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THE PEOPLE OF THE STATE OF CALIFORNIA DO ENACT AS FOLLOWS:

SECTION 1. Section 14010 of the Corporationé Code is amended to read:

14010. Unless the context othe:rwiset requires, the deﬁnitiohs in this section
govern the construction of this part.

(a) “Corporation” or “the corporation” means any nonprofit California small
business financial development corporation createdlpursuant to this part.

(b) “Financial institution” means banking ofgahizations including national banks
and trust companies authorized to conduct business in California and state-chartered
commercial banks, trust companies, and savings and loan associations.

(c) “Financial company” means bankiﬂg organizations including national banks
and trust companies, savings and loan associations, state insurance companies, mutual
insurance companies, and other banking, lending, retirement, and insurance
organizations.

(d) “Expansion Fund” means the California Small Business Expansion Fund..

(¢) Unless otherwise defined by the director by regulation, “small business loan”
means a loan to a business defined as an eligible small business as set fdrth in Section
121.3-10 of Part 121 of Chapter 1 of Title 13 of the Code of Federal Regulations,

including those businesses organized for agricultural purposes that create or retain

employment as a result of the loan. From time to time, the director shall provide
guidelines as to the preferred ratio of jobs created or retained to total funds borrowed
for guidance to the corporations.

(f) “Employment incentive loan” means a loan to a qualified business, as defined

‘ in subdivision (h) of former Section 7082 of the Government Code, or tb a business



located within an enterprise zone, as defined in subdivision (b) of, m Section 7072
of the Government Code.

(g) “Loan committee” means a committée appointed by the board of directors
of a corporation to determine the course of action on a loan application pursuanf to
Section 14060. |

(h) “Board of directors” meaﬂs the board of directors of the corporation.

(i) “Board” means the California Small Business Board.

(§) “Agency” means the Business, Transportation and Housing Agency.

(k) “Director” means the person designated to this title by the Secretary.

(D) “Secretary” means the Secretary of Business, Transportation and Housing
Agency. ' '

(m) “Trust fund” means the money from tine expansion fund that is held in trust
by a financial institution or a financial cémpany. A trust fund is not a deposit of state
funds and is not subject to the requirements of Section 16506 of the Government Code.

(n) “Trust fund account” means an account within the trust fund that is allocated
to a particular small business financial development corporation for the purpose of
paying loan defaults and claims on bond guarantees for a specific small business
financial development corporation. |

(0) “Trustee” is the lending institution or financial company selected by the
office to hold and invest the trust fund. The agreement between the agency and the
trustee shall not be construed to be a deposit of state funds.

SEC. 2. Chapter 12.8 (commencing with Section 7070) of Division 7 of Title

1 of the Government Code is repealed.



SEC. 3.  Section 7097 of the Government Code is.amended' to read:

7097. (a) The Department of Housing and Community Development shall rank
applicant communities and shall designate the first ranking community whose govemning
body is applying as a community to be designated as a targeted tax area which meets |
at least four of the five following criteria: |

(1) The average unemployment rate in the applicant community exceeded 7.5
percent in 1995. |

(2) The average unemployment rate in the applicant community exceeded 7.5
percent in 1996.

(3) The median family income in the applicant community does not exceed
thirty-two thousand seven hundred dollars ($32,700).

(4) The percentage of persons in the applicant community below the poverty
level is at least 17.5 pefcent.

(5) The applicant community ranks in the top quartile, among California counties,
in the percentage of population receiving Aid for Families with Dependent Children

benefits, based on the Cash Grant Caseload Movement and Expenditures Report, July

1995 to June 1996.




(b) Except as provided in subdivision (e), the designation asa targeted tax area
pursuant to this section shall be binding for a period of 15 years, commencing January
1, 1998.

(d) .

(c) Only one targeted tax area shall be designatéd by the department, and a
renewed or replacement designation shall not be made after the initial designation |

i

expires or is revoked.

e

(d) An audit of the program’s operation shall be made by the department pursuant .
to Section 7076.1, on a periodic basis with the cooperation of the local governing board.
If the department determines that the local jurisdiction is not complying with the terms
of the memorandum of understanding, the department shall provide written notice of
the program deficiencies and the goverriing body shall be given six months to correct
the deficiencies. If the deficiencies are not corrected, the designation shall be revoked.

t3)

(e) A county and any cities within the county may apply jointly as a community
if the combination of the jurisdictions meets the criteria.

SEC. 4. Section 7097.1 of the Government Code is amended to read:

7097.1. (a) The department shall assess each targeted tax area a fee of fifteen
dollars ($15) for each application for issuance of a certificate pursuant to subdivision
(d) of Section 17053.34 of the Revenue and Taxation Code and subdivision (d) of

“Section 23634 of the Revenue and Taxation Code. The department shall collect the

fee for deposit into the Enterprise Zone Fund, pursuant to_former Section 7072.3, for



the costs of administering this chapter. The targeted tax aréa administrator shall collect
this fee at the time an application is submitted for issuance of a certificate.

(b) The department shall adopt regulations governing the issuance of certificates
pursuant to subdivision (d) of Section 17053.34 and subdivision (d) of Section 23634
of the Revenue and Taxation Code. The adoption of the regulations shall be deemed
to be an emergency and necessary for the immediate preservation of the public peace,
health and safety, or general welfare. Notwithstanding subdivision (c) of Section |
11346.1, the r'egulationé shall remain in effect for not more than 360 days unless the
department éomplies with all the provisions of Chapter 3.5 (commencing with Section
11340) of Part 1 of Division 3 of Title 2 as required by subdivision (&) of Section
11346.1.

SEC. 5. Section 7111 of the Government Code is amended to read:

7111. {a)>-An‘eligible area is a military base or former military base which,
based upon the determination of the department, fulfills the following:

(1) The base is scheduled for closure or downsizing by a base closure act.

(2) The governing body has approved a reuse plan for the base.

SEC. 6. Section 7114.2 of the Government Code is amended to read:

7114.2. (a) The department shall assess each LAMBRA a fee of fifteen dollars
($15) for each application for issuance of a certificate pursuant to subdivision (c) of

Section 17053.46 of the Revenue and Taxation Code and subdivision (c) of Section



23646 of the Revenue and Taxation Code. The department shall cc;llect the fee for

deposit mnto the Enterprise Zone Fund, pursuant to_former Section 7072.3, for the costs

of administering this chapter. The LAMBRA administrator shall collect this fee at the
time an application is submitted for issuance of a certificate.

(b) The department shall adopt regulations governing the imposition and
collection of fees pursuant to thfs section and'the issuance of certificates pursuant to
subdivisibn (c) of Section 17053.46 of the Revenue and Taxation Code and subdivisio;l
(c) of Section 23646 of the Revenue and Taxation Code. The regulatioﬁs shall provide
for a notice or invoice to fee payers as to the amount and purpose of the fee. The
adoption of the regulations shall be deemed to be an emergency and necessary for the
inﬁmediate preservation of the public peace, health and safety, or general welfare.
Notwithstanding subdivision (e) of Section 11346.1, the regulations shall remain in
effect for no more than 360 days unless ;che agency complies with all the provisions of
Chapter 3.5 (commencing with Section 11340) of Part 1 of Division 3 of Title 2 as
required by subdiviéion (e) of Section 11346.1.

SEC. 7. Section 7117 of the Government Codé, as added by Section 1 of Chapter
1216 of the Statutes of 1993, is amended to read:

7117. A business located within a local agency mjlitary base reéovery area
shall be eligible for the tax benefits set forth within Sections 17053.45, 17053.46,
17268,372762; 23645, 23646,24356-8;-and-24416-2 and 24356.8 of the Revenue and
Taxation Code only if it provides a net increase in jobs in the local agency military
base recovery area within the first two years from the business’ initial date of operation.

If the business fails to meet its obligations under the local agency military base recovery



area plan or the requirements of this act, any tax benefits received uﬁder those sections
shall be recaptured, as provided in each of those sections. |
SEC. 8. Section 54221 of the Government Code is amended to read:
54221. (a) As used in this article; the term “local agency” means every city,
whether organized under general law or by charter, county, city and county, and district,

including school districts of any kind or class, empowered to acquire and hold real
|

property.

(b) As used in this article, the term “surplus land” means land owned by any
local agency, that is determined to be no longer necessary for the agency’s use, except
property being held by the agency for the purpose of exchange.

(c) As used in this article, the term “open-space purposes” means the use of land
for public recreation, enjoyment of scenic beauty, or conservation or use of natural
Tesources.

(d) Asused in fhis article, the term “persons and families of low or moderate
income” means the same as provided under Sectioﬁ 50093 of the Health and Saff;ty
Code. |

(e) As used in this arﬁcle, the term “exempt surplus land” means either of the
following:

(1) Surplus land that is transferred pursuant to Section 25539.4.

(2) Surplus land that is (A) less than 5,000 square feet in area, (B) less than the
minimum legal res_idenﬁal building lot size for the jurisdiction in which the parcel is
located, of 5,000 square feet in area, whichever is less, or (C) has no record access and

is less than 10,000 square feet in area; and is not contiguous to land owned by a state



or local agency that is used for park, recreational, open-space, or low- and

moderate-income housing purposes-and-istocated-neither-withinan-enterprisezone

parsuanttooeetton—0 nor-a-desighated-prosramarcaasdefinedin-Secetton 7082, If

the surplus land is not sold to an owner of contiguous land, it 1s not considered exémpt
surplus land and is subject to this article.

(f) Notwithstanding subdivision (e), the following properties are not considered
exempt surplus land and are subject to this article: |

(1) Lands within the coastal zone.

(2) Lands within 1,000 yards of a historical unit of the State Parks System.

(3) Lands within 1,000 yards of any property that has been listed on, or
determined by the State Office of Historic Preservation to be eligible for, thé National
Register of Historic Places.

(4) Lands within the Lake Tahoe 'region as defined i Section 66905.5.

SEC. 9. Section 54222 of the Government Code is amended to read:

54222. Any local agency disposing of surplus land shall send, prior to disposing
of that property, a written offer to sell or lease the property as follows:

(a) A written offer to sell or lease for the purpose of developing low- and
moderate-income housing shall be sent to any local public entity, as defined in Section
50079 of the Health and Safety Code, within whose jurisdictién the surplus land is
located. Housing sponsors, as defined by Section 50074 of the Health and Safety Code,
shall be sent, updn written request, a written offer to sell or lease surplus land for the

purpose of developing' low- and moderate-income housing. All notices shall be sent

by first-class mail and shall include the location and a description of the property. With



respect to any offer to purchase or lease pursuant to this subdivisic;n, priority shall be
given to development of the land to provide affordable housing for lower income
elderly or disabled persons or households, and other lower income households.

(b) A written offer to sell or lease for park and recreational purposes or
open-space purposes shall be sent:

(1) To any park or recreation department of any city within which the land may
be situated. |

(2) To any park or recreation department of the county within which the land is
situated. |

3) To.any regional park authority having jurisdiction within the area in which -
the land is situated.

(4) To the State Resources Agency or any agency that may succeed to its powers. |

-(c) A written offer to sell or lease iand suitable for school facilities construction

or use by a school district for open-space purposes shall be sent to any school district

in whose jurisdiction the land is located.

(d) A written offer to sell or lease for the purpose of developing property located

within an infill opportunity zone designated pursuant to Section 65088.4 or within an
area covered by a transit village plan adopted pursuant to the Transit Village

Development Planning Act of 1994 (Article 8.5 (commencing with Section 65460) of



Chapter 3 of Division 1 of Title 7) shall be sent to any county, city., city and county,
community redevelopment agency, public transportation agency, or housing authority
within whose jurisdiction the surplus land is located.

&3

(e) The entity or association desiring to i)urchase or lease the surplus land for
any of the purposes authorized by this section shall notify in writing the disposing
agency of its intent to purchase or lease the land within 60 days after receipt of the
agency’s notification of intent to sell the land.

- SEC. 10.- Section 91503 of the Government Code is amended to reéd:

91503. The property acquired pursuant to this article shall be suitable for, or
shall evidence an obligation respecting, certain activities or uses. The activities or uses
shall include one or more of the activities or uses described in subdivision (a) and,
unless incidental to those activities or uses, shall not include any of the activities
described in, and not excepted from, subdivision (b).

(a) (1) Industrial uses including, withéut limitation, assembling, fabricating,
manufactuﬁng; processing, or warehousing activities with respect to any products of
agriculture, forestry, mining, or manufacture, if these activities have demonstrated job
creation or retention potential.

(2) Energy development, production, collection, or conversion from one form
of energy to another.

(3) Research and development activities relating to commerce or industry,
including, without limitation, professional, administrative, and scientific office and

laboratory activities or uses.

10



activities within an empowerment zone and enterprise community designated pursuant
to Section 1391 of the Internal Revenue Code of 1986, in effect on January 1, 1998,

commercial uses located within a recovery zone designated pursuant to Section 1401
of the American Recovery and Reinvestment Act of 2009 (Public Law 111-5), or anylj'
amendments thereto, or other commercial needs. |

(5) Processing or manufacturing recycled or reused pfoducts and materials by

.manufacturing facilities.

(6) Business activities with the purpose of creaﬁng or producing intangible
property.

(b) (1) Residential real property for family unit or other housing activities.

(2) Aurport, doék, wharf, or mass éommuting activities, or storage or training
activities related to any of those activities, unless the property acquired is suitable for
one or more of the activities described in paragraph (4) of subdivision (a).

(3) Sewage or solid waste disposal activities or electric energy or gas furnishing
activities, unless the property acquired is suitable for one or more of the activities
described in paragraph (2) or (4) of subdivision (a).

| (4) Water furnishing activities, unless the property acquired is suitable for one
or more of the activities described in paragraph (4) of subdivision (a).
* (5) Any activities of persons qualifying as exempt persons under Section 501 of

the Internal Revenue Code of 1986, as amended, undertaken by those persons, other

11



than activities constituting an unrelated trade or business as descrii)ed in Section 513
of that code.

SEC. 11. Section 104663 of the Health and Safety Code is amended to read:

104663. (a) There is hereby established in the State Treasury the California
Healthy Food Financing Initiative Fund, which shall be comprised of federal, state,
philanthropic, and private funds for the purpose of expanding access to healthy foods
in underserved communities. |

(b) Moneys in the fund shall be expended upon appropriation by the Legislature,
and shall be used, to the extent practicable, to leverage other funding, including, but
not limited to, new markets tax credits, federal and foundation grant programs,

the federal Specialty Crop Block

Grant Program, and funding from private séctor financial institutions pursuant to the
federal Community Reinvestment Act. |
SEC. 12. Section 25395.20 of the Health and Safety Code is amended to read:
25395.20. (a) For purposes of this article, the following definitions shall apply:
(1) “Account” means the Cleanup Loans and Environmental Assistance to
Neighborhoods Account established pursuant to subdivision (b).
(2) (A) “Brownfield” means property that meets all of the following conditions:
(1) Ttislocated in an urban area.
(i) It was previously the site of an economic activity that is no longer in

operation at that location.

12



(iii) It has been vacant or has had no occupant engaged in yéar—round
economically productive activities for a period of not less than the 12 months previous
to the date of application for a loan pursuant to this article.

(B) “Brownfield” does not include any of the following:

(i) Property listed, or proposed for listing, on the National Priorities List pursuant

to the federal act (42 U.S.C. Sec. 9605 (a)(8)(B)). ;

|
(ii) Property that is, or was, owned or operated by a department, agency, or

instrumentality of the United States.

(iii) Property that will be the site of a contiguous expansion or improvement of
an operating industrial or commercial facility, unless the property is a brownfield
described in subparagraph (C) of paragraph (6).

| (3) “Cleanup and abatement order” means an order issued by a regional board
pursuant to Section 13304 of the Water Code. |

(4) “Cleanup Loans and Environmental Assistance to Neighborhoods Program™
or “CLEAN” means the loan program established by the department pursuant to Section
25395.22, to finance the performénce of actions necessary to respond to the release or
threatened release of hazardous material on an eligible property.

(5) “Economic activity” means a governmental activity, a comumercial,
agricultural, industrial, or not-for-profit enterprise, or other economic or business
concern.

(6) “Eligible property” means a site that is any of the following:

(A) A brownfield.

(B) An underutilized property that is any of the following:

13



(i) A property described in clause (v) of subparagraph (D) of paragraph (16).
(fi) A property located+rran-enterprise-zonc-established pu

the-Government-Cede); in a project area for which a redevelopment plan has been

approved pursuant to Article 4 (commencing with Section 33300) of Chapter 4 of Part

(iii) A property, the redevelopment of which will result in any of the following:

(I) Anincrease in the number of full-time jobs that is at least 100 percent greater
than the number of jobs provided by the economic activity located on the property
before redevelopment occurred.

(I1) An increase in property taxes paid to the local government that is at least
100 percent greater than the property taxes paid by the property owner before
redevelopment occurred.

() Sales tax revenues to the local government that are sufficient to defray the
costs of providing municipal services toA the property after the redevelopment occurs.

(IV) Housing for very low, low-, or moderate-income households, as defined
in paragraph (2) of subdivision (h) of Section 65589.5 of the Government Code.

(V) The construction of new or expanded school facilities, public day care
centers, parks, or comrﬁunity recreational facilities.

(C) A brownfield or an underutilized property described in clause (ii) of

subparagraph (B) that will be the site of a contiguous expansion of an operating

industrial or commercial facility owned or operated by one of the following:

14



(1) A small business.

(ii) A nonprofit corporation formed under the Nonprofit Public Benefit |
Corporation Law (Part 2 (commencing with Section 5110) of Division 2 of Title 1 of
the Corporations Code) or the Nonprofit Religious Corpofation Law (Part 4
(commencing with Section 91 10) of Division 2 of Title 1 of the Corporations Code).

(iii) A small business incubator that is undertaking the expansion with the
assistance of a grant authorized by Section 15339.3 of the Government Code or a loan
guarantee provided pursuant to Section 14090 of the Corporations Code.

(7) “Eligible property” does not include any of the following:

(A) Property listed or proposed for listing on the National Priorities List pursuant
to the federal act (42 U.S.C. Sec. 9605 (a)(8)(B)).

(B) Property that is, or was, owned or operated by a department, agency, or .
instrumentality of the United States. |

(C) Property that will be the site of a contiguous expansion or improvement of
an operating industrial or commercial facility, unless the property meets the cﬁtéﬁa
specified in subparagraph (C) of paragraph (6).

(8) (A) “Hazardous material” means a substance or waste that, because of its
physical, chemical, or other characteristics, may pose a risk of endangering human
health or safety or of degrading the environment. “Hazardous material” includes, but
is not limited to, all of the following:

(i) A hazardous substance, as defined in Section 25281 or 25316, including the
substances specified in Section 25317.

(i1} A hazardous waste, as defined in Section 25117.

15



(i) A waste, as defined in Section 101075, or as defined in Section 13050 of
the Water Code.

(B) “Hazardous matenal” does not include undisturbed naturally occurring
hazardous material unless it will adversely affect the reasonable use of a property after
responsé action is completed. |

(9) “Implementation costs,” for purposes of the expenditure of any funds pursuant
to this article, includes, but is not limited to, the costs of overseeing and reviewing
preliminary endangerment assessments and response actions that are financed by a
Joan issued pursuant to this article, including oversight conducted by a regional board
pursuant to Section 25395.28.

(10) “Investigating site coﬁtamination progr’am” means the loan program
established by the department pursuant to Section 25395.21 to conduct a preliminary
endangerment assessment of a brownﬁeid or an underutilized urban property.

(11) “Leaking underground fuel tank™ has the same meaning as “tank,” as defined
in Section 25299.24.

(12) “No longer in operation” means an economic activity that is, or previously
was, located on a property that is not conducting operations on the property of the type
usually associated with the economic activity.

(13) “Project” means any response action, and the planned future development,
included in an application for a loan pursuant to Section 25395.22.

(14) “Property” means real property, as defined in Section 658 of the Civil Code.

(15) “Small business” means an independently owned and operated business,

that is not dominant in its field of operation, that, together with affiliates, has 100 or

16



fewer employees, and that has average annual gross receipts of ten_million dollars
($10,000,000) or less over the previous three years, or a business that is a manufacturer,
as defined in Section 14837 of the Government Code, with 100 or fewer employees.

(16) “Underutilized property” means property that meets all of the following.
conditions: |

(A) Itis located in an urban area.

(B) An economic activity is conducted on the property.

(C) It 1s the subject of a proposal for development pursuant to this article.

(D) One of the following applies:

(i) The economic activity on the property is irreguldr or intermittent in nature
and uses the property for productive purposes less than four months in any calendar
year.

(1) The economic activity on the 'property employs less than 25 percent of the
property for productive purposes. .

(iii) The structures, infrastructure, and other facilities on the property are
antiquated, obsolete, or in such poor repair that they cénnot be used for the purposes
for which they were originally constructed and require replacement in order to
implement the redévelopment proposal.

(iv) The economic activity conducted on the property is a parking facility or an

activity that offers a similar marginal economic service and the facility or activity will

_ be replaced when the property-is redeveloped.

(v) The property is adjacent to one or more brownfields or underutilized

properties that are the subject of a project under this article and its inclusion in the

17



project is necessary in order to ensure that the redevelopment of tk;e brownfield or
brownfields or underutilized property or underutilized properties occurs.

(E) An underutilized property does not include any of the following:

(1) Property iisted or proposed for listing on the National Priorities List pursuant
to the federal act (42 U.S.C. Sec. 9605 (a)(8)(B)).

(i1) Property that is, or was, owned or operated by a department, agency, or
instrumentality of the United States.

(iii) Property that will be the site of a contiguous expansion or improvement of
an operating industrial or commercial facility, unless the property is an underutilized
| property described in subparagraph (C) of paragraph (6).

(17) “Regional board” means a California regional water quality control board.

(18) “State board” means the State Water Resources Control Board.

(19) “Urban area” means either of the following:

(A) The central portién of a city or a group of contiguous cities with a population
of 50,000 or more, together with adjacent densely populated areas having a population
density of at least 1,000 persons per square mile.

(B) An urbanized area as defined in paragraph (2) of subdivision (b) of Section
21080.7 of the Public Resources Code.

(b) The Cleanup Loans and Environmental Assistance to Neighborhoods Account
is hereby established in the General Fund to provide low-interest loans to qualified
applicants for the purpose of Afunding preliminary endangerment assessments and
response actions at brownfields and underutilized properties located in the state pursuant

to this article, and for any other purpose determined by the department to stimulate the

18



redevelopment of brownfields and underutilized properties, if the deﬁartment determines
that the redevelopment will result in the overall improvement of the community in
which the property is located and will provide a reasonable economic or social benefit,
in accordance with subdivision (c). All of the following moneys shall be deposited in
the account: -

(1) Funds appropriated by the Legislature for the purposes of this article.

(2) Notwithstanding Section 16475 of the Government Code, any interest earned
upon money deposited into the account.

(3) Proceeds from loan repayments.

(4) Proceeds from the sale of property ﬁursuant to this article that is the subject
of foreclosure or its equivalent, as defined in subdivision (f) of Section 25548.1, and
proceeds from the enforcement of any other security interest.

(c) (1) Except as provided in pafagraph (2), notwithstanding Section 13340 of
the Government Code, the money in the account is continuously appropriated without

-regard to fiscal years to the department for the purpose of providing loans pursuant to
Sections 25395.21 and 25395.22 and for the purpose of providing subsidies for
environmental insurance pursuant to Article 8.7 (commencing with Section 25395.40),
the California Financial Assurance and Insurance for Redevelopment Program. -

(2) The money in the account may be expended by the department, a regional
board, the state béard, and the agency for the implementation and administrationvof
this article and for implementation and administration of the Ca‘lifornié Financial

Assurance and Insurance for Redevelopment Program (Article 7 (commencing with

19



Section 25395.40)), only upon appropriation by the Legislature in—the annual Budget
Act or in another measure.

SEC. 13. Section 44559.1 of the Health and Safety Code is amended to read:

44559.1 . As used in this article, unléss the context requires otherwise, all of
the following terms have the following meanings:

(a) “Authority” means the California Pollution Control Financing Authority.

(b) “California Capital Access Furid” means a fund created within the authority
to be used for purposes of the program.

(c) “Executive director” means the Executive Director of the California Pollution
Control Financing Authority.

(d) (1) “Financial institution” means a federal- or state-chartered bank, savings
association, credit union, not-for-profit community development financial institution
certified under Part 1805 (commencing with Section 1805.100) of Chapter X VIII of
Title 12 of the Code of Federal Regulations, or a consortium of these entities. A
consortium of those entities may include a nonfinancial corporation, if the percentage
of capitalization by all nonfinancial corporations in the consortium does not exceed
49 percent.

(2) (A) “Financial institution” also includes a lending institution that has executed

a participation agreement with the Small Business Administration under the guaranteed

loan program pursuant to Part 120 (commencing with Section 120.1) of Chapter I of

Title 13 of the Code of Federal Regulations and meets the requirements of Section
120.410 of Chapter I of Title 13 of the Code of Federal Regulations,. a small business

investment company licensed pursuant to Part 107 (commencing with Section 107.20)

20



of Chapter I of Title 13 of the Code of Federal Regulations, and a é.mall business
financial development corporation, as defined in Chapter 1 (commencing with Section
14000) of Part 5 of Division 3 of Title 1 of the Corporations Code, or microbusiness
lender, as defined in Section 13997.2 of the' Government Code, that meets standards
that shall be established by the authority. For loans where all or part of the fees and |
matching contributions are paid by an entity participating in the program pursuant to
subdivision (¢) of Section 44559.2, “financial institution” also includes financial lenders,
as defined in Section 22009 of the Financial Code, making commercial ioans, as defined
- in Section 22502 of the Financial Code.

B)A ﬁﬁancial institution describéd in this paragraph shall be domiciled or have
its principal office in the State of California.

(3) “Financial institution” also includes an insured depository institution, insured
credit mﬁon, or community development’ﬁnancial institution, as these terms are defined
" in Section 4702 of Title 12 of the United States Code.

(e) “Loss reserve account” means an account in the State Treasury or any financial
institution that is established and maintained by the authorify for the benefit of a
financial institution participating in the Capital Access Loan Program established
pursuant to this article for the purposes of the following:

(1) Depositing all required fees paid by the participating financial institution and
the qualified business. .

(2) Depositing contributions made by the state and, if applicable, the federal

government or other sources.
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(3) Covering losses on enrolled qualified loans sustained by -the participating
financial institution by disbursmg funds accumulated in the loss reserve account.

® “Panicipating financial institution” means a financial institution that has been
approved by the authority to enroll qualiﬁed loans in the program and has agreed to
all terms and conditions set forth in this article and as may be required by any applicable
- federal law providing matching funding.

(g) “Passive real estate ownership” means ownership of real estate for the purposé
of deriving income from speculation, tfade, or rental, but does not include any of the
following:

(1) The ownership of that portion of real estate being used or intended to be used
for the operation of the business of the owner of the real estate.

(2) The ownership of real estate for the purpose of construction or renovation,
until the completion of the construction .or renovation phase.

(h) “Program” means the Capital Access Loan Program created pursuant to this
article. .

(i) “Qualified business” means a small business concern that meets both of the
following criteria, regardless of whether the small business concern has operations that
affect the environment:

(DItisa corporation, partnership, cooperative, or other entity, whether that

entity is a nonprofit entity or an entity established for profit, that is authorized to conduct
business in the state.

(2) It has its primary business location within the boundaries of the state.
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(j) (1) “Qualified loan” means a loan or a portion of a loan ma&ie by a participating
financial institution to a qualified business for any business activity that has its primary
economic effect in California. A qualified loan may be made in the form of a line of
credit, in which case the participating financial institution shall specify the amount of
the line of credit to be covered under the program, which may be equal to the maximum
commitment under the line of credit or an amount that is less than that maximum
commitment. A qualified loan made under the program may be made with the interest
rates, fees, and other terms and conditions agreed upon by ﬁle participating financial
mstitution and the borrower.

(2) “Qualified loan” does not include any of the following:

(A) A loan for the construction or purchase of residential housing.

(B) A loan to finance passive real estate ownership.

(C) A loan for the refinancing of an existing loan when and to the extent that the
outstanding balance is not increased.

(D) A loan, the proceeds of which will be used in any manner that could cause
the interest on any bonds previously issued by the aut]iority to become subject to federal
income tax.

(k) “Severely affected community” means-any-area-classified-as-an-enterprise

Q L antia
&

7076 -of Diviston7Fof Fitle-+-of the-Government-Code); any area, as designated by

the executive director, contiguous to the boundaries of a military base designated for

closure pursuant to Section 2687 of Title 10 of the United States Code, as amended,
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and any other comparable economically distressed geographic area 5o designated by
the executive director from time to time.

() “Small Business Assistance Fund” means a fund created within the authority
pursuant to Section 44548.

(m) “Small business concern” has the same nieaning as in Section 632 of Title
15 of the United States Code, or as otherwise provided in regulations of the authority.

SEC. 14. Section 42021 of the Public Resources Code is repealed.

SEC. 15. Section 740.4 of the Public Utilities Code is amended to read:

740.4. (a) The commission shall authorize public utilities to engage in programé
to encourage economic development. |
(b) Reasonable exf)enses for economic development programs, as specified in
this section, shall be allowed, to the extent of ratepayer benefit, when setting rates to
" be charged by publié utilities electing to initiate these programs.
(c) Economic development activities may include, but not be limited to, the
following:
(1) Comrhunity marketing and development. |
(2) Technical assistance to support technology transfer.
(3) Market research. |
(4) Site inventories.

(5) Industrial and commercial expansion and relocation assistance.
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(6) Business retention and recruitment.

(7) Management assistance.

(d) This section shall not be interpreted to permit the funding of economic
development activities ﬂlat benefit any affiliated companies or parent holding companies
beyond that which is authorized by law as of January 1, 1992.

(e) (1) This section does not authorize the commission to establish discrimjnator,y

|

rates for the purpose of attracting or benefiting specific industries or business entities,

except that incentives may be provided for the benefit of industries or business entities

whose facilities are located within the boundaries of-enterprise-zones; economic

incentive areas, recycling market development zones, or federal rural enterprise
communities in accordance with the provisions of Chapter 12.8 (commencing with
Section 7070) and Article 1 (commencing with Section 7080) of Chapter 12.9 of
Division 7 of Title 1 of the Government Code, and Article 2 (commencing with Section
42145) of Chapter 3 of Part 3 of the Public Resources Code.

(2) The commission may apply the incentives authorized by this subdivision that
benefit industries or business entities whose facilities are located within the boundaries
of-economic enterprise zones-ex-incentive areas to attract a federal Department of
Defense Finance and Accounting Service Center at the existing site of Norton Air
Force Base in San Bernardino County. This paragraph shall become inoperative if the

federal Department of Defense Finance and Accounting Service Center is not located

" upon the premises known as Norton Air Force Base in San Bernardino County and

shaﬂ also become inoperative on February 1, 1 994, if that facility has not been awarded -

to that site before that date. :
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(—?Bfg) The commission may authorize rate discounts to industries or business entities

whose facilities are located or will be located within the boundaries offma?ﬁsezenea?';
{
recycling market development-zones; zones or economic incentive areas pursuant to’

paragraph (1) of subdivision (e). These discounts may be applied in either of the
following ways:

(1) Utilities may apply reduced monthly rates to qualifying customers’ monthly
utility bills.

(2) Utilities may, at the election of qualifying customers, assign the discounts
to a private or public entity that returns cl,onsideration of like value to those customers,
provided the customers agree to maintain their facilities in sBeenterpsisezensg. a
recycling markét development zone, or an economic incentive area for a minimum of
five years from the date of commencement of the discount.

9) g{) It is the intent of the Legislature that the Public Utilities Commission, in
iniplementing this chapter, shall allow rate recovery of expenses and rate discounts
supporting economic development programs within the geographic area served bj; any
~ public utility to the extent the utility incurring or proposing to incur those expenses
and rate discounts demonstrates that the rétepayers of the public utility will derive a
benefit from those programs. Further, it is the intent of the Legislature that expenses

for economic development programs incurred prior to the effective date of this chapter,
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which have not been previously authorized to be recovered in rates,"shall not be subject
to rate recovery.

SEC. 16. Section 17039 of the Revenue and Taxation Code is amended to read:

17039. (a) Notwithstanding any provision in this part to the contrary, for the
purposes of computing tax credits, the term “net tax” means the tax imiaosed under
either Saction 17041 or 17048 plus the tax imposed under Section 17504 (relating tolj'
lump-sum distributions) less the credits allowed by Section 17054 (relating to personal
exemption credits) and any amount impased under paragraph (1) of subdivision (d)
and paragraph (1\) of subdivision (e) of Section 17560. Notwithstanding the preceding
sentence, the ;‘net tax” shall not be less than the tax imposed under Section 17504
(relating to the separate tax on lump-sum distributions),- if any. Credits shail be allowed
again_st “net tax” in the following order:

1) Credits that do not contain gaﬁyover or refundable provisions, except those
described in paragraphs (4) and (5). |

(2) Credits that contain carryover provisions but do not contain refundable
provisions, except for those that are allowed to reduce “net tax™ below the tentative
minimum tax, as defined by Section 17062.

(3) Credits that contain both carryover and refundable provisions.

(4) The minimum tax credit allowed by Section 17063 (relating to the alternative
minimum tax).

%) Credité that are allowed to reduce “net tax” below the tentative minimum

tax, as defined by Section 17062.
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(6) Credits for taxes paid to other states allowed by Chapter.12 (commencing
with Section 18001).
| (7) Credits that contain refundable provisions but do not contain carryover
provisjons.

The order within each paragrai)h shall be determined by the Franchise Tax Board.

(b) Notwithstanding the provisions of Sections 17061 (relating to refunds pmsuaqt
to the Unemploymeht Insurance Code) and 19002 (relating to tax withholding), the E
credits provided in those sections shall be allowed in the order provided in paragraph
(6) of subdivision (a).

((;) (1) Notwithstanding any other provision of this part, no tax credit shall reduce
the tax i;nposed under Section 17041 or 17048 plus the tax imposed under Section
17504 (relating to the separate tax on lamp-sum distributions) below the tentative
minimum tax, as defined by Section 17062, except the following credits:

(A) The credit allowed by Section 17052.2 (relating to teacher retention tax
credit).

(B) The credit allowed by former Section 17052 4 (relating to solar energy). |

(C) The credit allowed by former Section 17052.5 (revlating to solar energy,
repéaled on January 1, 1987).

(D) The credit allowed by former Section 17052.5 (relating to solar energy,
repealed on December 1, 1994).

(E) The credit allowed by Section 17052.12 (relating to research expenses).

(F) The credit allowed by former Section 17052.13 (relating to sales and use tax

credit).
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(G) The credit altowed by former Section 17052.15 (relating to Los Angeles
Revitalization Zone sales tax credit).

(H) The credit allowed by Section 17052.25 (relating to the adoption costs credit).

(I) The credit allowed by Section 17053.5 (relating to the renter’s credit). |

() The credit allowed by former Section 17053.8 (relating to enterprise zone
hiring credit).

(K) The credit allowed by former Section 17053.10 (relating to Los Angeles
Revitalization Zone hiring credit).

(L) The credit allowed by former Section 17053.11 (relating to program area
hiring credit). '

- (M) For each taxable year beginning on or after January 1, 1994, the credit
allowed by former Section 17053.17 (relating to Los Angeles Revitalization Zone
hiring credit). |

(N) The credit allowed by Section 17053.33 (relating to targeted tax area sales
or use tax credit). |
(O) The credit allowed by Section 17053.34 (relating to targeted tax area hiring
credit). |
- (P) The credit allowed by Section 17053.49 (relating to qualified property).

(Q) The credit allowed by_former Section 17053.70 (relating to enterpn'sé zone

sales or use tax credit).

(R) The credit allowed by_former Section 17053.74 (relating to enterprise zone

hiring credit).
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(S) The credit allowed by Section 17054 (relating to credits -for personal
exemption).

(T) The credit allowed by Section 17054.5 (relating to the credits for a qualified
joint custody head of household and a qualified taxpayer with a dependent parent).

- (U) The credit allowed by Section 17054.7 (relating to the credit for a senior
head of household).

(V) The credit allowed by fonne; Section 17057 (relating to clinical testing
expenses).

(W) The credit allowed by Section 17058 (relating to low-income housing).

(X) The credit allowed by Section 17061 (relating to refunds pursuant to the
Unemployment Insurance Code).

(Y) Credits for taxes paid to other states allowed by Chapter 12 (commencing
with Section 18001). | |

(Z) The credit allowed by Section 19002 (relating to tax withholding).

(2) Any credit that is partially or totally denied under paragraph (1) shall be
allowed to be carried over and applied to the net tax in succeeding taxable years, if the
provisions relating to that credit include a provision to allow a carryover when that
credit exceeds the net tax.

(d) Unless otherwise provided, any remaining carryover of a credit allowed by
a section that has been repealed or made inoperative shall continue to be allowed to
be carried over under the provisions of that section as it read immediately prior to being

repealed or becoming inoperative.
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(e) (1) Unless otherwise provided, if two or more taxpayers (;)ther than husband
and wife) share in costs that would be eligible for a tax credit allowed under this part,
each taxpayer shall be eligible to receive the tax credit in proportion to his or her
respective share of the costs paid or incurred.

(2) In the case of a partnership, the credit shall be allocated among the partners
pursuant to a written partnership agreement in accordance with Section 704 of the
Internal Revenue Code, relating to partner’s distributive share.

(3) In the case of a husband and wife who file separate returns, the credit may
Be taken by either or equally divided between them.

() Unless otherwise provided, in the case of a partnership, any credit allowed
by this part shall be computed at the partnership level, and any limitation on the
expenses qualifying for the credit or limitation upon the amount of the credit shall be
applied to the partnership and to eéch pa;rtner.

(g) (1) With respect to any taxpayer that directly or indirectly owns an interest
in a business entity that is disregarded for tax purposes pursuant to Section 23038 and
any regulations thereunder, the amount of any credit or credit carryforward allowable
for any taxable year attributable to the disregarded business entity shall be limited in
accordance with paragraphs (2) and (3).

(2) The amount of any credit otherwise allowed under this part, including any
credit carryover from prior years, that may be applied to reduce the taxpayer’s “net
tax,” as defined in subdivision (a), for the taxable year shall be limited to an amount
equal to the excess of the taxpayer’s regular tax (as defined in Section 17062),

determined by including income attributable to the disregarded business entity that
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generated the credit or credit carryover, over the taxpayer’s regular- tax (as defined in
Section 17062), determined by excluding the income attributable to that disregarded
business entity. No credit shall be allowed if the taxpayer’s regular tax (as defined in
Section 17062), determined by including the income attributable to the disregarded
business entity, is less than the taxpayer’s regular tax (as defined in Section 17062),
determined by excluding the income attributable to the disregarded business entity.
| (3) If the amount of a credit allowed pursuant to the section establishing the
credit exceeds the amount allowable under this subdivision in any taxable year, the
excess amount may be carried over to subsequent taxable yeafs pursuant to subdivisions
(c) and (d).

(h) (1) Unless otherwise specifically provided, in the case of a taxpayer that is
a partner or shareholder of an eligible pass-through entity described in paragréph (2),
any credit passed through to the taxpaye;' in the taxpayer’s first taxable year beginning
on or after thé date the credit is no longer operative may be claimed by the taxpayer
in that taxable year, notwithstanding the repeal of the statute authoriziﬂg the credit
prior to the close of that taxable year.

(2) For purposes of this subdivision, “eligible pass-through entity” means any
partnership or S corporation that files its return on a fiscal year basis pursuant to Section
18566, and that is entitled to a credit pursuant to this part for the taxable year that
begins during the last year the credit is operative.

(3) This subdivision shall apply to credits that become inoperative on or after
the operative date of the act adding this subdivision.

SEC. 17. Section 17049 of the Revenue and Taxation Code is amended toread:
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17049. (a) If an item of mcome was included in the gross income of an
individual for a preceding taxable year or years because it appeared that the individual
had an unrestricted right to that item, a deduction is allowable for the taxable year
based on the repayment of the item by the individual during the taxable year, and the
amount of that deduction exceeds three théusand dollars ($3,000), fhen the tax imposed
by this part for the taxable year on that individual shall be the iesser of the followmg':

(1) The tax for the taxable year computed with that deduction.

(2) An amount equal to (A) the tax for the taxable year computed without that
deduction, minus (B) the decrease in tax under this part for the preceding taxable year
or years which would result solely from the exclusion of the item or portion thereof
from the gross income required to be shown on the California return of that individual
for the preceding taxable year or years. |

(b) If the decrease in tax deterrniﬁed under subparagraph (B) of paragraph (2)
of subdivision (a) for the preceding taxable year or years exceeds the tax imposed for
the taxable year, computed without the deduction, that excéss shall be considered to
be a payment of téx on the last day prescribed for the payment of tax for the taxable
year, and shall be refunded or credited in the same manner as if it were an overpayment
for the taxable year.

(c) Subdivision (a) does not apply to any deduction allowable with respect to an
item which was included in gross income by reason of the sale or other disposition of
stock in trade of the taxpayer, or other property of a kind which would properly have

been included in the inventory of the taxpayer if on hand at the close of the prior taxable
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year, or property held by the taxpayer primarily for sale to customérs in the ordinary
course of his or her trade or business.

(d) If the tax imposed by this part for the taxable year is the amount determined
under paragraph (2) of subdivision (a), then the deduction referred to in subdivision
() shall not be taken into account for any purpose of this part, or Part 10.2 (commencing
with Section 18401), other than this section.

(e) For purposes of determining whether paragraph (1) or paragraph (2) of
subdivision (a) applies, in any case where the exclusion referred to in subparagraph
(B) of paragraph (2) of subdivision .(a) results in a net operating loss or capital loss for
the prior taxable year, or years, that loss shall, for purposes of computing the decrease
in tax for the prior taxable year, or years, under subparagraph (B) of paragraph (2) of
subdivisi'on (a), be carried over to the same extent and in the same manner as is provided

\1Z2276 - R0,
under Section 276, 17276.1 +72762; 17276 4,17276.5, or 17276.77br Section 1212
of the Internal Revenue Code, as applicable for California purposes, except that no
carryover beyond the taxable year shall be taken into account.

(f) For purposes of this part, the net operating loss or capital loss described in -
subdivision (e) shall, after the application of paragraph (1) or (2) of subdivision (a) for
the taxable year, be taken into account under Section ¥72%6; 17276.1,37276:2; 17276 4,
17276.5, or 17276. 74)r Sectlon)1212 of the Internal Revenue Code as applicable for
California purposes, for taxable years after the taxable year to the same extent and in
the same manner as either of the following:

(A) A net operating loss sustained for the taxable year, if paragraph (1) of

subdivision (a) applied.
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(B) A net operating loss or capital loss sustained for the pﬁc;r taxable year, or
years, if paragraph (2) of subdivision (a) applied.

(g) Regulations promulgated by the Secretary of the Treasury under Section
1341 of the Internal Revenue Code shall apply, except to the extent that those regulations |
conflict with this section, provisions of this part, or with regulations promulgated by

the Franchise Tax Board.

SEC. 18. Section 17053.47 of the Revenue and Taxation Code 1s repealed.
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Kepeal |

SEC. 22.ASection 17053.80 of the Revenue and Taxation Code, as added by
Section 3 of Chapter 10 of the Third Extraordinary Session of the Statutes of 20095i5—
amended-to-read- »

1705280. (a)For each taxable year beginnihg on or aftey/January 1,‘2009, there
- shall be allowed\as a credit against the “net tax,” as defined in Section 17039, three
thousand dollars ($3)000) for each net increase in qualified full-time employees, as
specified in subdivision X¢), hired during the taxablefear by a qualified employer.

(b) For purposes of thig section:

(1) “Acquired” includes an}gift, inherifance, transfer incident to divorce, or any
other transfer, whether or not for considergtion.

(2) “Qualified full-time employeg Npeans:

(A)A qﬁaliﬁed employee whe'was pal{ qualified wages by the qualified
employer for services of not less than an average\of 35 hours per week.

(B) A qualified employée who was a salaried exgployee and was paid
compensation during the yxable year for full-time employment, within the meaning
of Section 515 of the Fabor Code, by thé qualified employen

(3) A “qualified employee” shall not include any of the f§llowing:

(A) An efnployee certified as a qualified employee in an entgrprise zone

designated jA accordance with former Chapter 12.8 (commencing with Section 7070)

of Divisigh 7 of Title 1 of the Government Code.

() An employee certified as a qualified disadvantaged individual ik a

manufacturing enhancement area designated in accordance with former Section 7073.8

of the Government Code.
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(C) An employee certified as a qualified employee in a targéted tax area
designated\in accordance with Section 7097 of the Government (ode.

(D) An éxpployee certified as a qualified disadvantaged ifdividual or a qualified
displaced employeenn a local agency military base recovery area (LAl\/IB'RA) designated
in accordance with Chapter 12.97 (commencing with Sg€tion 7105) of Division 7 of
Title 1 of the Government Kode.

(E) An empldyee whose\yages are included/in calculating any other credit
allowed under this part.

(4) “Qualified employer” means Aaxpayer that, as of the last day of the preceding
taxable year, employed a total of 20 or fewkr employees.

(5) “Qualified wages” means wages subjigt to Division 6 (commencing with
Sectionl 13000) of the Unemploymept Insurance Codg. |

(6) “Annual full-time equiyalent” means either o \he following:

(A) In the case of a full fime employee paid hourly q liﬁed wages, “annual
full-time equivalent” meang the total number of hours worked fog the taxpayér by the
employee (not to exceed/2,000 hours per employee) divided by 2;0 Q.

(B) In the case ¢f a salaried full-time employee, “annual full-timeequivalent”
means the total number of weeks worked for the taxpayer Hy the employee diyided by
52.

(c) The det increase in qualified full-time employees of a qualified employe

shall be degérmined as provided by this subdivision:
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(1) (A) The net increase in qualified full-time employees shail be deétermined on
an annual fal-time equivalent basis by subtracting from the amount determined in
subparagraph (&) the amount determined in subparagraph (B).

(B) The total nymber of qualified full-time employees employed in the preceding
taxable year by the taxpa¥er and by any trade or business acquired by the taxpayer
during the current taxable yez

© The total number of full.time employees emgployed in the current taxable
year by the taxpayer and by any trade\or business a¢quired during the current taxable
year.

(2) For taxpayers who first commence ¥ oing business in this state during the
taxable year, the number of full-time emp}Oyees ¥or the immediately preceding prior
taxable year shall be zero.

(d) In the case where the credit aliowed by this se¢tion exceeds the “net tax,”
the excess may be carried over tg/reduce the “net tax” in the following year, and
succeeding seven years if necgssary, until the credit is exhausted. A

(e) Any deduction otherwise allowed under this part for qalified wages shall
not be reduced by the angount of the credit allowed under this sectioq.

(f) For purposey of this section: |

(1) All emplg@yees of the trades or businesées that are treated as related under
either Section 267, 318, or 707 of the Internal Revenue Code shall be treated as

employed by a single taxpayer.
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(2) In determining whether the taxpayer has first commencea doing business in
this state\during the taxable year, the provisions of subdivision (f) of Section 17276,
without appNgation of paragraph (7) of that subdivision, shall apply.

(2) (1) (AY Credit under this section and Section 23623 shall be allowed only
for credits claimed\on timely filed original returns received by the Franchise Tax Board
on or before the cut-off date established by the Franchise Zax Board.

(B) For purposes okthis paragraph, the cut-off dgfe shall be the last day of the
calendar quarter within whick the Franchise Tax Boafd estimates it will have received
timely filed original returns claithing credits under his section and Section 23623 that
cumulatively total four hundred miNjon dollars £$400,000,000) for all taxable years.

(2) The date a return is received Shall bg/determined by the Franchise Tax Board.

(3) (A) The determinations of the Frxnchise Tax Board with respect to the cut-off
date, the date a return is received, and heth a return has been timely filed for
purposes of this subdivision may nof be reviewed in any administrative or judicial
proceeding

~ (B) Any disallowance of’a credit claimed due to\a determination under this
subdivision, including the agplication of the limitation spegified in paragraph (1), shall
be treated as a mathematj€al error appearing on the return. Ay amount of tax resulting
from such disallowange may be assessed by the Franchise Tax Board in the same
manner as provided by Section 19051.
(4) The Fyanchise Tax Board shall periodically provide notice g its Web site

with respect 6 the amount of credit under this section and Section 23623\¢laimed on

timely ﬁl7 original returns received by the Franchise Tax Board.
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(1) The Franchise Tax Board may prescribe rules, guidelines or procedures

necessary orappropriate to carry out the purposes of this section, includjng any

guidelines regardihg the limitation on total credits allowable under'this section and

Section 23623 and guidélpes necessary to avoid the apphiCation of paragraph (2) of

subdivision (f) through split-ups, shell corporatigns, partnerships, tiered ownership
structures, or otherwise.

(2) Chapter 3.5 (commencingWwith Settion 11340) of Pért‘ 1 of Division 3 of
Title 2 of the Government C standard, criterion, procedure,
“determination, rule, notiCe, or guideline established or issueq by the Franchise Tax

Board pursuant tpthis section.

after thé year of the cut-off date, and as of that December 1 is repéaled.

SEC. 23. Section 17053.80 of the Revenue and Taxation Code, as added by
Section 3 of Chapter 17 of the Third Extraordinéry Session of the Statutes of 2009, 1s
amended to read:

17053.80. (a) For each taxable year begiﬂm’ng on or after January 1, 2009, there
shall be allowed as a credit against the “net tax,” as defined in Section 17039, three
thousand dollars ($3,000) for each net increase in qualified full-time employees, as
specified in subdivision (c), hired during the taxable year by a qualified employer.

* (b) For purposes of this section:

(1) “Acquired” includes any gift, inheritance, transfer incident to divorce, or any

other transfer, whether or not for consideration.

(2) “Qualified full-time employee” means:
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(A) A qualified employee who was paid qualified wages by fhe qualiﬁed
émployer for services of not less than an average of 35 hours per week.

(B) A qualified employee who was a salaried employee and was paid
compensation during the taxable year for full-time employment, within the meaning
of Section 515 of the Labor Code, by the qualified employer.

(3) A “qualified employee” shall not include any of the following:

(A) An employee certified as a qualified employee in an enterprise zone
designated in accordance with_former Chapter 12.8 (commencing with Section 7070)
of Division 7 | of Title 1 of the Government Code.

(B) An employee certified as a qualified disadvantaged individual in a
manufacturing enhancement area designated in accordance with former Section 7073.8
of the Government Code.

(C) An employee certified as a qﬁaliﬁed employee 1n a targeted tax area
designated in accordance with Section 7097 of the Government Code.

(D) An employee certified as a qualified disadvantaged individual or a qualified
displaced employee in a local agency military base recovery area (LAMBRA) designated

in accordance with Chapter 12.97 (commencing with Section 7105) of Division 7 of

"~ Title 1 6f the Government Code.

(E) An employee whose wages are included in calculating any other credit

allowed under this part.
(4) “Qualified employer” means a taxpayer that, as of the last day of the preceding

taxable year, employed a total of 20 or fewer employees.
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r 1(5) “Qualified wages” means wages subject to Division 6 (cé)mmencing with
E'\:on 13000) of the Unemployment Insurance Code.
| (6) “Annual full-time equivalent” means either of the following:
(A) In the case of a full-time employee paid hourly qualified wages, “annual
ne equivalent” means the total number of hours worked for the taxpayer by the
'see (not to exceed 2,000 hours per employee) divided by 2,000.
3) In the case of a saléried full-time employee, “annual full-time equivalent”’

he total number of weeks worked for the taxpayer by the employee divided by

} The net increase in qualified full-time employees of a qualified employer
ﬁetenhined as provided by this subdivision:

.(A) The net increase in qualified full-time employees shall be determined on
a full-time equivalent basis by subtracting from the amount determined in
Staph (C) the amount determined in subparagraph (B).

}The total number of qualified full-time employees employed in the preceding
tanr by the taxpayer and by any trade or business acquired by the taxpayer
ducurrent taxable year. |

{he total number of full-time employees employed in the current taxable
Yea;\.,taxpayer and by any trade or business acquired during the current taxable
yeat

'!r taxpayers who first commence doing business in this state during the

¥
taxaH’ the number of full-time employees for the immediately preceding prior

taxabshall be zero.
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(d) In the case where the credit allowed by. this section exce;zds the “net tax,”
the excess may be carried over to reduce the “net tax” in the following year, and
succeeding seven years if necessary, until the credit is exhausted.

(¢) Any deduction otherwise allowed under this part for quali'ﬁed wages shall
not be reduced by the amount of the credit allowed under this section.

(f) For purposes of this section: |

(1) All employees of the trades or businesses that are treated as related under
either Section 267, 318, or 707 of the Internal Revenue Code shall be treated as
erﬁployed by a single taxpayer.

(2) In determining whether the taxpayer has first commenced doing business in

17127620

this state during the taxable year, the provisions of subdivision (f) of Sectior! 1
without application of paragraph (7) of t‘hat subdivision, shall apply.

(g) (1) (A) Credit under this section and Section 23 623 shall be allowed only
for credits claimed on timely filed original returns received by the Franchise Tax Board
on or before the cut-off date established by the Franchise Tax Board.

(B) For purposes of this paragraph, the cut-off date shall be the last day of the
calendar quarter within which the Franchise Tax Board estimates it will have received
timely filed original returns claiming credits under this section and Section 23623 that
cumulatively total four hundred million dollars ($400,000,000) for all taxable years.

(2) The date a return is received shall be determined by the Franchise Tax Board.

(3) (A) The determinations of the Franchise Tax Board with respect to the cut-off

date, the date a return is received, and whether a return has been timely filed for
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purposes of this subdivision may not be reviewed in any administrétive or judicial
proceeding |

(B) Any disallowance of a credit claiﬁled due to a determination under this
subdivision, including the applicatioﬁ of the limitation specified in paragraph (1), shall
be treated as a mathematical error appearing on the return. Any amount of tax resulting
from such disallowance may be assessed by the Franchise Tax Board in the same
ﬁanne; as provided by Section 19051.

(4) The Franchise Tax Board shall periodically provide notice on its Web site
with respect to the amount of credit under this section and Section 23623 claimed on
timely filed original returns received by the Franchise Tax Board.

(h) (1) The Franchise Tax Board may prescribe rules, guidelines or procedpxes
necessary or appropriate to carry out the purposes of this section, including any
guidelines regarding the limitation on total credits allowable under this section and
Section 23623 and guidelines necessary to avoid the application of paragraph (2) of
subdivision (f) through split-ups, shell corporations, partnerships, tiered ownership
structures, or otherwise.

(2) Chapter 3.5 (commencing with Section 11340) of Part 1 of Division 3 of
Title 2 of the Government Code does not apply to any standard, criterion, procedure,
determination, rule, notice, or guideline established or issued by the Franchise Tax
Board pursuant to this section.

6] Tﬁis section shall remain in effect only until December 1 of the calendar year
after the year of the cut-off date, and as of that December 1 is repealed.

SEC. 24. Section 17235 of the Revenue and Taxation Code is repealed.
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SEC. 25. Section 17260 of the Rc;,venue and Taxation Code is amended to read:
17260. (a) No deduction, other than depreciation, shall be allowed for
expenditures for tertiary injectants as provided by Section 193 of the Internal Revenue'
Code.
| (b) Section 263(a) of the Internal Revenue Code shall ﬂot apply to expenditures
for which a deduction is allowed under Section 17266—9H—7'26—7%.
SEC. 26. Section 17267.2 of the Revenue and Taxation Code is repealed.

71



72



73



‘ read:

- » Fhe-applicable

T ol £ doas +3,

FAXADIC Y e O U S T At U T sttt sicessnienee s
tst-taxable-year-thereath —166,000
T AR AU Y O O o et iecsentenaonees )

[a 1N IF'S 1] +h £
ZINItaAdviv _y\'ul aivlivditvl

o 299~ BX'S Il 4% .
sTataaxauItyLdlQitlvditol ...

Eaclh-+ L1 +h £
acirigAaulityudliurneivalivl

SEC. 27. Section 17276.1 of the Revenue and Taxation Code is amended to
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17276.1. (a) A qualified taxpayer, as defined in Section17276-2; 17276.4,
17276.5, 17276.6, or 17276.7, may elect to take the deduction provided by Section
172 of the Internal Revenue Code, relating to the net operating loss deduction, as
modified by Section 17276, with the folloWing exceptions:

. ‘ \11 27620

(1) Subdivision (a) of Section' 37276, relating to years in which allowable losses
are sustained, shall not be applicable.

(2) Subdivision (b) of Section(l\:7—2?6’, relating to the 50-percent reduction of
losses, shall not be applicable.

(b) The election to compute the net operating loss under this section shall be
made in a statement attached to the original return, timely filed for the year in which

the net operating loss is incurred and shall be irrevocable. In addition to the exceptions

specified in subdivision (a), the provisions of Section+7276-2; 17276.4, 17276.5,

17276.6, or 17276.7, as appropriate, shall be applicable.
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SEC.29. Section 17276.20 of the Revenue and Taxation Code 18 amended to

read:
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17276.20. Except as provided in Sections 17276.1 ,—1—7291672—; 17276.4,17276.5,
17276.6, and 17276.7, the deduction provided by Section 172 of the Internal Revenue
Code, relating to net operating loss deduction, shall be modified as follows:

(a) (1) Net operating losses attributablé 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 parégraphs (2) and (3), the provisions of Section
172(b)(2) of the Internal Revenue Code, relating to amount of carrybacks and
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 beginhing on or after January 1, 2000,
and before January 1, 2002.

(C) Sixty percent for any taxablé 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

79



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 1s 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 1s greater than the net loss from tile new business, |
the net operating loss shall be carried over as follows: [

(1) 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).

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

(i1) 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 (1) of subparagraph (B). |
| (4) In the case of a taxpayer who has a net ope;ating 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 thé 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 aﬁplied 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 loss 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.
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(c) Section 172(b)(1) of the Internal Revenue Code, relating. to years to which
the loss may be carried, is modified as follows:

(1) Net operating loss carrybacks shall not be allowed for any net operating
losses attributable to taxable years beginning before January 1, 2013.

(2) A net operating loss attributable to taxable years beginning on or after January
1, 2013, shall be a net operating loss carryback to each of the two taxable years
preceding the taxable year of the loss in lieu of the number of years provided therein.’

(A) For a net operating loss attributable to a taxable year beginning on or after
January 1, 2013, and before January 1, 2014, the amount of carryback to any taxable
year shall not exceed 50 percent of the net operatmg loss.

(B) For a net operating loss attributable to a taxable year beginning on or after
January 1, 2014, and before January 1, 2015, the amounf of carryback to any taxable
year shall not exceed 75 percent of the net operating loss.

(C) For a net operating loss attributable to a taxable year beginning on or after
January 1, 2015, the amount of carryback to any taxable year shall not exceed 100
percent of the net operating loss.

(3) Notwithstanding paragraph (2), Section 172(b)(1)(B) of the Internal Revenue
Code, relating to special rules for REITs, and Section 172(b)(1)(E) of the Internal
Revenue Code, relating to excess interest loss, and Section 172(h) of the Internal
Revenue Code, relating to corporate equity reduction interest losses, shall apply as
provided.

(4) A net operating loss carryback shall not be carried back to any taxable year

beginning before January 1, 2011.
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(d) (1) (A) For a net operating loss for any. taxable year begi-nning on or after
January 1, 1987, and before January 1, 2000, Section 172(b)(1)(A)(ii) of the Internal
Revenue Code 1s 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 January 1, 2008, Section 172(b)(1)(A)(i1) of the Internal Revenuf

Code 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 yeaf fora ﬁet 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.
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(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 yea'r 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 precéding sentence shall not apply
to any loss incuwred 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 dollats ($1,000,000) during the
taxable year.

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

(3) “Title 11 or similar case” shall have the same meaning as in Section.3 68(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 othervs;ise acquires all or any

portion of the assets of an existing trade or business (irrespective of the form of entity)
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that is doing business in this state (within the meaning of Section 23” 101), 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 propérty) 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 consﬁtutéd 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 acquin'ﬁg
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
n this sta;te, 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
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of the Standard Industrial Classification (SIC) Manual published b—y 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
béing 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 pu:rcﬁased 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
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Office of Management and Budget, 1987 edition, and as further aménded, 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 i
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 syste.ms designed to prdvide 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 17276.1,37276:2;
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
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of the purposes of this section through splitups, shell corporations, bartnerships, fiered
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 anet 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.

SEC. 30. Section 17276.21 of the Revenue and Taxation Code is amended to
read:

17276.21. (a) Notwithstanding Sections 17276, 17276.1,+7276:2; 17276 4,
17276.5, 17276.6, 17276.7, and 17276.20 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, 2012.

(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, 2010, and before January 1, 2011.

(2) By two years, for losses incurred in taxable years beginning on or after

January 1, 2009, and before January 1, 2010.
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(3) By three years, for losses incqrred in taxable years beginning on or after
January 1, 2008, and before January 1, 2009.

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

(c) Notwithstanding subdivision (a), a net operating loss deduction shall be
allowed for carryback of a net operating loss attributable to a taxable year beginm'ngli'
on or after January 1, 2013. ‘

(d) The provisions of this section shall not épply to the following taxpayers:

(1) For any taxable year beginning on or after January 1, 2008, and before January
1, 2010, 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
paragraph, business income means:

(A) Income from a trade or business, whether conducted by the taxpayer.or by
a passthrough entity owned directly or indirectly by the taxpayer. For purposes of this
" paragraph, the term “passthrough entity” means a partnership or an “S” cdrporation.
| (B) Income from rental activity.

(C) Income attributable to a farming business.

(2) For any taxable yearibeginnjng on or after January 1, 2010, and before January
1, 2012, this section shall not apply to a taxpayer with modified adjusted gross income
of less than three hundred thousand dollars ($300,000) for the taxable year. For purposes
of this paragraph, “modified adjusted gross income” means the amount described in

paragraph (2) of subdivision (h) of Section 17024.5, determined without regard to the
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deduction allowed under Section 172 of the Internal Revenue Code, relating to net
operating loss deduction.
SEC. 31. Section 17276.22 of the Revenue and Taxation Code is amended to

read:

17276.22. Notwithstanding Section 17276.1,47276:2; 17276.4, 17276.5,
17276.6, or 17276.7 to the contrary, a net operating loss attributable to a taxable ye#
beginning on or after January 1, 2008, shall be a net operating carryover to each of the
20 taxable years following the year of the loss, and a net operating loss attributable to
a taxable year beginning on or after January 1, 2013, shall also be a net operating loss
can'ybéck to each of the two taxable years preceding the taxable year of lbss.

SEC. 32. Section 17276.3 of the Revenue and Taxation Code is amended to
read: .

17276.3. (a) Notwithstanding Sections 17276, 17276.1,37276:2; 17276 .4,
17276.5, 17276.6, and 17276.7 of this code and Section 172 of the Internal Revenue
Code, né net operating loss deduction shall be allowed for any taxable year beginning
on or after January 1, 2002, and before January 1, 2004.

(b) For any carryover of a net operating loss for which a deduction is denied by
sﬁbdivision (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 Janvary
1, 2002, and before January 1, 2003.

(2)-By two years, for losses incurred in taxable years beginning before January

1, 2002.
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SEC. 33. Section 17276.4 of the Revenue and Taxation Co&e 1s amended to
read: |

17276.4. (a) The term “qualified taxpayer” as used in Section 17276.1 includes
a person or entity engaged in the conduct of a trade or business within the Los Angelés |
Revitalization Zone designated pursuant to Section 7102 of the Government Code. For
purposes of this subdivision, all of the following shall apply:

(1) Apet operating loss shall not be a net operating loss carryback for any taxable
year, and a net operating loss for any taxable year beginning on or after the date the
area in which the taxpayer conducts a trade or business is designated the Los Angeles
Revitalization Zone shall be a net operating loss carryover to each following taxable
year that ends before the Los Angeles Revitalization Zone expiration date or to each
of the 15 taxable years following the tagable year of loss, if longer.

(2) “Net operating loss” means the loss determined under Section 172 of the
Internal Revenue Code, as modified by Section 17276.1, attributable to the taxpayer’s
business activities within the Los Angeles Revitalization Zone (as defined in Section
7102 of the Government Code) prior to the Los Angeles Revitalization Zone expiration
date. The attributable loss shall be determined in accordance with Chapter 17
(commencing with Section 25101) of Part 11, modified as follows:

(A) Loss shall be apportioned to the Los Angeles Revitalization Zone by
multiplying total loss from the business by a fraction, the numerator of which is the
property factor plus the payroll factor, and the denominator of which is 2.

(B) “The Los Angeles Revitalization Zone” shall be substituted for “this state.”
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(3) A net operating loss carryover shall be a deductién only ';Jvith respect to the
taxpayer’s business income attributable to the Los Angeles Revitalization Zone (as
defined in Section 7102 of the Government Code) determined in accordance with
subdivision (c).

(4) If a loss carryover is allowable pursuant to this section for any taxable year
after the Los Angeles Revitalization Zone designation has expired, the Los Angeles
Revitalization Zone shall be deemed to remain in existence for purposes of computing
the limitation set forth in paragraph (2) and allowing a net operating loss deduction.

(5) Attributable income shall be that portion of the taxpayer’s California source
business income which is apportioned to the Los Angeles Revitalization Zone. For that
purpose, the taxpayer’s business income attributable to sources in this state first shall
be determined in accordance with Chapter 17 (commencing wifh Section 25101) of
Part 11. That business income shall be further apportioned to the Los Angeles
Revitalization Zone in accordance with Article 2 (commencing with Section 25120) *
of Chapter 17 of Part 11, modified as follows: |

(A) Business income shall be apportioned to thé Los Angeles Revitalization
Zone by multiplying total California business incorhe of the taxpayer by a fraction, the
numerafor of which is the property factor plus the payroll factor, and the denominator
of which 1s 2.

(B) The property factor is a fraction, the numerator of which is the average value
of the taxpayer’s real énd tangible personal property owned or rented and used in the

Los Angeles Revitalization Zone during the taxable year and the denominator of which
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is the average value of all the taxpayer’s real and tangible personalhproperty owned or
rented and used in this state during the taxable year.

(C) The payroll factor is a fraction, the numerator of which is the total amount
paid by the taxpayer in the Los Angeles Revitalization Zone during the taxable year
for compensation, and the denominator of which is the total compensation paid by the
taxpayer in this state during the taxable year.

(6) “Lbs Angeles Revitalization Zone expiration date” means the date the Los
Angeles Revitalization Zone designation expires, is repealed, or becomes inoperative
pursuant to Section 7102, 7103, or 7104 of the Government Code.

- (b) This section shall be inoperative on the first day of the taxable year beginning
on or after the determination date, and each taxable year thereafter, with respect to the
taxpayer’s business activities within a geographic area that is excluded from the map
pursuant to Section 7102 of the Governrhent Code, or an excluded area determined
pursuant to Section 7104 of the Government Code. The determination date is the earlier
of the first effective date of a determination under subdivision (c) of Section 7102 of
the Govemmenf Code occurring after December 1, 1994, or the first effective date of

an exclusion of an area from the amended Los Angeles Revitalization Zone under

~ Section 7104 of the Government Code. Howeyver, if the taxpayer has any unused loss

amount as of the date this section becomes inoperative, that unused loss amount may
continue to be carried forward as provided in this section.

(c) A taxpayer who qualifies as a “qualified taxpayer” under one or more sections
shall, for the taxable year of the net operating loss and any taxable year to which that

net operating loss may be carried, designate on the original return filed for each year
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the section that applies to that taxpayer with respect to that net opérating loss. If the
taxpayer is eligible to qualify under more than one section, the designation is to be
made after taking into account subdivision (d).

(d) If a taxpayer is eligible to qualify under this section and either Section

17276217276-5; 17276.5 or 17276.6 as a “qualified taxpayer,” with respect to a net
operating loss in a taxable year, the taxpayer shall designate which section is to apply.
to the taxpayer.

(¢) Notwithstanding Section 17276, the amount of the loss determined under
this section or Section172H6-2-17276-5; 17276.5 or 17276.6 shall be the oniy net
operating loss allowed to be carried over from that taxable year and the designation
under subdivision (c) shall be included in the election under Section 17276.1.

(f) This section shall cease to be operative on December 1, 1998. However, any
unused net operating loss may continue t(; be carried over to following years as provided
in this section. . |

SEC. 34. Section 17276.5 of the Reffenue and Taxation Code is amended to
read:

17276.5. (a) For each taxable year beginning on or after January 1, 1995, the
term “qualified taxpayer” as used in Section 17276.1 includéé a taxpayer engaged in
the conduct of a trade or business within a LAMBRA. For purpbses of this subdivision,
all of the following shall apply:

(1) A net operating loss shall not be a net operating loss carryback for any taxable
year, and a net operating loss for any taxable year beginning on or after the date the

area in which the taxpayer conducts a trade or business is designated a LAMBRA shall
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be a net operating loss carryover to each following taxable year that ends before the
LAMBRA expiration date or to each of the 15 taxable years following the taxable year
of loss, if longer. | |

(2) “LAMBRA” means a local agency military base recovery area designated
in accordance with Section 7114 of the Government Code.

(3) “Taxpayer’; means a person or entity that conducts a trade or business withizi
a LAMBRA and, for the first two taxable years, has a het increase in jobs (defined as
2,000 paid hours per employee per year) of one or more employees in the LAMBRA
- and this state. For purposes of this paragraph:

(A) The net increase in the number of jobs shall be determined by subtracting
the total number of full-time employees (defined as 2,000 paid hours per employee
per year) the taxpayer employed in this state in the taxable year prior to commencing
business operations in the LAMBRA froin the total number of full-time employees the
taxpayer employed in this state during the second taxable year after commencing
business operations in the LAMBRA. For taxpayers who commence doing business
in this state with their LAMBRA business operation, the number of employees for the
taxable year prior to commencing business operations in the LAMBRA sﬁau be zero.
The deduction shall be allowed only if the taxpayer has a ne"c increase in jobs in the
state, and if one or more full-time employees is employed within the LAMBRA.

(B) The total number of employees employed in the LAMBRA shall equal the

sum of both of the following:
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(i) The total number of hours worked in the LAMBRA for the taxpayer by

employees (not to exceed 2,000 hours per employee) who are paid an hourly wage
-divided by 2,000. ‘

(i1) The total number of months worked in the LAl\/EBRA for the taxpayer by
employees who are salaried employees divided by 12.

(C) In the case of a taxpayer Who first commences doing business in the
LAMBRA during the taxable year, for purposes of clauses (i) and (it), respectively, of
subparagraph (B), the divisors “2,000” and “12” shall be multiplied by a fraction, the
numerator of which is the number of months of the taxable year that the taxpayer was
doing business in the LAMBRA and the denominator of which is 12.

4) “Nef operating loss” means the loss determined under Section 172 of the
Internal Revenue Code, as modified by Section 17276.1, attributable to the taxpayér’s
business activities within a LAMBRA pﬁor to the LAMBRA expiration date. The
attributab/le loss shall be determined in accordance with Chapter 17 (commencing with
Section 25101) of Part 11, modified for purposes of this section as follows:

(A) Loss shall be apportioned to a LAMBRA by multii;lying total loss from the
business by a fraction, the numerator of which is the property factor plus the' payroll .
factor, and the denorﬁmator of which is 2. '

(B) “The LAMBRA?” shall be substituted for “this state.”

(5) A net operating loss carryover shall be a deduction only with respect to the
taxpayer’s business income attributable to a LAMBRA. |

6) Attributable income is that portion of the taxpayer’s California source business

income that is apportioned to the LAMBRA. For that purpose, the taxpayer’s business
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income attributable to sources in this state first shall be determined in accordance with
Chapter 17 (commencing with Section 25101) of Part 11. That business income shall
be further apportioned to the LAMBRA in accordance with Article 2 (commencing
with Section 25120) of Chapter 17 of Part 11, modified for purposes of this subdivision
as follows: |

| (A) Business income shall be apportioned to a LAMBRA by multiplying total
California business income of the taxpayer by a fraction, the numerator of which is

the property factor plus the payroll factor, and the denominator of which is two. For

- purposes of this clause:

(i) The property factor is a fraction, the numerator of which is the average value
of the taxpayer’s real and tangible personal property owned or rented and used in the
LAMBRA during the taxable year, and the denominator of which is the average value
of all the taxpayer’s real and tangible pérsonal property owned or rented and used in
this state during the taxable year. |

(i1) The payroll factor is a fraction, the numerator of which is the total amount
paid by the taxpayer in the LAMBRA during the taxable year for compensation, and
the denominator of which is the total compensation paid by the taxpayer in this state
during the taxable year.

(B) If a loss carryover is allowable pursuént to this section for any taxable year
after the LAMBRA designation has expired, the LAMBRA shall be deemed to remain
in existence for purposes of computing the limitation specified in paragraph (5) and

allowing a net operating loss deduction.
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(7) “LAMBRA expiration date” means the date the LAMBRA designation
expires, is no longer binding, or becomes moperative pursuant to Section 7110 of the
Government Code.

(b) A taxpayer who qualifies as a “qualified taxpayer” under one or more sections
shall, for the taxable year of the net operating loss and any taxable year to which that
net operating loss may be carried, designate on the original return filed for each yeay
the section that applies to that taxpayer with respect to that nét operating loss. If the
taxpayer is eligible to qualify under more than one section, the desigﬁation is to be
made after taking into account subdivision (c).

(c) If a taxpayer is eligible to qualify under this section and either Section
172762 37276:4; 17276.4 or 17276.6 as a “qualified taxpayer,” with respect to a net
operating loss in a taxable year, the taxpayer shall designate which section is to apply
to the taxpayer. | |

(d) Notwithstanding Section 17276, the amount of the loss determined under
this section or Section17276:2;172764;.17276.4 or 17276.6 shall be the only net
operating loss allowed to be carried over from that taxable year and the designation
under subdivision (b) shall be included in the election under Section 17276.1.

(e) This section shall apply to taxable years beginning on or after January 1,
1998. |

lSEC. 35. Section 17276.7 of the Revenue and Taxation Code is amended to
read: |

17276.7. (a) The term “qualified taxpayer” as used in Section 17276.1 includes

a person or entity that conducts a farming business that is directly affected by Pierce’s
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disease and its vectors. For purposes of this subdivision, all of the ‘following shall
apply: |

(1) A net operating loss shall not be a net operating loss carryback to any taxable
year, and a net operating loss for any taxable year beginning on or after the date that
the area in which the taxpayer conducts a farming business is affected by Pierce’s
disease and its vectors shall be a net operating loss carryover to each of the nine taxable
years following the taxable year of loss, until used.

(2) For purposes of this subdivision:

(A) “Net operating loss” means the loss determined under Section 172 of the
Internal Revenue Code, as modified by Section 17276.1, attributable to the taxpayer’s
farming business activities affected by Pierce’s disease and it.s vectors. That attributable
loss shall be determined in accordance with Chapter 17 (commencing with Section
25101) of Part 11, modified for purposeé of this subdivision, as follows:

(1) A loss shall be apportioned to the area affected by Pierce’s disease and its
vectors by multiplying the total loss from the farming business by a fraction, the
numerator of which is the property factor plus the payroll factor, and the denominator
of which 1s two. |

(i1) “The area affected by Pierce’s disease and its vectors” shall be substituted
for “this state.”

(B) A net operating loss carryover computed under this section shall be allowed
as a deduction only with respect to the taxpayer’s farming business income attributable

to the area affected by Pierce’s disease and its vectors.
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(C) Attributable income is that portion of the taxpayer’s Calif&rm'a source farming
business income that is apportioned to the area affected by Pierce’s disease and its
vectors. For that purpose, that taxpayer’s farming business income attributable to
sources in this state first shall be determined in accordance with Chapter 17
(commencing with Section 25101) of Part 11. That farming business income shall be
further apportioned to the area affected by Pierce’s disease and its vectors in accordancj:’
with Article 2 (commencing with Section 25120) of Chapter 17 of Part 11, modified’
for pufposes of this subdivision as follows:

(i) Farming business income shall be apportioned to the area éﬁ‘ected by Pierce’s
disease and its vectors by multiplying the total California farming business income of
the taxpayer by a fraction, the numerator of which is the property factor plus the payroll
factor, and the denominator of which is two. For purposes of this paragraph:

(I) The property factoris a fractioﬁ, the numerator of which is the average value
of the taxpayer’s real and tangible personal property owned or rented and used in the
area affected by Pierce’s disease and its vectors during the taxable year, and the
denominator of which is the average value of all the taxpayer’s real and tangible
personal property .owned or rented and used in this state during the taxable year.

(II) The payroll factor is a fraction, the numerator of which is the total amount
paid by the taxpayer in the area affected by Pierce’s disease and its vectors during the
taxable year for compensation, and the denominator of which is the total compensation
paid by the taxpayer in this state during the taxable year.

(i1) If a loss carryover is allowable pursuant to this section for any taxable year

after Pierce’s disease and its vectors have occurred, the area affected by Pierce’s disease
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and its vectors shall be deemed to remain n existence for purposes of computing the
limitation set forth in subparagraph (B) and allowing a net operating loss deduction.

(b) A taxpayer who qualifies as a “qualified taxpayer” under one or more sections
shall, for the taxable year of the net operating loss and any taxable year to which that
net operating loss may be carried, designate on the original return filed for each year
the section that applies to that taxpayer with respect to that net operating loss. If the |
taxpayer is eligible to qualify under more than one section, the designation is to be
made after taking into account subdivision (c).

(c) If a taxpayer is eligible to compute its net operating loss under this section
and either Section}7276-2; 17276.4, 17276.5, or 17276.6 as a “qualified taxpayer,”
with respect to a net operating loss in a taxable year, the taxpayer shall designate which
section is to apply to the taxpayer. |

(d) Notwithstanding Section 17276, the amount of the loss determined under
this section or Section+#2#6=2; 17276.4, 17276.5, or 17276.6 .shall be the only net
operating loss allowed to be carried over from that taxable year and the designation
under subdivision (b) shall be included in the election under Section 17276.1.

(e) (1) A qualified taxpayer may utilize the net operating loss carryover allowed
by this section only if the Department of Food and Agriculture confirms that the
taxpayer’s farming business was affected by Pierce’s disease and its vectors during
the year for which the qualified taxpayer seeks a deduction under this section.

(2) To make the determination required by this subdivision, the Department of
Food and Agriculture shall utilize the definitions in Title 3 of the California Code of

Regulations, relating to Pierce’s disease and its vectors.
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(3) The Franchise Tax Board shall develop a management aéreement with the
cooperation of the Department of Food and Agriculture to establish procedures by
which the Franchise Tax Board secures the information. This subdivision shall not be
construed to require the Department of Food and Agriculture to confirm more than the
fact that the taxpayer’s farming business was affected by Pierce’s disease and its vectors
during the year for which the qualified taxpayer seeks a deduction.

(f) This section applies to net operating losses attributable to taxable years
beginning on or after January 1, 2001, and before January 1, 2003. .

SEC. 36. Section 23036 of the Revenue and Taxation Code is amended to read:

23036. (a) (1) The term “tax” includes any of the following:

(A) The tax impoéed under Chapter 2 (commencing with Section 23101).

(B) The tax imposed under Chapter 3 (commencing with Section 23501).

(C) The tax on unrelated business t'axable income, imposed under Seétion 23731.

(D) The tax on S corporations imposed under Section 23802.

(2) The term “tax” does not include any amount imposed under paragraph (1)
of subdivision (&) of Section 24667 or paragraph (2) of subdivision (f) of Section 24667.

(b) For purposes of Article 5 (commencing with Section 18661) of Chapter 2,
Article 3 (commenciﬁg with Section 19031) of Chapter 4, Article 6 (commencing with
Section 19101) of Chapter 4, and Chapter 7 (commencing with Section 19501) of Part
10.2, and for purposes of Sections 18601, 19001, and 19003, the term “tax” also includes
all of the following:

(1) The tax on limited partnerships, imposed under Section 17935, the tax on

limited liability companies, imposed under Section 17941, and the tax on registered
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limited liability partnerships and foreign limited liability partnerslﬁps imposed under
Section 17948. |

(2) The alternative minimum tax imposed under Chapter 2.5 (commencing with
Section 23400).

(3) The tax on built-in gains of S corporations, imposed under Section 23809.

(4) The tax on excess passive investment income of S corporations, imposed
under Section 23811. |

(c) Notwithstanding any other provision of this part, credits are allowed against
the “tax” in the following order:

1) Credits that do not contain carryover provisions.

(2) Credifs that, when the credit exceeds the “tax,” allow the excess to be carried
over to offset the “tax” in succeeding taxable years, except for those credits that are
allowed to reduce the “tax” below the tentative minimm tax, as defined by Section
23455. The order of credits within this paragraph shall be determined by the Franchise
Tax Board. |

(3) The minimum tax credit allowed by Sectioﬁ 23453.

(4) Credits that are. allowed to reduce the “tax” below the tentative minimum
tax, as defined by Section 23455.

(5) Credits for taxes withheld under Section 18662.

(d) Notwithstanding any other provision of this part, each of the following applies:

(1) No credit may reduce the “tax” below the tentative minimum tax (as defined
by paragraph (1) of subdivision (a) of Section 23455), except the following credits:

(A) The credif allowed by former Section 23601 (relating to solar energy). -
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(B) The credit allowed by former Section 23601.4 (relating to solar energy).

(C) The credit allowed by former Section 23601.5 (relating to solar energy).

(D) The credit allowed by Section 23609 (relating to research expenditures).

(E) The credit allowed by former Section 23609.5 (relating to clinical testing
expenses).

(F) The credit allowed by Section 23610.5 (relating to low-income housing).

(G) The credit allowed by former Section 23612 (relating to sales and use tax

credit).

(H) The credit allowed by former Section 23612.2 (relating to enterprise zone
sales or use tax credit). | |

(I) The credit allowed by former Section 23612.6 (relating to Los Angeles
Revitalization Zone sales tax credit).

(7) The credit allowed by former Séctipn 23622 (relating to enterprise zone hiring
credit).

(K) The credit allowed by_former Section 23622.7 (relating to enterprise zone

hiring credit).

(L) The credit allowed by former Section 23623 (relating to program area hiring
credit).

(M) The credit allowed by former Section 23623.5 (relating to Los Angeles
Revitalization Zone hiring credit).

(N) The credit allowed by former Section 23625 (relating to.Los Angeles

Revitalization Zone hiring credit).
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(O) The credit allowed by Section 23633 (relating to targeted tax area sales or
use tax credit).

(P) The credit allowed by Section 23634 (relating to targeted tax area hiring
credit).

(Q) The credit allowed by Section 23649 (relating to qualified property).

(2) No credit against the tax may reduce the minimum franchise tax imposed |
under Chapter 2 (commencing with Section 23101).

(e) Any credit which is partially or totally denied under subdivision (d) is allowed
to be carried over to reduce the “tax” in the following year, and succeeding years if
necessary, if the provisions relating to that credit include a provision to allow a carryover
of the unused portion of that credit.

(f) Unless otherwise provided, any remaining carryover from a credit that has
been repealed or made inoperative is allé)wed to be carried over under the provisions
of that section as it read immediately prior to being repealed or becoming inoperative.

(2) Unless otherwise provided, if two or more taxpayers share in costs that would
be eligible for a tax credit allowed under this part, each taxpayer is eligible to receive
the tax credit in proportion to his or her respective share of the costs paid or incurred.

(h) Unless otherwise provided, in the case of an S corporation, any credit allowed
by this part is computed at the S corporation level, and any limitation on the expenses
qualifying for the credit or limitation upon the amount-of the credit applies to the S
corporation and to each shareholder.

(1) (1) With respect to any taxi;ayer that directly or indirectly owns an interest

in a business entity that is disregarded for tax pur;ﬁoses pursuant to Section 23038 and
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any regulations thereunder, the amount of any credit or credit carr}_lforward allowable
for any taxable year attributable to the disregarded business entity is limited in
accordance with paragraphs (2) and (3).

(2) The amount of any credit otherwise allowed under this part, including any
credit carryover from prior years, that may be applied to reduce the taxpayer’s “tax,”
as defined in subdivision (a), for the taxable year is limited to an amount equal to the
excess of the taxpayer’s regular tax (as defined in Section 23455), determined by
including income attributable to the disregarded business entity that generated the
credit or credit carryover, over the taxpayer’s regular tax (as defined in Section 23455),
determined by éxcluding the income attributable to that disregarded business entity.-
No credit 1s allowed if the taxpayer’s regular tax (as defined in Section 23455),
determined by including the income attributable to the disregarded business entity is
less than the taxpayer’s regular tax (as déﬁned in Section 23455), determined by
excluding the income attributable to the disregarded business entity.

(3) If the amount of a credit allowed pursuant to the section establishing the .
credit exceeds the amount allowable under this subdivision in any taxable year, the
excess amount may be carried over to subsequent taxable years pursuant to subdivisions
(d), (&), and (D).

(i) (1) Unless otherwise specifically provided, in the case of a taxpayer that is a
partner or shareholder of an eligible pass—thiough entity described in paragraph (2),
any credit passed through to the taxpayer in the taxpayer’s first taxable year beginning

on or after the date the credit is no longer operative may be claimed by the taxpayer
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' in that taxable year, notwithstanding the repeal of the statute authoﬁzing the credit
prior to the close of that taxable year.

(2) For purposes of this subdivision, “eligible pass-through entity” means any
partnership or S corporation that files its retutn on a fiscal year basis pursuant to Section |
18566, and that is entitled to a credit pursuant to this part for the taxable year that
begins during the last year a credit is operative.

(3) This subdivision applies to credits that become inoperative on or after the -

operative date of the act adding this subdivision.

SEC. 37. Section 23612.2 of the Revenue and Taxation Code is repealed.
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Fax-Beard:

/Ec el

SEC. 40./Section 23623 of the Revenue and Taxation Code, as added by Section
8 of Chapter 10 of the Third Extraordinary Session of the Statutes of 200951s-amended-
't@-r.ﬁa.de' . '

23. (a) For each taxable year beginning on or after January 1, 2009, there

shall be allowe 1n Section 23036, three thousand
dollars ($3,000) for each net 1 iffed full-time employees, as specified in
subdivision (c), hired during the tax r by a qualified employer. | |
(b) For purposes of thissection:
(1) “Acquired” inglides any gift, inheritance, transfer incide divorce, or any

other transfer, whether or not for consideration.
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(2) “Qualified full-time employee” means:

(A qualified employee who was paid qualified wages during the taxgble year
by the qualifie§ employer for services of not less than an average of 35 hours/per week.

(B) A qualifjed employee who was a salaried employee and was pAid
compensation during the taxable year for full-time employment, withjh the meaning
of Secﬁon 515 of the Labyr Code, by the qualified employer.

(3) A “qualified emplo¥ee” shall not include any of the folowing:

(A) An employee certified 8 a qualified employee in ax enterprise zone
designated in accordance with_formex Chapter 12.8 (commgncing with Section 7070)
of Division 7 of Title 1 of the Governmexg Code.

(B) An employee certified as a qualified disadvantaged individual in a
manufacturing enhancement area designated in aégordance with former Section 7073.8
of the Government Code.

(C) An employee certified as a qualified employedin a targeted tax area
designated in accordance with Section 7097 of the Governthent Code.

(D) An employee certified as a qudlified disédvantaged individual or a qualified
displaced employee in a local agency mdilitary base recovery area (LAMBRA) designated
in accordance with Chapter 12.97 {commencing with Section 7105) o Rivision 7 of
Title 1 of the Government Codg.

(E) An employee whoée wages are included in calculating any other credit
allowed under this part.

(4) “Qualified emiployer” means a taxpayer that, as of the last day of the preceding

taxable year, emplgyed a total of 20 or fewer employees.
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(5) “Qualified wages” means wages subject to Division 6 (cmmencing with
Section 13Q00) of the Unemployment Insurance Code.

(6) “Anpual full-time.equivalent” means either of the féllowing: |

(A) In thg case of a full-time employee paid hourly Gualified wages, “annual
full-time equivaleqt” means the total number of hours fvorked for the taxpayer by the
employee (not to exdéged 2,000 hours per employee) divided by 2,000.

(B) In the case of\a salaried full-time emp}oyee, “annual full-time equivalent”
means the total number of Weeks worked for the taxpayer by the employee divided by
52.

(c) The net increase in qualjfied full-time employees of a qualified employer
shall be determined as provided by ¥is subdivision:

(1) (A) The net increase in qualified full-time employees shall be determined on
an annual full-time equivalent/basis by sﬁ racting from the amount determined in
subparagraph (C) the amouit determined in sybparagraph (B).

(B) The total numbgr of qualified full-time ¥mployees employed in the preceding
taxable year by the taxpayer and by any trade or busipess acquirgd by the taxpayer
during the current yaxable year. |

(C) The total number of full-time employees employgd in the current taxable
year by the taXpayer and by any trade or business acquired duxing the current taxable
year.

(2) For taxpayers who first commence doing business in thisgtate during the
taxable Aear, the number of full-time employees for the immediately preceding prior

taxable year shall be zero.
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(d) In the case where the credit allowed by this section exceéds the “tax,” the

_excess may be carried over to reduce the “tax” in the following year, and succeeding

seven years\f necessary, until the credit 1s exhausted.

(e) Any\deduction otherwise allowed under this pArt for qualified wages shall
not be reduced By the amount of the credit allowed uAder this section.

(f) For purpoges of this section:

(1) All employxes of the trades or businegses that are treated as related under
either Section 267, 318 \or 707 of the Interna Reyenue Code shall be treated as
employed by a single taxpayer.

(2) In determining whether the taxpayer has first commenced doing business in
this state during the taxable yean, the provisions of subdivision (f) of Section 17276,
without application of paragraph (' of that subdivision, shall apply.

(2) (1) (A) Credit under thys sec 'oﬁ and Section 17053.80 shall be allowed only
for credits claimed ontimely filed original returns received by the Franchise Tax Board
on or before the cut-off datg established by the Franchise Tax Board.

(B) For purposes of this paragraph, the ¢yt-off date shall be the last day of the
calendar quarter withig which the Franchise Tax Board estimates it will have received
timely filed originalreturns claiming credits under this section and Section 17053.80
that cumulatively total four hundred million dollars ($480,000,000) for all taxable
years.

(2) The date a return is received shall be determined by the Franchise Tax Board.

(3) (A) The determinations of the Franchise Tax Board withxgspect to the cut-off

date, the/date a return is received, and whether a return has been timely filed for
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purposes of this subdivision may not be reviewed in any admi istrétive or judicial
proceeding

(B) Anndisallowance of a credit claimed due to a determination under this
subdivision, incliding the application of the limitation gpecified in paragraph (1), shall
bé treated as a mathématical error appearing on the réturn. Any amount of tax resulting
from such disallowancg may be assessed by the Franchise Tax Board in the same
manner as provided by Section 19051.

(4) The Franchise TaxBoard shall pefiodically provide notice on its Web site
with respect to the amount of crddit undef this section and Section 17053.80 claimed
on timely filed original returns receiyed by the Franchise Tax Board.

(h) (1) The Franchise Tax Bogrdnay pl;escribe rules, guidelines or procedures
necessary or appropriate to carry out the purposes of this sectibn, including any
guidelines regarding the limitafion on to‘tal cxedits allowable under this section and
Section 17053.80 and guidglines necessary to ayoid the application of paragraph (2)
of subdivision (f) through split-ups, shell corporations, partnerships, tiered ownership
structures, or otherwige.

(2) Chapter 3.5 (commencing with Section 11340), of Part 1 of Division 3 of

Title 2 of the Ggvernment Code does not apply to any standard, criterion, procedure,
determinatioy, rule, notice, or guideline established or issued dy the Franchise Tax
Board purstiant to this section.

@

after the year of the cut-off date, and as of that December 1 is repealed

This section shall remain in effect only until December 1 ot\the calendar year
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SEC. 41. Section 23623 of the Revenue aﬁd Taxation Code, a;s added by Section
8 of Chapter 17 of the Third Extrabrdinary Session of the Statutes of 2009, is amended
 to read:

23623. (a) For each taxable year beginning on or after January 1, 2009, there
shall be allowed as a credit against the “tax,” as defined in Section 23036, three thousand
dollars ($3,000) for each net increase in qualified full-time employees, as specified irj
subdivision (c), hired during the taxable year by a qualified employer.

(b) For purposes of this section:

(1) “Acquired” includes any gift, inheritance, transfer incident to divorce, or any
other transfer, whetixer or not for consideration.

(2) “Qualified full-time employee” means: _

(A) A qualified emploYee who was paid qualified wages during the taxable year
by the qualiﬁéd employer for services of ﬁot less than an average of 35 hours per week.

(B) A qualified employee who was a salaried employee and was paid
compensation during the taxable year for full-time employment, within the meaning
of Section 515 of the Labor Code, by the qualified employer.

(3) A “qualified employee” shall not include any of the following:

(A) An employee certified as a qualified employee in an enterprise zone.

designated in accordance with_former Chapter 12.8 (commencing with Section 7070)
of Division 7 of Title 1 of the Government Code.

(B) An employee certified as a qualified disadvantaged individual in a
manufacturing enhancemént area designated in accordance with former Section 7073.8

of the Government Code.
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(C) An employee cértiﬁed as a qualified employee in a targdted tax area
designated in accordance with Section 7097 of the Government Code.

(D) An employee certified as a qualified disadvantaged individual or a qualified
displaced employee in a local agency military base recovery area (LAMBRA) designated
in accordance with Chapter 12.97 (commencing with Section 7105) of Division 7 of
Title 1 of the Government Code.

(E) An employee whose wages are included in calculating any other crédit
allowed under this part.

(4) “Qualified employer” means a taxpayer that, as of the last day of the preceding
taxable year, employed a total of 20 or fewer employees. - |

(5) “Qualified wages” means wages subject to Division 6 (commencing with
Section 13000) of the Unemployment Insurance Code.

(6) “Annual full-time equivalent” means either of the follpwing:

(A) In the case of a full-time employee paid hourly qualified wages, “annual
full-time equivalent” means the total number of hours worked for the taxpayer by the
employee (not to exceed 2,000 hours per employee) divided by 2,000.

(B) In the case of a salaried full-time employee, “annual full-time equivalent”
means the total number of weeks worked for the taxpayer by the employee divided by
52.

(c) The net increase in qualified full-time employees of a Qualiﬁed employer

shall be determined as provided by this subdivision:
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(1) (A) The net increase in qualified full-time employees shail be determined on
an annual full-time equivalent basis by subtracting from the amount determined in
subparagraph (C) the amount determined in subparagraph (B).

(B) The total number of qualified full-time employees employed in the preceding
taxable year by the taxpayer and by any trade or business acquired by the taxpayer
during the current taxable year.

(C) The total number of full-time employees employed in the cuﬁent taxable
year by the taxpayer and by any trade or business acquired during the current taxable
year.

(2) For taxpayers who first commence doing business in this state during the
taxable year, the number of full-time employees for the immediately preceding prior |
taxable year shall be zero.

(d) In the case where the credit aliowed by this section exceeds the “tax,” the
excess may be carried over to reduce the “tax” in the following year, and succeeding
seven years if necessary, until the credit is exhausted.
| (¢) Any deduction otherwise allowed under this part for qualified wages shall
nét be reduced by the amount of the credit allowed under this section.

(f) For purposes of this section:

(1) All employees of the trades or businesses that are treated as related under
either Section 267, 318, or 707 of the Internal Revenue Code shall be treated as

employed by a single taxpayer.
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(2) In determining whether the taxpayer has first commenced doing business in

1727 -C0O

this state during the taxable year, the prov.isions of subdivision (f) of Sectioﬁ 142767
without application of paragraph (7) of that subdivision, shalli apply.

(2) (1) (A) Credit under this section and Section 17053.80 shall be allowed only |
for credits claimed on timely filed .original returns received by the Franchise Tax Board
on or before the cut-off date established by the Franchise Tax Board.

(B) For purposes of this paragraph, the cut-off date shall be the last day of the
calendar quarter within which the Franchise Tax Board estimates it will have received
timely filed original returns claiming credits under this section and Section 17053.80
that cumulatively tota] four hundred million dollars ($400,'000,.000) for all taxable
years.

(2) The date a return is received shall be determined by the Franchise Tax Board.

(3)(A) The detenrﬁnations of the-f‘ranchjse Tax Board with respect to the cut-off
date, the date a return is received, and whether a return has been timely filed for
purposes of this subdivision may not be reviewed in aﬁy administrative or judicial
proceeding.

(B) Any disallowance of a creciit claimed due to a determination under this
subdivision, including the application of the limitation specified in paragraph (1), shall
be treated as a mathematical error appearing on the return. Any amount of tax resulting
from such disallowance may be assessed by the Franchise Tax Board in the same

manner as provided by Section 19051.
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(4) The Franchise Tax Board shall periodically provide notice on its Web site
with respect to the amount of credit under this section and Section 17053.80 claimed
on timely filed original returns received by the Franchise.Tax Board.

(h) (1) The Franchise Tax Board may prescribe rules, guidelines or procedures '
necessary or appropriate to carry out the purposes of this section, including any
guidelines regarding the limitation on total credits allowable under this section and
Section 17053.80 and guidelines necessary to avoid the application of paragraph (2)
of subdivision (f) through split-ups, shell corporations, partnerships, tiered ownership
structures, or otherwise.

(2) Chapter 3.5 (commencing with Section 11340) of Part 1 of Division 3 of
Title 2 of the Government Code does not apply to any standard, criterion, procedure,

determination, rule, notice, or guideline established or issued by the Franchise Tax

“ Board pursuant to this section.

(i) This section shall remain in effect only until December 1 of the calendar year
after the year of the cut-off date, and as of that December 1 is repealed.

SEC. 42. Section 24345 of the Revenue and Taxation Code is amended fo read:

24345. A deduction shall be allowed for taxes or licenses paid or accrued during
the taxable year, except: '

(a) Taxes paid to the state under this part.

(b) Taxes on or according to or measured by income or profits paid or accrued
within the taxable year imposed by the authority of any of the following:

(1) The Government of the United States or any foreign country.
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(2) Any state, territory, county, school district, municipality,. or other taxing
subdivision of any state or territory.

(c) Taxes assessed against local benéﬁts of a kind tending to increase the value
of the property assessed, but this does not exclude the allowance as a deduction of so
much of the taxes assessed against local benefits as is properly allocable to maintenance
or interest charges. Nor does this exclude the allowance of any irrigation or other water
district taxes or assessments which are levied for the payment of the principal of any
improvement or other bonds for which a general assessment on all lands within the
district is levied as distinguished from a special assessment levied on part of the area
within the district.

(d) Federal stamp taxes (not described in subdivision (b) or (¢)); but this
subdivision shall not prevent such taxes from being deducted under Section 24343
(relating to trade or business expens’es)..

(e) State and local general sales or use taxes. However, there shall be allowed
as a deduction, state and local sales or use taxes which are paid or accrued within the
taxable year in carrying on a trade or business or an activity described in Section 212

of the Internal Revenue Code (relating to expenses for production of income).

Notwithstanding the preceding sentence, any sales or use tax-(exeept-whereatax-eredit
is-elaimed-under-Seetion23632-2)-whieh that is paid or accrued by the taxpayer in

connection with an acquisition or disposition of property shall be treated as part of the
cost of the acquired property or, in the case of a disposition, as a reduction in the amount

realized on the disposition.
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(f) For purposes of subdivision (b), “taxes on or according tc; or measure by
income” shall include any taxes imposed on a dividend that is eliminated from the
income of the recipient ynder Section 25106.

ep ca.l(n
SEC. 43.A Section 24356.7 of the Revenue and Taxation Code is-amended-to-

24356.7. (a) A taxpayer may elect to treat 40 percent of ghe cost of any Sectiosi

2435¢.7 property as an expense that is not chargeable to a capital account. Any cost

so treatedhghall be allowed as a deduction for the taxablg’year in which the taxpayer
places the Section 24356.7 property in service.
() ( i) An elegtion under this section for gdy taxable year shall do both of the
following:
(A) Specify the items df Section 24356.7 property to which the election applies
and the percentage of the cost of €agh 6f those items that are to be taken into account
under subdivision (a). _
(B) Be made on the taxpayer’s originakreturn of the tax imposed by this part for
the taxable year.
(2) Any election made under this section, and any specification contained in that
election, may not be' rgvoked except with the consent of the - ranchise Tax Board.
(c) (1) Forp

recovery prope

oses of this section, “Section 24356.7 pro ” means any

(A) Section 1245 property (as defined in Section 1245(a)(3) of the

Revenue Code).
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(B) Purchased and placed in service by the taxpayer for exclﬁsive e in a trade
or businsgs conducted within an enterprise zone designated pursuant to_former Chapter
12.8 (co ncing with Section 7070) of Division 7 of Title 1 of th¢’ Government
Code.

(C) Purchasgd and placéd in service before the date the/enterprise zone
designation expires, 15 no longer binding, or becomes inopérative.

(2) For purposes of\paragraph (1), “purchase” medns any acquisition of property,
but only if all of the following apply:

(A) The property is not acjuired from a pefson whose relationship to the person
acquiring it would result in the disalpwance0f losses under Sections 24427 through
24429. However, in applying Sections 24428 and 24429 for purposes of this section,
subdivision (d) of Section 24429 shall/be treéated as providing that the family of an
individual shall include only his or/her épouse, ancestors, and lineal descendants.

(B) The property is not agquired by one member of an affiliated group from
another member of the same/ffiliated group.

(C) The basis of the/property in the hands of the perssa acquiring it is not
determined in whole oy/in part by reference to the adjusted basis bf that property in the
hands of the person/from whom it is acquifed.

(3) For pugposes of this section, the cost of property does not includethat portion
of the basis of that property that is determined by reference to the basis of othér property

held at ap§y time by the person acquiring that property.
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(4) This section shall not apply to any property for which the-taxpayer.cou d not
make a fdderal election under Section 179 of the Internal Revenue Code becgfise of
the applicatiyn of the provisions of Section 179(d) of the Internal Revenye Code.

(5) For pugposes of subdivision (b) of this section, both of the following apply: |

(A) All members of an affiliated group shall be treated as gne taxpayer.

(B) The taxpayer shall apportion the dollar limitation gOntained in subdivision|
(f) among the members of the affiliated group in whatever manner the board shall
. prescribe. |

(6) For purposes of paragrapilg (2) and (5), yaffiliated group” means “affiliated
group” as defined in Section 1504 of thaInterngl Revenue Code, except that; for these
purposes, the phrase “more than 50 percent¥$hall be substituted for the phrase “at least
80 percent” each place it appears in Secjfon 13Q4(a) of the Internal Revenue Code.

(d) For purposes of this sectiory, “éaxpayer” ueans a bank or corporation that
conducts a trade or business withj an enterprise zone\designated pursuant to_former
Chapter 12.8 (commencing wj Section 7070) of Divisiop 7 of Title 1 of the
Government Code.

(e) Any taxpayey‘who elects to be subject to this section shall not be entitled to
claim additional depreciation pursuant to Section 24356 Witjfl respext to any property
that constitutes Jection 24356.7 property. However, the taxpayer may clakn depreciation
by any meth4d permitted by Section 24349 commencing with the taxable yeag following
the taxalle year in which Section 24356.7 property is placed in service.

(f) The aggregate cost of all Section 24356.7 property that may be taken into

account under subdivision (a) for any taxable years shall not exceed the following
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licable amount for the taxable year of the designation of the relevant ente

The applicable

: amount is:
Taxable year of deSIZRALION .....cocevrvecieenir e $100,000
1st taxable year thereafter™N....cooivrd@erniinienecnes 100,000
2nd taxable year thereafter ... e 75,000

3rd taxable year thereafter . ... vereemerrrnienercesencens
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" SEC. 45. Section 24416.1 of the Revenue and Taxation Code is amended to

read:

24416.1. (a) A qualified taxpayer, as defined in Section-24416-2; 24416 .4, -
24416.5, 24416.6, or 24416.7, may elect to take the deduction provided by Section "
172 of the Internal Revenue Code, relating td the net operating loss deduction, as
modified by Section 24416, in computing net income under Section 24341, with the
following exceptions to Section 24416:

(1) Subdivision-(a) of Section 24416, relating to years in which allowable losses
are sustained, shall not be applicable.

(2) Subdivision (b) of Section 24416, relating to the 50-percent reduction of
losses, shall not be applicable.

(3) The provisions of subparagraphs (B) and (C) of Section 172 (b) (1) of the
Internal Revenue Code shall not apply. To the extent applicable to California law, net
operating losses attributable to entities with losses described by Section 172(b)(1)(J)
shéll be applied in acéordance with Section 172(b)(1)(A) and (B) of the Internal Revenue
Code.

(b) Corporations whose income is subj éct to the provisions of Section 25101 or
25101.15 shall make the computations required by Section 25108.

(c) The election to compute the net operating loss under this section shall be

made in a statement attached to the original return, timely filed for the year in which
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the net operating loss is incurred and shall be irrevocable. In addition to the exceptions

specified in subdivision (2), Section24416:2; 24416.4, 24416.5, 24416.6, or 24416.7,

as appropriate, shall be applicable.
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SEC. 47. Section 24416.20 of the Revenue and Taxation Code 1s amended to

read:

24416.20. 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 shz;ll be determined in accordance with Section
172 of the Internal Revenue Code, except as otherwise provided.

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

(2) A net operat'mé 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 amount of carrybacks and
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
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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
threé taxable years of operating the new business:

(A) If the net oﬁerating loss is equal to or less than the net loss from the new
business, 100 percent of the net operatiﬁg 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:

(1) 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).

(i1) 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).
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(C) For purposes of Section 172(b)(2) of tﬁe Internal Revenu-e 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 16ss from the eligible small
business, the net operating loss shall be carried over as follows:

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

(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 (e).

(C) For purposes of Section 172(b)(2) of the Interhal 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
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both a new business and an eligible small business undér this sgcti_on, 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 1§
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” meéns the amount of net loss after
application bf Sections 465 and 469 of the Internal Revenue Code.

(c) For any taxable year in which tﬁe 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 carryovef 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) Section 172(b)(1) of the Internal Revenue Code, relating to years to which
the loss may be carried, is modified as follows:

(1) Net operating loss carrybacks shall not be allowed for any net operating

losses attributable to taxable years beginning before January 1, 2013.
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(2) A net operating loss attributable to taxable years beginning on or after January
1, 2013, shall be a net operating loss carryback to each of thé two taxable years
preceding the taxable year of the loss in lieu of the number of years provided therein.

(A) For a net operating loss attributable to a taxable year beginning on or after |
J anuafy 1, 2013, and before January 1, 2014, the amount of carryback to any taxable
year shall not exceed 50 percent of the net operating loss.

(B) For a net operating loss attributable to a taxable year beginning on or after
January 1, 2014, and before January 1, 2015, the amount of carryback to any taxable
year shall not exceed 75 percent of the net operating loss.

(C) For a net operating loss attributable to a taxable year beginning on or after
January 1, 2015, the amount of carryback to any taxable year shall not exceed 100
percent of the net operatmg loss.

(3) Notwithstanding paragraph (2); Section 172(b)(1)(B) of the Internal Revenue
Code, relating to special rules for REITs, and Section 172(b)(1)(E) of the Internal
Revenue Code, relating to excess interest loss, and Section 172(h) of the Internal
Revenue Code, relating to corporate equity reduction interest losses, shall apply as
provided.

(4) A net operating loss carryback shall not be carried back fo any taxable year
beginning before January 1, 2011. |

(e) (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)(it) of the Internal
Revenue Code is modified to substitute “five taxable years” in lieu of “20 years” except

as otherwise provided in paragraphs (2), (3), and (4). i
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(B) For a net operating loss for any income year beginning on or after J anuary
1, 2000, and before January 1, 2008, Section 172(b)(1)(A)(ii) of the Internal Revenue
Code 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‘
téxable year of that new business.

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

(3) For any carryover of a net opefatiﬁg 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 beginniI;g
prior to January 1, 1991. |

(4) The net operating loss attributable to taxable yeeirs 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 sirnila_tr case at any time
prior to January 1, 1994. The loss carryover provided in the preceding seﬁtence shall
ndt 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 commenceci m this .state on or after January 1, 1994.

(3) “Title 11 or similar case” shall have the same meaning as in Section 363(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)
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that is doing business in this state (within the meaning of Section 23 101), 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 taxpayef
(or any related person). For purposes of this paragraph only, the following rules shali
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 cons’;ituted 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
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of the Standard Industrial Classification (SIC) Manual published b—y the United States
Office of Management and Budget, 1987 edition, than are any of the taxpayer’s (or
ariy 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 ﬁrsf commences
doing business in this state (within the meaning of Segtion 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
().

(4) In any case where the legal form under which a frade or businéss 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 pu;ch'ased 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
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not received regulatory approvél for any product from the United St_ates Food and Drug
Administration. |

(B) For pufposes of this paragraph:

(1) “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 phanﬁaceutical delivery.

(h) For purposes of corporations whose net income is d.etermined.under Chapter
17 (commencing with Section 25101), Section 25108 shall apply to each of thé
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.
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() The Franchise Tax Board may prescribe appropriate reguiations 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.

SEC. 48. Section 24416.21 of the Revenue and Taxation Code is amended to
read: |

24416.21. (a) Notwithstanding Sections 24416, 24416.1,24416:2; 24416 4,
24416.5,24416.6,24416.7, and 24416.20 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, 2012.

(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, 2010, and before January 1, 2011.
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(2) By two years, for losses incurred in taxable years beginn-ing on or after
January 1, 2009, and before January 1, 2010.

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

(4) By four years, for losses incurred in taxable years beginning before January
1,2008. |

(c) Notwithstanding subdivision (a), a net operating loss deduction shall be
allowéd for carryback of a net operating loss attributable to a taxable year beginning
on or after January 1, 2013.

(d) The disallowance of any net operating loss deduction for any taxable year
beginning on or after January 1, 2008, and before January 1, 2010, pursuant to |
subdivision (a) shall not apply to a taxpayer with income subject to tax under this part
of less than five hundred thousand dolla%s (8$500,000) for the taxable year.

(e) (1) The disallowance of any net operating loss deduction for any taxable year
beginning on or after January 1, 2010, and before January 1, 2012, pursuant to
subdivision (a) shall not apply to a taxpayer with preapportioned income of less than
three hundred thousand dollars ($300,000) for the taxable year.

(2) For purposes of this subdivision, “preapportioned income” means net income
after state adjustments, before the application of the aﬁportionment and allocation
provisions of this part.

(3) For taxpayers that are required to be included in a combined report under

Section 25101 or authorized to be included in a combined report under Section
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25101.15, the amount prescribed in paragraph_ (1) shall apply to thé aggregate amount
of preapportioned income for all members included in a combined report.

(f) Notwithstanding subdivision (a), this section shall not apply to a taxpayer
that ceased to do business or has a final taxable year ending prior to August 28, 2008,
that sold or transferred substantially all of its assets resulting in a gain on sale during
a taxable year ending prior to August 28, 2008, for which the éain could be offset with
existing net operating loss deductions and the sale or transfer occurred pursuant to a
plan of reorganization under Chapter 11 of Title 11 of the United States Code. An
amended tax return claiming net operating loss deductions allowed pursuant to this
subdivision shall be treated as a timely filed original return.

(g) The Legislature finds and declares that the addition of subdivision (f) to this
section by the act adding this subdivision fulfills a statewide public purpose by providing

necessary tax relief for a taxpayer that ceased to do business or has a final taxable year

. ending prior to August 28, 2008, that sold or transferred substantially all of its assets

resulting in a gain or sale during a taxable year prior to August 28, 2008, for which

the gain could be offset with existing net operating loss deductions and the sale or

‘transfer occurred pursuant to a plan of reorganization under Chapter 11 of Title 11 of

the United States Code, in order to ensure that these taxpayers are not permanently
denied the net operating loss deduction.

SEC. 49. Section 24416.22 of the Revenue and Taxation Code is amended to |
read:

24416.22. Notwithstanding Section 24416.1,24416:2; 24416.4, 24416.5,

24416.6, or 24416.7 to the contrary, a net operating loss attributable to a taxable year
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beginning on or after January 1, 2008, shall be a net operating ca@over to each of thé
20 taxable years following the year of the loss, and a net operating loss attributable to
a taxable year beginning on or after January 1, 2013, shall also be a net operating loss
carryback to each of the two taxable years preceding the taxable year of loss.

SEC. 50. Section 24416.3 of the Revenue and Taxation Code 1s amended to
read:

24416.3. (a) Notwithstanding Sections 2441 6, 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 operatiﬂg loss deduction shall be allowed for any taxable yéar beginning
on or after January 1, 2002, and before Januai'y 1, 2004.

(b) For any 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, 2002, and before January 1, 2003.

_ (2) By two years, for losses incurred in taxable years beginning befo.re- January
1, 2002. |

SEC. 51. Section 24416.4 of the Revenue and Taxation Code is amended to
read:

24416.4. (a) The term “qualified taxpayer” as used in Section 24416.1 includes
a corporation engaged in the conduct of a trade or business within the Los Angeles
Revitalization Zone designated pursuant to Section 7102 of the Government Code. For

purposes of this subdivision, all of the following shall apply:
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(1) A net operating loss shall not be a net operating loss carryBack for any taxable
year and, except as provided in subparagraph (B), a net operating loss for any taxable
year beginning on or after the date the area in which the taxpayer conducts a trade or
business is designated the Los Angeles Revitalization Zon'e shall be a net operating
loss carryover to each following taxable year that ends before the Los Angeles
Revitalization Zone expiration date or to each of the 15 taxable years following the
taxable year of loss, if longer. 'I

(2) In the case of a financial institution to which Section 585, 586, or 593 of the
Internal Revenue Code applies, a net operating loss for any taxable year beginning on
- or after January 1, 1984, shall be a net opéféting loss carryover to each of the five years
following the taxable year of the loss. Subdivision (b) of Section 24416.1 shall not |
apply. | '

(3) “Net operating loss” means thé loss determined under Section 172 of the
Internal Revenue Code, as modified by Section 24416.1, attributable to the taxpayer’s
business activiﬁes within the Los Angeles Revitalization Zone (as defined in Section
7102 of the Government Code) prior to the Los Angeles Revitalization Zone expiration
date. The attributable loss shall be determined in accordance with Chapter 17
(cémmencing with Section 25101) of Part 11, modified as follows:

(A) The loss shall be apportioned to the Los Angeles Revitalization Zone by
multiplying the loss from the business by a fraction, the numerator of which is the

property factor plus the payroll factor, and the denominator of which is 2.

(B) “The Los Angeles Revitalization Zone” shall be substituted for “this state.”
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(4) A net operating loss carryover shall be a deduction only :With respect to the
taxpayer’s business income attributable to the Los Angeles Revitalization Zone (as
defined in Section 7102 of the Government Code) determined in accordance with
subdivision (c).

(5) If a loss carryover is allowable pursuant to this section for any taxable year
after the Los Angeles Revitalization Zone designation has expired, the Los Angeles
Revitalization Zone shall be deemed to remain in existence for purposes of computing
the limitation set forth in paragraph (2) and allowing a net operating loss deduction.

(6) Attributable income shall be that portion of the taxpayer’s California source
business income which is apportioned to the Los Angeles Revitalization Zone. For that
purpose, the taxpayer’s business income attributable to sources in this state first shall
be determined in accordance with Chapter 17 (commencing with Section 25101). That
business income shall be further apporti'oned to the Los Angeles Revitalization Zone
in accordance with Article 2 (commencing with Section 25120) of Chapter 1’7, modified
as follows:

(A) Business income shall be apportioned to the Los Angeles Revitalization
Zone by multiplying total California business income of the taxpayer by a fraction, the
numerator of which is the property factor plus the payroll factor, and the denominator '
of which is 2. ‘

(B) The property factor is a fraction, the numerator of which is the average value
of the taxpayer’s real and tangible personal property owned or rented and used in the
Los Angeles Revitalization Zone.during the taxable year and the dénominator of which

P
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1s the average value of all the taxpayer’s real and tangible personal- property owned or’
rented and used in this state during the taxable year.

(C) The payroil factor is a fraction, the numerator of which is the total amount
paid by the taxpayer in the Los Angeles Revitalization Zone during the taxable year
 for compensation, and the denominator of which is the total compensation paid by the
taxpayer in this state during the taxable year.

(7) “Los Angeles Revitalization Zone expiration date” means the date the Los’
Angeles Revitalization Zone designation expires, is repealed, or becomes inoperative
pursuant to Section 7102, 7103, or 7104 of the Government Code.

| (b) This section shall be inoperative on the first day of the taxable year beginning -
on or after the determination date, and each taxable year thereafter, with respect to the
taxpayer’s business activitiesl within a geographic area that is excluded from the map
pursuant to Section 7102 of the Government Code, or an excluded area determined
pursuant to Section 7104 of the Government Code. The determination date is the earlier
of the first effective date of a determination under subdivision (c) of Section 7102 of
the Government Code occurring after December 1, 1994, or the first effective date of
an exclusion of an area from the amended Los Angeles Revitalization Zone under
Section 7104 of the Government Code. However, if the taxpayer has any unused loss
amount as of the date this section becomes inoperative, that unused loss amount may
continue to be carried forward as provided in this section.

(c) A taxpayer who qualifies as a “qualified taxpayer” under one or more secﬁons
shall, for the taxable year of the net operating loss and any taxable year to which that

net operating loss may be carried, designate on the original return filed for each year
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the section that applies to that taxpayer with respect to that net ope;rating loss. If the
taxpayer is eligible to qualify under more than one section, the designation is to be
~ made after taking into account subdivision (d).

(d) If a taxpayer is eligible to qualify under this section and either Section
24416:2,24416-5; 24416.5 or 24416.6 as a “qualified taxpayer,” with respect to a net
operating loss in a taxable year, the taxpayer shall designate which section is to appljr
to the taxpayer. :

(e) Notwithstanding Section 24416, the amount of the loss determined under
this section or Section24416:2,24416-5;24416.5 -or 24416.6 shall Be the only net
operating loss allowed to be carried over from that taxable year and the de-signation
under subdivision (c) shall be included in the election under Section 24416.1.

(f) This section shall cease to be operative on December 1, 1998. However, any
unused net operating loss may continue tc; be carried over to following years as provided
in this section.

SEC. 52. Section 24416.5 of the Revenue and Taxation Code is amended to .
read:

24416.5. (a) For each taxable year beginning on or after January 1, 1995, the
term “qualified taxpayer;’ as used in Section 24416.1 includes a taxpayer engaged in
the conduct of a trade or business within a LAMBRA. For purposes of this subdivision,
all of the following shall apply:

(1) A net operating loss shall not be a net operating loss carryback for any taxable
year and, except as provided in subparagraph (B), a net operating loss for any taxable

year beginning on or after the date the area in which the taxpayer conducts a trade or
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business is designated a LAMBRA shall be a net operating loss cafryover to each
following taxable year that ends before the LAMBRA expiration date or to each of the
15 taxable years following the taxable year of loss, if longer.

(2) In the case of a financial institution to which Section 585, 586, or 593 of the |
Internal Revenue Code applies, a net operating loss for any taxable year beginning on
or after January 1, 1984, shall be a net operating loss carryover to each of the five year§
following the taxable year of the loss. Subdivision (b) of Section 24416.1 shall not
apply.

(3) “LAMBRA” means a local agency military base recovery area designated '
in accordance with Section 7114 of the Government Code.

4 “Taxpaygr” means a bank or corporation that conducts a trade or business
within a LAMBRA and, for the first two taxable years, has a net increase in jobs
(defined as 2,000 paid hours per employ‘ee per year) of one or more employeeé inthe -
LAMBRA and this state. For purposes of this paragraph, all of the following shall
apply:

(A) The net increase in the number of jobs shall be determined by subtracting -
the total number of full-time employees (defined as 2,000 paid hours per employee .
per year) the taxpayer employed in this state in the taxable year prior to commencing
business operations in the LAMBRA from the total number of full-time employees the
taxpayer employed in this state during the second taxable year after commencing
business operations in the LAMBRA. For taxpayers who commence doing business
in this state with their LAMBRA business operation, the number of employees for the

taxable year prior to commencing business operations in the LAMBRA shall be zero.
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The deduction shall be allowed only if the taxpayer has a net incréase in jobs in the
state, and if one or more full-time employees- are employed within the LAMBRA.

(B) The total number of employees employed i the LAMBRA shall equal the
sum of both of the following: |

(i) The total number of hours worked in the LAMBRA for the taxpayer by
employees (not to exceed 2,000 hours per employee) who are paid an hourly wage
divided by 2,000.

(ii) The total numbqr of months worked in the LAMBRA for the taxpayer by
employees who are salaried employees divided by 12.

(C) In the case of a taxpayer that first commences doirig business in the LAMBRA
during the taxable year, for purposes of clauses (i) and (i1), respectively, of subparagraph
(B) the divisors “2,000” and “12” shall be multiplied by a fraction, the numerator of
which is the number of months of the tax'able year that the taxpayer was déing business
in the LAMBRA and the denominator of which is 12.

(5) “Net operating loss” means the loss determined under Section 172 of the
Internal Revenue Code, as modified by Section 24416.1, attributable to the taxpayer’s
business activities within a LAMBRA prior to the LAMBRA expiration date. The
attributable loss shall be determined in accordance with Chapter 17 (commencing with
Section 25101), modified for purposes of this section as follows:

(A) Loss shall be apportioned to a LAMBRA by multiplying total loss from the
business by a fraction, the numerator of which is the property factor plus the payroll
factor, and the denominator of which 1s 2.

(B) “The LAMBRA” shall be substituted for “this state.”
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(6) A net operating loss carryover shall be a deduction only .with respect to the
taxpayer’s business income attributable to a LAMBRA.

(7) Attributable income is that portion of the taxpayer’s California source business
income that is apportioned to the LAMBRA. For that purpose, the taxpayer’s business
income attributable to sources in this state first shall be determined in accordance with
Chapter 17 (commencing with Section 25101). That business income shall be furthef
apportioned to the LAMBRA in accordance with Article 2 (commencing with Section
25120) of Chapter 17, modified as follows:

(A) Business income shall be apportioned to a LAMBRA by multiplying total
California business income of the taxpayer by a fraction, the numerator of which is
the property factor plus the payroll factor, and the denominator of which is two. For
purposes of this clause: . \

(1) The property factor 1s.a fractioxll, the numerator of which is the average value
of the taxpayer’s real and tangible personal property owned or rented and used in the
LAMBRA during the taxable year, and the denominator of which is the average value
of all the taxpayer’s real and tangible personal property owned or rented and used in
this state during the taxable year.

| (i1) The payroll factor is a fraction, the numerator of which is the total amount
paid by the taxpayer in the LAMBRA during the taxable year for compensation, and
the denominator of which is the total compensation paid by the taxpayer in this state
during the taxable year.

(B) If a loss carryover is allowable pursuant to this section for any taxable year

after the LAMBRA designation has expired, the LAMBRA shall be deemed to remain
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in existence for purposes of computing the limitation specified in sﬁbparagraph (D)
and allowing a net operating loss deduction.

(8) “LAMBRA expiration date” means the date the LAMBRA designation
expires, is no longer binding, or be_comes inoperative pursuant to Section 7110 of the
va'ern’ment Code.

(b) A taxpayer who qualifies as a “qualified taxpayer” under one or more sections
shall, for the taxable year of the net operating loss and any taxable year to which that
net operating loss may be carried, designate on the original return filed for each year .
the sectioq that appiies to that taxpayer with respect to that net operating loss. If the
taxpayer ié eligible to qualify under more than one section, the designation is to be
made after taking into account subdivision (c).

(c) If a taxpayer is eligible to qualify under this section and either Section
244162, 244164; 24416.4 or 24416.6 a's a “qualified taxpayer,” with respect to a net
operating loss in a taxable year, the taxpayer shall designate which section is to apply
to the taxpayer.

(d) Notwithstanding Section 24416, the amount of the loss determined under
this section or Section24416-224416-4- 24416.4 or 24416.6 shall be the only net
operating loss allowed to be carried over from that taxable YGar and the designation
under subdivision (b) shall be included in the election under Section 24416.1.

(e) This section shall apply to taxable years beginning on and after January 1,
1998. |

SEC. 53. | Section 24416.6 of the Revenue and Taxation Code is amended to

read:
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24416.6. (a) For each taxable year beginning on or after Jaﬁuary 1, 1998,‘ the
term “qualiﬁed taxpayer” as used in Section 24416.1 includes a corporation that meets
both of the following:

(1) Is engaged in the conduct of a trade or business within a targeted tax area
designated pursuant to Chapter 12.93 (commencing with Section 7097) of Division 7
of Title 1 of the Government Code.

2)Is engaged in those lines of business described in Codes 2000 to 2099,
inclusive; 2200 to 3999, inclusive; 4200 to 4299, inclusive; 4500 to 4599, inclusive;
and 4700 to 5199, inclusive, of the Standard Industrial Classification (SIC) Manual
published by the United States Office of Management and Budget, 1987 edition. In
the case of any pass-through entity, the determination of whether a taxpayer is a
qualified taxpayer shall be made at the entity level.

(b) For purposes of subdivision (a’), all of the following shall apply:

(1) A net operating loss shall not be a net operating loss carryback for any taxable
year and a net operating loss for any taxable year beginning on or after the date that
the area in which the qualified taxpayer conducts a trade or business is designated as
a targeted tax area shall be a net operating loss carryover to each of the 15 taxable
years followihg the taxable year of loss. | |

(2) “Net operating loss” means the loss determined under Section 172 of the
Internal Revenue Code, as modified by Section 24416.1, attributable to the qualified
taxpayer’s business activities within the targeted tax area (as defined m Chapter 12.93
(commencing with Section 7097) of Division 7 of Title 1 of the Government Code)

prior to the targeted tax area expiration date. That attributable loss shall be determined
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in accordance with Chapter 17 (commencing with Section 25101), modified for purposes
of this section as follows:

(A) Loss shall be apportioned to the targeted tax area by multiplying total loss
from the business by a fraction, the numerator of which is the property factor plus the
payroll factor, and the denominator of which is 2. |

(B) “The targeted tax area” shall be substituted for “this state.”

(3) A net operating loss carryover shall be a deduction only with respect to the
qualified taxpayer’s business income attributable to the targeted tax area as defined in
Chapter 12.93 (commencing with Section 7097) of Division 7 of Title 1 of the
Government Code.

(4) Attributable income is that portion of the taxpéyer’s California source business
income that is apportioned to the targeted tax area. For that purpose, the taxpayer’s
business income attributable to sources 1n this state first shall be determined in
accordance with Chapter 17 (commencing with Section 25101). That business income
shall be further apportioned to the targeted tax area in accordance with Article 2
(commencing with Section 25120) of Chapter 17, modified for purposes of this
subdivision as follows: |

(A) Business inéome shall be apportioﬁed to the targeted tax area by multiplying
the total California business income of the taxpayer by a fraction, the numerator of
which is the property factor plus the payroll factor, and the denominator of which is
two. For purposes of this clause:

(i) The property factor is a fraction, the numerator of which is the average value

of the taxpayer’s real and tangible personal property owned or rented and used in the
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targeted tax area during the taxable year, and the denominator of which is the average
value of all the taxpayer’s real and tangible personal property owned or rented and
used in this state duting the taxable year.

(1) The payroll factor is a fraction, the nurherator of which is the total amount
paid by the taxpayer in the targeted tax area during the taxable year for compensation,
and the denominator of which is the total compensation paid by the taxpayer in this
state during the taxable year.

(B) If a loss carryover is allowable pursuant to this subdivision for any taxable
year after the targeted tax area expiration date, the targeted tax area designation shall
be deemed to remain in existence for purpoées of computing the limitation speciﬁed
in subparagraph (B) and allowing a net operating loss deduction.

(5) “Targeted tax area expiration date” means the date the targeted tax area
designation expires, is revoked, is no loﬁger binding, or becomes moperative.

(c) A taxpayer who qualifies as a “qualified taxpayer” under one or more sections
shall, for the taxable year of the net operating loss and any taxable year to which that
net operating loss may be carried, designate on the original return filed for each year
the section that applies to that taxpayer with respect to that net operatir_xg loss. If the
taxpayer is eligible to qualify under more than one section, the designation is to be
made after taking into account subdivision (e).

(d) If a taxpayer is eligible to qualify under this section and either Section
244162244164 24416 .4 or 24416.5 as a “qualified iaxpayer,” with respect to a net
operating loss in a taxable year, the taxpayer shall designate which section is to apply

to the taxpayer.
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(e) Notwithstanding Section 24416, the amount of the loss determined under

this section or Section24416:2;24416-4; 24416.4 or 24416.5 shall be the only net

_operating loss allowed to be carried over from that taxable year and the designation

under subdivision (c) shall be included in the election under Section 24416.1.

(f) This section shall apply to taxable years beginning on or after January 1,
1998.

SEC. 54. Section 24416.7 of the Revenue and Taxation Code is amended to
read: ‘

24416.7. (a) The term “qualified taxpayer” as used in Section 24416.1 includes
a corporation that conducts a farming business that is directly affected by Pierce’s
disease and its vectors. For purposes of this subdivision, all of the following shall
apply: |

(1) A net operating ldss shall not bé a nef operating loss carrybaci( to any taxable
year, and a net operating loss for any taxable year beginning on or after the date that
the area in which the taxpayer conducts a farming business is affected by Pierce’s
disease and its vectors shall be a net operating loss carryover to each of the nine taxable
years following the taxable year of loss, until used. |

(2) For purposes of this subdivision:

(A) “Net operating loss” meéns the loss determined under Section 172 of the
Internal Revenue Code, as modified by Section 24416.1, attributable to the taxpayer’s
farming business activities affected by Pierce’s disease and its vectors. That attributable
loss shall be determined in accordance with Chapter 17 (commencing with Section

25101) of Part 11, modified for purposes of this subdivision, as follows:
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(i) A loss shall be apportioned to the area affected by Pierce;s disease and its
vectors by multiplying the total loss from the farming business by a fraction, the
numerator of which is the property factor plus the payroll factor, and the denominator
of which 1s two.

(i) “The area affected by Pierce’s disease and its vectors” shall be substituted
for “this state.”

(B) A net operating loss carryover computed under this section shall be allowed
as a deduction only with respect to the taxpayer’s farming business income attributable
to the area affected by Pierce’s disease and its vectors.

(C) Attributable income is that portion of the taxpayer’s California source farming
business income that is apportioned to the area affected by Pierce’s disease and its |
vectors. For that purpose, that taxpayer’s farming business income attributable to
sources in this state first shall be determ'ined in accordance with Chaptér 17
(commencing with Section 25101) of Part 11. That farming business income shall be
further apportioned to the area affected by Pierce’s disease and its vectors in accordance
with Article 2 (commencing with Section 25120) of Chapter 17 of Part 11, modified
for purposes of this subdivision as follows:

(i) Farming business income shall be apportioned to thé area affected by Pierce’s
disease and its vectors by multiplying the total California farming business income of
the taxpayer by a fraction, the numerator of which is the property factor plus the payroll
factor, and the denominator of which is two. For purposes of this paragraph:

(I) The property factor is a fraction, the numerator of which is the average value

of the taxpayer’s real-and tangible personal property owned or rented and used in the
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area affected by Pierce’s disease and its vectors during the taxablevyear, and the _
denominator of which is the average value of all the taxpayer’s real and tangible
personal property owned or rented and used in this state during the taxable year.

(1) The payroll factor is a fraction, the numerator of which is the total amount
paid by the taxpayer in the area affected by Pierce’s disease and its vectors during the
taxable year for compensation, and the denominator of which is the total compensatioh
paid by the taxpayer in this state during the taxable year.

(i) If a loss carryover is allowable pursuant to this section for any taxable year
after Pierce’s disease and its vectors occurred, the area affected by Pierce’s disease
and its vectors shall be déemed to remain in existence for purposes of computing the
limitation set forth in 'subparagraph (B) and allowing a net operating loss deduction.

(b) A taxpayer who qualifies as a “qualified taxpayer” under one or more sections
shall, for the taxable year of the net operating loss and any taxable year to which that
net operating loss may be carried, designate on the original return filed for each year
the section that applies to that taxpayer with respect to that net operating loss. If the
taxpayer is eligible to qualify under more than one section, the designation is to be
made after taking into account subdivision (c). |

(c) If a taxpayer is eligible to compute its net operating loss under this section
and either Section-24416-2; 24416.4, 24416.5, or 24416.6 as a “qualified taxpayer,”
with respect to a net operating loss in a taxable year, the taxpayer shall designate which
section is to apply to the taxpayer.

(d) Notwithstanding Section 24416, the amount of the loss determined under

this section or Section24416-2; 24416.4, 24416.5, or 24416.6 shall be the only net
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operating loss allowed to be carried over from that taxable year and the designation
under subdivision (b) shall be included in the election under Section 24416.1.

(e) (1) A qualified taxpayer may utilize the net operating loss carryover allowed
by this section only if the Department of Food and Agriculture determines that Pierce’s |
disease and its vectors caused the net operating loss for which the qualified taxpajer
seeks a deduction under this section.

(2) To make the determination required by this subdivisioﬁ, the Department of
Food and Agriculture shall utilize the definitions in Title 3 of the California Code of
Regulations, relating to. Pierce’s disease and its vectors.

(3) The Department of Food and Agriculture may prescribe regulations necessary
to implement this subdivision. ‘

(f) This section applies to net operating losses attributable to taxable years
beginning on or after January 1, 2001, aﬁd before January 1, 2003.

SEC. 55. Section 24916 of the Revenue and Taxation Code is amended to read:

24916. Proper adjustment with regard to the property shall in all cases be made
as follows:

(a) For expenditures, receipt\s, losses, or other items properly chargeable to capital

account. However, no adjustment shall be made for any of the following:

(1) Sales or use tax paid or incurred in connection with the acquisition of property

for which a tax credit is claimed pursuant to_former Section 23612.2.
(2) Taxes or other carrying charges described in Section 24426, or for
expenditures described in Sections 24364 and 24369 for which deductions have been

taken in determining net income for the taxable year or any prior taxable year.
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(b) For exhaustion, wear and tear, obsolescence, amortizatioﬁ, and depletion:

(1) In the case of corporations subject to the tax imposed by Chapter 2
(commencing with Section 23101), to the extent sustained prior to January 1, 1928,
and to the extent allowed (but not less than the amount allowable) under this part,
except that no deduction shall be made for amounts in excess of the amount which
would have been allowable had depreciation not been computed on the basis of January
1, 1928, value and amounts in excess of the adjustments required by Section
113(b)(1)(B) of the Federal Revenue Act of 1938 for depletion prior to January 1,
1932.

(2) In the case of a taxpayer subject to the tax imposed by Chapter 3 (commencing
with Section 23501), to the extent sustained prior to January 1, 1937, and for periods
thereafter to the extent allowed (but not less than the amount allowable) under the
provisions of this part. |

(3) If a taxpayer has not claimed an amortization deduction for an emergency
facility, the adjustment under paragraph (1) shall be made oniy to the extent ordinarily
provided under Sections 24349 and 24372.

(c) In the case of stock (to the extent not provided for in the foregoing
subdivisions) for the amount of distributions previously made which, under the law
applicable to the year in which the distribution was made, either were tax free or were
applicable in reduction of basis (not including distributions made by a corporation,
which was classified as a personal service corporation under the provisions of the

Federal Revenue Act of 1918 or 1921, out of its earnings or profits which were taxable

3
H
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in accordance with the provisions of Section 218 of the Federal Revenue Act of 1918
or 1921). |

(d) (1) In the case of corporations subject to the tax imposed by Chapter 2
(commencing with Section 23101), in the case of any bond, as defined in Section
24363, to the extent of the deductions allowable pursuant to Section 24360 with respect
thereto. '

(2) In the case of taxpayers subject to the tax imposed by Chapter 3 (commencing
with Section 23501), in the case of any bond, as defined in Section 24363, the interest
on which is wholly exempt from the tax imposed by this part, to the extent of the
amortizable bond premium disallowable as a deduction pursuant to subdivision (b) of
Section 24360, and in the case of any other bond, as defined in Section 24363, to the
extent of the deductions allowable pursuant to subdivision (a) of Section 24360 (or the
amount applied to reduce interest payménts under paragraph (2) of subdivision (a) of |
Section 24363.5) with respect thereto.

(3) In the case of property pledged to the Commodity Credit Corporation, to the
extent of the amount received as a loan from the Commodity Credit Corporation and
treated by the taxpayer as income for the year in which received pursuant to Section
24273, and to the extent of any deficiency on that loan with respect to which the
taxpayer has been relieved from liability.

(e) For amounts allowed as deductions as deferred expeﬁses under Section 616(b)
of the Intemal Revenue Code, relating to certain expenditures in the development of
mines, and resulting in a reduction of the taxpayer’s tax, but not less than the amounts

allowable under that section for the taxable year and prior years.
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(f) For amounts allowable as deductions as deferred expensés under Section
617(a) of the Internal Revenue Code, relating to certain exploration expenditures, and
resulting in a'reduction of the taxpayer’s tax, but not less than the amounts allowable
under that section for the taxable year and prior years.

(g) For amounts allowed as deductions as deferred expenses under subdivision
(a) of Section 24366, relating to research and experimental expenditures, and resulting
in a reduction of the corporation’s taxes under this part, but not less than the amounts
allowable under that section for the taxable year and prior years.

(h) For amounts allowed as deductions under Sections 24356.2,24356.3, and
24356.4.

(i) (1) To the extent provided in Section 179A(e)(6)(A) of the Internal Revenue
Code, relating to basis reduction for clean-fuel vehicles and certain refueling property.

(2) This subdivision shall apply to ,property placed in service after June 30, 1993,
without regard to taxable year.

(§) In the case of property the acquisition of which resulted under Section 1044
of the Internal Revenue Code, relating to rollover of publicly traded securities gaiﬁ
into specialized small business investment companies, in the nonrecognition of any
part of the gain realized on the sale of other property, to the éxtent prbvided in Section
1044(d) of the Internal Revenue Code, relating to basis adjustments.

SEC. 56. Section 10200 of the Unemployment Insurance Code is amended to
read:

10200. The Legislature finds and declares the following:
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(a) California’s economy is being challenged by competitioxi from other states
and overseas. In order to meet this challenge, California’s employers, workers, labor
organizations, and government need to invest in a skilled and productive workforce,
and in developing the skills of frontline workers. For purposes of this section, “frontline
worker” means a worker who directly produces or delivers goods or services.

The purpose of this chapter is to establish a strategically designed employment
training program to promote a healthy labor market in a growing, competitive economy
that shall fund only projects that meet the following criteria:

(1) Foster creation of high-wage, high-skilled j oBs, or foster retention of
high-wage, high-skilled jobs in manufacturing and other iridustries that are threatened
by out-of-state and global competition, including, but not limited to, those industries
in which targeted training resources for California’s small and medium-sized business
suppliers will increase the staté’s compet'itiveness to secure federal, private sector, and
other nonstate funds. In addition, provide for retraining contracts in companies that
make a monetary or in-kind contribution to the funded training enhancements.

(2) Encourage industry-based investment in human resources development that
promotes the competitiveness of California industry through productivity and product
quality enhancements.

(3) Result in secure jobs for those who successfully complete training. All training
shall be customized to the specific requirements of one or more employers or a discrete
industry and shall include general skills that trainees can use in the future.

(4) Supplement, rather than displace, funds available through existing programs

conducted by employers and government-funded training programs, such as the
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Workforce Investment Act of 1998 (29 U.S.C. Sec. 2801 et seq.), the Carl D. Perkins -
Vocational Education Act (P.L. 98-524), CalWORKs (Chapter 2 (commencing with
Section 11200) of Part 3 of Division 9 of the Welfare and Institutions Code), the

TFitle F-of the- Government-Code); and the McKinney-Vento Homeless Assistance Act
(42 U.S.C. Sec. 11301 et seq.), the California Community Colleges Economic

Development Program, or apportionmént funds allocated to the community colleges;
regional occupational centers and programs, or other local educational agencies. In
addition, it is further the intention of the Legislature that programs developed puréuan,t
to this chapter shall not replace, parallel, supplant, compete with, or duplicate in any
way already existing approved apprenticeship prbgrams.

(b). The Employment Training Panel, in funding projects that meet the
requirements of subdivision (a), shall gi\‘le funding priority to those projects that best
meet the following goals:

(1) Result in the growth of the California economy by stimulating exports from
the state and the production of goods and services that would otherwise be imported
from outside the state.

(2) Train new employees of firms locating or expanding in the state that provide
high-skilled, high-wage jobs and are committed to an ongoing investment in the training
of frontline workers.

(3) Develop workers with skills that prepare them for the challenges of a high

performance workplace of the future.
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(4) Train workers who have been displaced, have received notification of
impending layoff, or are subject to displacement, because of a plant closure; workforce
reduction, changes in technology, or significantly increasing levels of international
and out-of-state competition.

(5) Are jointly developed by business management and worker representatives.

(6) Dev'elop career ladders for workers.

(7) Promote the retention and expansion of the state’s manufacturing workforce.

(c) The program established through this chapter is to be coordinated with all
existing employment training programs and economic development programs, including,
but not limited to, programs such as the Workforce Investment Act of 1998 (29 U.S.C.
Sec. 2801 et seq.), the California Community Colleges, the regional occupational
programs, vocational education programs, joint labor-management training programs,
and related programs under the Employmént Development Department and the Business,

Transportation and Housing Agency.
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