 31, 1993
(other than by purchase or other acquisition described in paragraph (1)), the trade or
business activity shall be treated as a new business under paragraph (2) of
subdivision (e).

(4) In any case where the legal form under which a trade or business activity is being
conducted is changed, the change in form shall be disregarded and the determination of
whether the trade or business activity is a new business shall be made by treating the
taxpayer as having purchased or otherwise acquired all or any portion of the assets of an
existing trade or business under the rules of paragraph (1) of this subdivision.

(5) “Related person” shall mean any person that is related to the taxpayer under either
Section 267 or 318 of the Internal Revenue Code.

(6) “Acquire” shall include any gift, inheritance, transfer incident to divorce, or any
other transfer, whether or not for consideration.

(7)(A) For taxable years beginning on or after January 1, 1997, the term “new business”
shall include any taxpayer that is engaged in biopharmaceutical activities or other
biotechnology activities that are described in Codes 2833 to 2836, inclusive, of the
Standard Industrial Classification (SIC) Manual published by the United States Office of
Management and Budget, 1987 edition, and as further amended, and that has not received
regulatory approval for any product from the United States Food and Drug
Administration.

(B) For purposes of this paragraph:

(i) “Biopharmaceutical activities” means those activities that use organisms or materials
derived from organisms, and their cellular, subcellular, or molecular components, in
order to provide pharmaceutical products for human or animal therapeutics and
diagnostics. Biopharmaceutical activities make use of living organisms to make
commercial products, as opposed to pharmaceutical activities that make use of chemical
compounds to produce commercial products.



(ii) “Other biotechnology activities” means activities consisting of the application of
recombinant DNA technology to produce commercial products, as well as activities
regarding pharmaceutical delivery systems designed to provide a measure of control over
the rate, duration, and site of pharmaceutical delivery.

(g) In computing the modifications under Section 172(d)(2) of the Internal Revenue
Code, relating to capital gains and losses of taxpayers other than corporations, the
exclusion provided by Section 18152.5 shall not be allowed.

(h) Notwithstanding any provisions of this section to the contrary, a deduction shall be
allowed to a “qualified taxpayer” as provided in Sections 17276.1, 17276.2, 17276 4,
17276.5, 17276.6, and 17276.7.

(i) The Franchise Tax Board may prescribe appropriate regulations to carry out the
purposes of this section, including any regulations necessary to prevent the avoidance of
the purposes of this section through splitups, shell corporations, partnerships, tiered
ownership structures, or otherwise.

(j) The Franchise Tax Board may reclassify any net operating loss carryover determined
under either paragraph (2) or (3) of subdivision (b) as a net operating loss carryover
under paragraph (1) of subdivision (b) upon a showing that the reclassification is
necessary to prevent evasion of the purposes of this section.

(k) Except as otherwise provided, the amendments made by Chapter 107 of the Statutes
of 2000 shall apply to net operating losses for taxable years beginning on or after
January 1, 2000.

SECTION 5. Revenue & Taxation Code section 17276.9 is amended to read:

17276.9. (a) Notwithstanding Sections 17276, 17276.1, 17276.2, 17276.4, 17276.5,
17276.6, and 17276.7 of this code and Section 172 of the Internal Revenue Code, no net
operating loss deduction shall be allowed for any taxable year beginning on or after
January 1, 2008, and before January 1, 2010.

(b) For any net operating loss or carryover of a net operating loss for which a deduction
is denied by subdivision (a), the carryover period under Section 172 of the Internal
Revenue Code shall be extended as follows:

(1) By one year, for losses incurred in taxable years beginning on or after January 1,
2008, and before January 1, 2009.

(2) By two years, for losses incurred in taxable years beginning before January 1, 2008.




(& (c) The provisions of this section shall not apply to a taxpayer with net business
income of less than five hundred thousand dollars ($500,000) for the taxable year. For
purposes of this subdivision, business income means:

(1) Income from a trade or business, whether conducted by the taxpayer or by a pass-
through entity owned directly or indirectly by the taxpayer. For purposes of this
paragraph, the term “pass through entity” means a partnership or an “S” corporation.

(2) Income from rental activity.

(3) Income attributable to a farming business.

SECTION 6. Revenue & Taxation Code section 17276.10 is repealed:
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SECTION 8. Revenue & Taxation Code section 24416 is amended to read:

24416. Except as provided in Sections 24416.1, 24416.2, 24416.4, 24416.5, 24416.6,
and 24416.7, a net operating loss deduction shall be allowed in computing net income
under Section 24341 and shall be determined in accordance with Section 172 of the
Internal Revenue Code, except as otherwise provided.

(a)(1) Net operating losses attributable to taxable years beginning before January 1,
1987, shall not be allowed.

(2) A net operating loss shall not be carried forward to any taxable year beginning before
January 1, 1987.

(b)(1) Except as provided in paragraphs (2) and (3), the provisions of Section 172(b)(2)
of the Internal Revenue Code, relating to the amount of carryovers, shall be modified so
that the applicable percentage of the entire amount of the net operating loss for any
taxable year shall be eligible for carryover to any subsequent taxable year. For purposes
of this subdivision, the applicable percentage shall be:

(A) Fifty percent for any taxable year beginning before January 1, 2000.

(B) Fifty-five percent for any taxable year beginning on or after January 1, 2000, and
before January 1, 2002.

(C) Sixty percent for any taxable year beginning on or after January 1, 2002, and before
January 1, 2004.

(D) One hundred percent for any taxable year beginning on or after January 1, 2004.
(2) In the case of a taxpayer who has a net operating loss in any taxable year beginning
on or after January 1, 1994, and who operates a new business during that taxable year,

each of the following shall apply to each loss incurred during the first three taxable years
of operating the new business:
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(A) If the net operating loss is equal to or less than the next loss from the new business,
100 percent of the net operating loss shall be carried forward as provided in
subdivision (e).

(B) If the net operating loss is greater than the net loss from the new business, the net
operating loss shall be carried over as follows:

(i) With respect to an amount equal to the net loss from the new business, 100 percent of
that amount shall be carried forward as provided in subdivision (e).

(ii) With respect to the portion of the net operating loss that exceeds the net loss from the
new business, the applicable percentage of that amount shall be carried forward as
provided in subdivision (d).

(C) For purposes of Section 172(b)(2) of the Internal Revenue Code, the amount
described in clause (ii) of subparagraph (B) shall be absorbed before the amount
described in clause (i) of subparagraph (B).

(3) In the case of a taxpayer who has a net operating loss in any taxable year beginning
on or after January 1, 1994, and who operates an eligible small business during that
taxable year, each of the following shall apply:

(A) If the net operating loss is equal to or less than the net loss from the eligible small
business, 100 percent of the net operating loss shall be carried forward to the taxable
years specified in paragraph (1) of subdivision (e).

(B) If the net operating loss is greater than the net loss from the eligible small business,
the net operating loss shall be carried over as follows:

(i) With respect to an amount equal to the net loss from the eligible small business,
100 percent of that amount shall be carried forward as provided in subdivision (e).

(i) With respect to that portion of the net operating loss that exceeds the net loss from
the eligible small business, the applicable percentage of that amount shall be carried
forward as provided in subdivision (e).

(C) For purposes of Section 172(b)(2) of the Internal Revenue Code, the amount
described in clause (ii) of subparagraph (B) shall be absorbed before the amount
described in clause (i) of subparagraph (B).

(4) In the case of a taxpayer who has a net operating loss in a taxable year beginning on
or after January 1, 1994, and who operates a business that qualifies as both a new
business and an eligible small business under this section, that business shall be treated as
a new business for the first three taxable years of the new business.
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(5) In the case of a taxpayer who has a net operating loss in a taxable year beginning on
or after January 1, 1994, and who operates more than one business, and more than one of
those businesses qualifies as either a new business or an eligible small business under this
section, paragraph (2) shall be applied first, except that if there is any remaining portion
of the net operating loss after application of clause (i) of subparagraph (B) of

paragraph (2), paragraph (3) shall be applied to the remaining portion of the net operating
loss as though that remaining portion of the net operating loss constituted the entire net
operating loss.

(6) For purposes of this section, “net loss” means the amount of net loss after application
of Sections 465 and 469 of the Internal Revenue Code.

(c) For any taxable year in which the taxpayer has in effect a water’s-edge election under
Section 25110, the deduction of a net operating loss carryover shall be denied to the
extent that the net operating loss carryover was determined by taking into account the
income and factors of an affiliated corporation in a combined report whose income and
apportionment factors would not have been taken into account if a water’s-edge election
under Section 25110 had been in effect for the taxable year in which the loss was
incurred.

(d) Net operating loss carrybacks shall not be allowed.
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(€)(1)(A) For a net operating loss for any taxable year beginning on or after January 1,
1987, and before January 1, 2000, Section 172(b)(1)(A)(ii) of the Internal Revenue Code,
relating to years to which net operating losses may be carried, is modified to substitute
“five taxable years” in lieu of “20 years” except as otherwise provided in paragraphs (2),
(3), and (4).

(B) For a net operating loss for any income year beginning on or after January 1, 2000,

and-before-January—1-2008; Section 172(b)(1)(A)(ii) of the Internal Revenue Code,

relating to years to which net operating losses may be carried, is modified to substitute
“10 taxable years” in lieu of “20 taxable years.”

(2) For any income year beginning before January 1, 2000, in the case of a “new
business,” the “five taxable years” referred to in paragraph (1) shall be modified to read
as follows:

(A) “Eight taxable years” for a net operating loss attributable to the first taxable year of
that new business.

(B) “Seven taxable years” for a net operating loss attributable to the second taxable year
of that new business.

(C) “Six taxable years” for a net operating loss attributable to the third taxable year of
that new business.

(3) For any carryover of a net operating loss for which a deduction is denied by
Section 24416.3, the carryover period specified in this subdivision shall be extended as
follows:

(A) By one year for a net operating loss attributable to taxable years beginning in 1991.

(B) By two years for a net operating loss attributable to taxable years beginning prior to
January 1, 1991.

(4) The net operating loss attributable to taxable years beginning on or after January 1,
1987, and before January 1, 1994, shall be a net operating loss carryover to each of the
10 taxable years following the year of the loss if it is incurred by a corporation that was
either of the following:
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(A) Under the jurisdiction of the court in a Title 11 or similar case at any time prior to
January 1, 1994. The loss carryover provided in the preceding sentence shall not apply to
any loss incurred in an income year after the taxable year during which the corporation is
no longer under the jurisdiction of the court in a Title 11 or similar case.

(B) In receipt of assets acquired in a transaction that qualifies as a tax-free reorganization
under Section 368(a)(1)(G) of the Internal Revenue Code.

(f) For purposes of this section:

(1) “Eligible small business” means any trade or business that has gross receipts, less
returns and allowances, of less than one million dollars ($1,000,000) during the income
year.

(2) Except as provided in subdivision (g), “new business” means any trade or business
activity that is first commenced in this state on or after January 1, 1994.

(3) “Title 11 or similar case” shall have the same meaning as in Section 368(a)(3) of the
Internal Revenue Code.

(4) In the case of any trade or business activity conducted by a partnership or an
“S corporation,” paragraphs (1) and (2) shall be applied to the partnership or
“S corporation.”

(g) For purposes of this section, in determining whether a trade or business activity
qualifies as a new business under paragraph (2) of subdivision (e), the following rules
shall apply:

(1) In any case where a taxpayer purchases or otherwise acquires all or any portion of the
assets of an existing trade or business (irrespective of the form of entity) that is doing
business in this state (within the meaning of Section 23101), the trade or business
thereafter conducted by the taxpayer (or any related person) shall not be treated as a new
business if the aggregate fair market value of the acquired assets (including real,
personal, tangible, and intangible property) used by the taxpayer (or any related person)
in the conduct of its trade or business exceeds 20 percent of the aggregate fair market
value of the total assets of the trade or business being conducted by the taxpayer (or any
related person). For purposes of this paragraph only, the following rules shall apply:

(A) The determination of the relative fair market values of the acquired assets and the
total assets shall be made as of the last day of the first taxable year in which the taxpayer
(or any related person) first uses any of the acquired trade or business assets in its
business activity.

(B) Any acquired assets that constituted property described in Section 1221(1) of the

Internal Revenue Code in the hands of the transferor shall not be treated as assets
acquired from an existing trade or business, unless those assets also constitute property
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described in Section 1221(1) of the Internal Revenue Code in the hands of the acquiring
taxpayer (or related person).

(2) In any case where a taxpayer (or any related person) is engaged in one or more trade
or business activities in this state, or has been engaged in one or more trade or business
activities in this state within the preceding 36 months (“prior trade or business activity”),
and thereafter commences an additional trade or business activity in this state, the
additional trade or business activity shall only be treated as a new business if the
additional trade or business activity is classified under a different division of the Standard
Industrial Classification (SIC) Manual published by the United States Office of
Management and Budget, 1987 edition, than are any of the taxpayer’s (or any related
person’s) current or prior trade or business activities.

(3) In any case where a taxpayer, including all related persons, is engaged in trade or
business activities wholly outside of this state and the taxpayer first commences doing
business in this state (within the meaning of Section 23101) after December 31, 1993
(other than by purchase or other acquisition described in paragraph (1)), the trade or
business activity shall be treated as a new business under paragraph (2) of
subdivision (e).

(4) In any case where the legal form under which a trade or business activity is being
conducted is changed, the change in form shall be disregarded and the determination of
whether the trade or business activity is a new business shall be made by treating the
taxpayer as having purchased or otherwise acquired all or any portion of the assets of an
existing trade or business under the rules of paragraph (1) of this subdivision.

(5) “Related person” shall mean any person that is related to the taxpayer under either
Section 267 or 318 of the Internal Revenue Code.

(6) “Acquire” shall include any transfer, whether or not for consideration.

(7)(A) For taxable years beginning on or after January 1, 1997, the term “new business™
shall include any taxpayer that is engaged in biopharmaceutical activities or other
biotechnology activities that are described in Codes 2833 to 2836, inclusive, of the
Standard Industrial Classification (SIC) Manual published by the United States Office of
Management and Budget, 1987 edition, and as further amended, and that has not received
regulatory approval for any product from the United States Food and Drug
Administration.

(B) For purposes of this paragraph:
(i) “Biopharmaceutical activities” means those activities that use organisms or materials
derived from organisms, and their cellular, subcellular, or molecular components, in

order to provide pharmaceutical products for human or animal therapeutics and
diagnostics. Biopharmaceutical activities make use of living organisms to make
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commercial products, as opposed to pharmaceutical activities that make use of chemical
compounds to produce commercial products.

(ii) “Other biotechnology activities” means activities consisting of the application of
recombinant DNA technology to produce commercial products, as well as activities
regarding pharmaceutical delivery systems designed to provide a measure of control over
the rate, duration, and site of pharmaceutical delivery.

(h) For purposes of corporations whose net income is determined under Chapter 17
(commencing with Section 25101), Section 25108 shall apply to each of the following:

(1) The amount of net operating loss incurred in any taxable year that may be carried
forward to another taxable year.

(2) The amount of any loss carry forward that may be deducted in any taxable year.

(i) The provisions of Section 172(b)(1)(D) of the Internal Revenue Code, relating to bad
debt losses of commercial banks, shall not be applicable.

() The Franchise Tax Board may prescribe appropriate regulations to carry out the
purposes of this section, including any regulations necessary to prevent the avoidance of
the purposes of this section through splitups, shell corporations, partnerships, tiered
ownership structures, or otherwise.

(k) The Franchise Tax Board may reclassify any net operating loss carryover determined
under either paragraph (2) or (3) of subdivision (b) as a net operating loss carryover
under paragraph (1) of subdivision (b) upon a showing that the reclassification is
necessary to prevent evasion of the purposes of this section.

(1) Except as otherwise provided, the amendments made by Chapter 107 of the Statutes
of 2000 shall apply to net operating losses for taxable years beginning on or after
January 1, 2000.

SECTION 9. Revenue & Taxation Code section 24416.9 is amended to read:

24416.9. (a) Notwithstanding Sections 24416, 24416.1, 24416.2, 24416.4, 24416.5,
24416.6, and 24416.7 of this code and Section 172 of the Internal Revenue Code, no net
operating loss deduction shall be allowed for any taxable year beginning on or after
January 1, 2008, and before January 1, 2010.

(b) For any net operating loss or carryover of a net operating loss for which a deduction
is denied by subdivision (a), the carryover period under Section 172 of the Internal

Revenue Code shall be extended as follows:

(1) By one year, for losses incurred in taxable years beginning on or after January 1,
2008, and before January 1, 2009.
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(2) By two years, for losses incurred in taxable years beginning before January 1, 2008.

(& (c) The provisions of this section shall not apply to a taxpayer with income subject to
tax under this part of less than five hundred thousand dollars ($500,000) for the taxable
year.

SECTION 10. Revenue & Taxation Code section 24416.10 is repealed:

SECTION 12. SEVERABILITY

If any of the provisions of this measure or the applicability of any provision of
this measure to any person or circumstances shall be found to be unconstitutional or
otherwise invalid, such finding shall not affect the remaining provisions or applications
of this measure to other persons or circumstances, and to that extent the provisions of this
measure are deemed to be severable.
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SECTION 13. CONFLICTING INITIATIVES

In the event that this measure and another measure relating to these tax provisions
shall appear on the same statewide election ballot, the provisions of the other measure or
measures shall be deemed to be in conflict with this measure. In the event that this
measure receives a greater number of affirmative votes, the provisions of this measure
shall prevail in their entirety, and the other measure shall be null and void.
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