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CHAPTER 597

An act to amend Sections 7260, 7262.5, and 7264 of the Government
Code, relating to housing.

[Approved by Governor October 1, 1997. Filed with
Secretary of State October 3, 1997.]

The people of the State of California do enact as follows:

SECTION 1. Section 7260 of the Government Code is amended
to read:

7260. As used in this chapter:

(a) “Public entity” includes the state, the Regents of the
University of California, a county, city, city and county, district,
public authority, public agency, and any other political subdivision
or public corporation in the state or any entity acting on behalf of
these agencies when acquiring real property, or any interest therein,
in any city or county for public use and any person who has the
authority to acquire property by eminent domain under state law.

(b) “Person” means any individual, partnership, corporation,
limited liability company, or association.

(c) (1) “Displaced person” means both of the following:

(A) Any person who moves from real property, or who moves his
or her personal property from real property, either:

(i) As a direct result of a written notice of intent to acquire or the
acquisition of the real property, in whole or in part, for a program or
project undertaken by a public entity or by any person having an
agreement with or acting on behalf of a public entity.

(i) As a direct result of the rehabilitation, demolition, or other
displacing activity as the public entity may prescribe under a
program or project undertaken by a public entity, of real property
on which the person is a residential tenant or conducts a business or
farm operation, in any case in which the public entity determines
that the displacement is permanent. For purposes of this
subparagraph, “residential tenant” includes any occupant of a
residential hotel unit, as defined in subdivision (b) of Section 50669
of the Health and Safety Code, and any occupant of employee
housing, as defined in Section 17008 of the Health and Safety Code,
but shall not include any person who has been determined to be in
unlawful occupancy of the displacement dwelling.

(B) Solely for the purposes of Sections 7261 and 7262, any person
who moves from real property, or moves his or her personal property
from real property, either:

(i) As a direct result of a written notice of intent to acquire or the
acquisition of other real property, in whole or in part, on which the
person conducts a business or farm operation, for a program or
project undertaken by a public entity.
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(ii) As a direct result of the rehabilitation, demolition, or other
displacing activity as the public entity may prescribe under a
program or project undertaken by a public entity, of other real
property on which the person conducts a business or farm operation,
in any case in which the public entity determines that the
displacement is permanent.

(2) The definition contained in this subdivision shall be construed
so that persons displaced as a result of public action receive relocation
benefits in cases where they are displaced as a result of an owner
participation agreement or an acquisition carried out by a private
person for or in connection with a public use where the public entity
is otherwise empowered to acquire the property to carry out the
public use. Except persons or families of low and moderate income,
as defined in Section 50093 of the Health and Safety Code, who are
occupants of housing which was made available to them on a
permanent basis by a public agency and who are required to move
from the housing, a “displaced person” shall not include any of the
following:

(A) Any person who has been determined to be in unlawful
occupancy of the displacement dwellings.

(B) Any person whose right of possession at the time of moving
arose after the date of the public entity’s acquisition of the real
property.

(C) Any person who has occupied the real property for the
purpose of obtaining assistance under this chapter.

(D) In any case in which the public entity acquires property for
a program or project (other than a person who was an occupant of
the property at the time it was acquired), any person who occupies
the property for a period subject to termination when the property
is needed for the program or project.

(3) (A) Notwithstanding Section 7265.3 or any other provision of
law, a person who is temporarily displaced for not more than 180 days,
and who is offered occupancy of a comparable replacement unit
located within the same apartment complex that contains the unit
from which he or she has been displaced, shall not be deemed a
“displaced person” for the purposes of this chapter. This paragraph
shall be applicable only if all of the following conditions are complied
with:

(i) All other financial benefits and services otherwise required
under this chapter are provided to the tenants temporarily displaced
from their units.

(i) The resident is offered the right to return to his or her original
unit, with rent for the first 12 months subsequent to that return being
the lower of the following: up to 5 percent higher than the rent at the
time of displacement; or up to 30 percent of household income.

(iii) The temporary unit is not unreasonably impacted by the
effects of the construction, taking into consideration the ages and
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physical conditions of the members of the displaced household, and
the estimated period of displacement is reasonable.

(iv) The property is a qualified affordable housing preservation
project.

(B) For the purposes of this paragraph:

(i) “Apartment complex” means four or more residential rental
units subject to common ownership and financing that are also
located on the same or contiguous parcels.

(i) “Qualified affordable housing preservation project” is any
complex of four or more units whose owners enter into a recorded
regulatory agreement, having a term for the useful life of the project,
with any entity for the provision of project rehabilitation financing.
For this purpose, the regulatory agreement shall require of the owner
and all successors and assigns of the owner, as long as the regulatory
agreement is in effect, that at least 49 percent of the tenants in the
project shall have, at the time of the recordation of the regulatory
agreement required by this section, incomes not in excess of 60
percent of the area median income, adjusted by household size, as
determined by the appropriate agency of the State of California. In
addition, a project shall be defined as a qualified affordable housing
preservation project only if the beneficiary of the regulatory
agreement elects this designation by so indicating on the regulatory
agreement.

(d) “Business” means any lawful activity, except a farm operation,
conducted for any of the following:

(1) Primarily for the purchase, sale, lease, or rental of personal and
real property, and for the manufacture, processing, or marketing of
products, commodities, or any other personal property.

(2) Primarily for the sale of services to the public.

(3) Primarily by a nonprofit organization.

(4) Solely for the purpose of Section 7262 for assisting in the
purchase, sale, resale, manufacture, processing, or marketing of
products, commodities, personal property, or services by the erection
and maintenance of an outdoor advertising display, whether or not
the display is located on the premises on which any of the above
activities are conducted.

(e) “Farm operation” means any activity conducted solely or
primarily for the production of one or more agricultural products or
commodities, including timber, for sale or home use, and customarily
producing these products or commodities in sufficient quantity to be
capable of contributing materially to the operator’s support.

(f) “Affected property” means any real property which actually
declines in fair market value because of acquisition by a public entity
for public use of other real property and a change in the use of the
real property acquired by the public entity.

(g) “Public use” means a use for which real property may be
acquired by eminent domain.
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(h) “Mortgage” means classes of liens that are commonly given to
secure advances on, or the unpaid purchase price of, real property,
together with the credit instruments, if any, secured thereby.

(i) “Comparable replacement dwelling” means any dwelling that
is all of the following:

(1) Decent, safe, and sanitary.

(2) Adequate in size to accommodate the occupants.

(3) In the case of a displaced person who is a renter, within the
financial means of the displaced person. A comparable replacement
dwelling is within the financial means of a displaced person if the
monthly rental cost of the dwelling, including estimated average
monthly utility costs, minus any replacement housing payment
available to the person does not exceed 30 percent of the person’s
average monthly income, unless the displaced person meets one or
more of the following conditions, in which case the payment of the
monthly rental cost of the comparable replacement dwelling,
including estimated average monthly utility costs, minus any
replacement housing payment available to the person shall not
exceed 25 percent of the person’s average monthly income:

(A) Prior to January 1, 1998, the displaced person received a notice
to vacate from a public entity, or from a person having an agreement
with a public entity.

(B) The displaced person resides on property that was acquired
by a public entity, or by a person having an agreement with a public
entity, prior to January 1, 1998.

(C) Prior to January 1, 1998, a public entity, or a person having an
agreement with a public entity, initiated negotiations to acquire the
property on which the displaced person resides.

(D) Prior to January 1, 1998, a public entity, or a person having an
agreement with a public entity, entered into an agreement to acquire
the property on which the displaced person resides.

(E) Prior to January 1, 1998, a public entity, or a person having an
agreement with a public entity, gave written notice of intent to
acquire the property on which the displaced person resides.

(F) The displaced person is covered by, or resides in an area or
project covered by, a final relocation plan that was adopted by the
legislative body prior to January 1, 1998, pursuant to this chapter and
the regulations promulgated thereunder.

(G) The displaced person is covered by, or resides in an area or
project covered by, a proposed relocation plan that was required to
have been submitted prior to January 1, 1998, to the Department of
Housing and Community Development or to a local relocation
committee, or for which notice was required to have been provided
to occupants of the property prior to January 1, 1998, pursuant to this
chapter and the regulations promulgated thereunder.

(H) The displaced person is covered by, or resides in an area or
project covered by, a proposed relocation plan that was submitted
prior to January 1, 1998, to the Department of Housing and
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Community Development or to a local relocation committee, or for
which notice was provided to the public or to occupants of the
property prior to January 1, 1998, pursuant to this chapter and the
regulations promulgated thereunder, and the person is eventually
displaced by the project covered in the proposed relocation plan.

(I) The displaced person resides on property for which a contract
for acquisition, rehabilitation, demolition, construction, or other
displacing activity was entered into by a public entity, or by a person
having an agreement with a public entity, prior to January 1998.

(J) The displaced person resides on property where an owner
participation agreement, or other agreement between a public
entity and a private party that will result in the acquisition,
rehabilitation, demolition, or development of the property or other
displacement, was entered into prior to January 1, 1998, and the
displaced person resides in the property at the time of the
agreement, provides information to the public entity, or person
having an agreement with the public entity showing that he or she
did reside in the property at the time of the agreement and is
eventually displaced by the project covered in the agreement.

(4) Comparable with respect to the number of rooms, habitable
space, and type and quality of construction. Comparability under this
paragraph shall not require strict adherence to a detailed,
feature-by-feature comparison. While a comparable replacement
dwelling need not possess every feature of the displacement
dwelling, the principal features shall be present.

(5) In an area not subject to unreasonable adverse environmental
conditions.

(6) In a location generally not less desirable than the location of
the displaced persons dwelling with respect to public utilities,
facilities, services, and the displaced person’s place of employment.

(j) “Displacing agency” means any public entity or person
carrying out a program or project which causes a person to be a
displaced person for a public project.

(k) “Appraisal” means a written statement independently and
impartially prepared by a qualified appraiser setting forth an opinion
of defined value of an adequately described property as of a specific
date, supported by the presentation and analysis of relevant market
information.

(/) “Small business” means a business as defined in Part 24 of Title
49 of the Code of Federal Regulations.

(m) “Lead agency” means the Department of Housing and
Community Development.

SEC. 2. Section 7262.5 of the Government Code is amended to
read:

7262.5. (a) Notwithstanding Section 72653 or any other
provision of law, tenants residing in any multifamily rental project of
four or more units who are displaced from the project for a period of
180 days or less as part of a rehabilitation of that project, that is funded
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in whole or in part by a public entity, shall not be deemed
permanently displaced if all of the following criteria are satisfied:

(1) All other financial benefits and services otherwise required
under this chapter are provided to the tenants temporarily displaced
from their units, including relocation to a comparable replacement
unit.

(2) The resident is offered the right to return to his or her original
unit, with rent for the first 12 months subsequent to that return being
the lower of the following: up to 5 percent higher than the rent at the
time of displacement; or up to 30 percent of household income.

(3) The estimated time of displacement is reasonable, and the
project is a qualified affordable housing preservation project.

(b) For the purposes of this section, “qualified affordable housing
preservation project” shall have the meaning set forth in
subparagraph (B) of paragraph (3) of subdivision (c) of Section 7260.

SEC. 3. Section 7264 of the Government Code is amended to
read:

7264. (a) In addition to the payments required by Section 7262,
as a part of the cost of acquisition, the public entity shall make a
payment to any displaced person displaced from any dwelling not
eligible to receive a payment under Section 7263 which was actually
and lawfully occupied by the person as a permanent or customary
and usual place of abode for not less than 90 days prior to the initiation
of negotiation by the public entity for the acquisition of the dwelling,
or in any case in which displacement is not a direct result of
acquisition, or any other event which the public entity shall
prescribe.

(b) The payment, not to exceed five thousand two hundred fifty
dollars ($5,250), shall be the additional amount which is necessary to
enable the person to lease or rent a comparable replacement
dwelling for a period not to exceed 42 months, unless the displaced
person meets one or more of the conditions set forth in paragraph (3)
of subdivision (i) of Section 7260, in which case the payment, which
shall not exceed five thousand two hundred fifty dollars ($5,250),
shall be the additional amount which is necessary to enable the
person to lease or rent a comparable replacement dwelling for a
period not to exceed 48 months. However, publicly funded
transportation projects shall make payments enabling the person to
lease or rent a comparable replacement dwelling for a period not to
exceed 42 months, including compensation for utilities, as provided
in subdivision (b) of Section 24.402 of Part 24 of Title 49 of the Code
of Federal Regulations. Payments up to the maximum of five
thousand two hundred fifty dollars ($5,250) shall be made in a lump
sum. Should an agency pay pursuant to Section 7264.5 an amount
exceeding the maximum amount, payment may be made
periodically. Computation of a payment under this subdivision to a
low-income displaced person for a comparable replacement dwelling
shall take into account the person’s income.
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(c) Any person eligible for a payment under subdivision (a) may
elect to apply the payment to a downpayment on, and other
incidental expenses pursuant to, the purchase of a decent, safe, and
sanitary replacement dwelling. The person may, at the discretion of
the public entity, be eligible under this subdivision for the maximum
payment allowed under subdivision (b), except that, in the case of
a displaced homeowner who has owned and occupied the
displacement dwelling for at least 90 days but not more than 180 days
immediately prior to the initiation of negotiations for the acquisition
of the dwelling, the payment shall not exceed the payment which the
person would otherwise have received under subdivision (b) of
Section 7263 had the person owned and occupied the displacement
dwelling 180 days immediately prior to the initiation of the
negotiations.

(d) In implementing this chapter, it is the intent of the Legislature
that special consideration shall be given to assisting any displaced
person 62 years of age or older to locate or lease or rent a comparable
replacement dwelling.

SEC. 4. The amendments to Sections 7260, 7262.5, and 7264, made
by this act shall apply prospectively only from January 1, 1998, and
shall apply only to the extent that they do not adversely affect existing
rights of persons or households entitled to benefits under this chapter
on or before December 31, 1997.

CHAPTER 598

An act to repeal Part 4 (commencing with Section 330.24) of
Division 1 of the Civil Code, to amend Sections 7312 and 25100 of, and
to add Part 7 (commencing with Section 14300), Part 8 (commencing
with Section 14350), Part 9 (commencing with Section 14400), Part
10 (commencing with Section 14450), Part 11 (commencing with
Section 14500), and Part 12 (commencing with Section 14550) to
Division 3 of Title 1 of, the Corporations Code, to amend Section
25988 of the Health and Safety Code, and to amend Sections 597d,
597z, 11105, 11165.16, 12031, and 12583 of the Penal Code, relating to
corporations.

[Approved by Governor October 1, 1997. Filed with
Secretary of State October 3, 1997.]

The people of the State of California do enact as follows:

SECTION 1. Part 4 (commencing with Section 330.24) of
Division 1 of the Civil Code is repealed.

SEC. 2. Section 7312 of the Corporations Code is amended to
read:
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7312. No person may hold more than one membership, and no
fractional memberships may be held, provided, however, that:

(a) Two or more persons may have an indivisible interest in a
single membership when authorized by, and in a manner or under
the circumstances prescribed by, the articles or bylaws subject to
Section 7612.

(b) If the articles or bylaws provide for classes of membership and
if the articles or bylaws permit a person to be a member of more than
one class, a person may hold a membership in one or more classes.

(c) Any branch, division, or office of any person, which is not
formed primarily to be a member, may hold a separate membership.

(d) In the case of membership in an owners association, (as
defined in Section 11003.1 of the Business and Professions Code, and
created in connection with any of the forms of development referred
to in Section 11004.5 of the Business and Professions Code) the
articles or bylaws may permit a person who owns an interest, or who
has a right of exclusive occupancy, in more than one lot, parcel, area,
apartment, or unit to hold a separate membership in the owners’
association for each lot, parcel, area, apartment, or unit.

(e) In the case of membership in a mutual water company, as
defined in Section 14300 of the Corporations Code, the articles or
bylaws may permit a person entitled to membership by reason of the
ownership, lease, or right of occupancy of more than one lot, parcel,
or other service unit to hold a separate membership in the mutual
water company for each such lot, parcel, or other service unit.

(f) In the case of membership in a mobilehome park acquisition
corporation, as described in Section 11010.8 of the Business and
Professions Code, a bona fide secured party who has, pursuant to a
security interest in a membership, taken title to the membership by
way of foreclosure, repossession or voluntary repossession, and who
is actively attempting to resell the membership to a prospective
homeowner or resident of the mobilehome park, may own more than
one membership.

SEC. 3. Part 7 (commencing with Section 14300) is added to
Division 3 of Title 1 of the Corporations Code, to read:

PART 7. GENERAL PROVISIONS APPLICABLE TO CERTAIN
CORPORATIONS

CHAPTER 1. WATER COMPANIES

14300. Any corporation organized for or engaged in the business
of selling, distributing, supplying or delivering water for irrigation
purposes may provide, and any corporation organized for or engaged
in the business of selling, distributing, supplying, or delivering water
for domestic use shall provide, in its articles or bylaws that water shall
be sold, distributed, supplied or delivered only to owners of its shares
and that the shares shall be appurtenant to certain lands when the
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same are described in the certificate issued therefor; and when the
certificate is so issued and a certified copy of the articles or bylaws
recorded in the office of the county recorder in the county where the
lands are situated the shares of stock shall become appurtenant to the
lands and shall only be transferred therewith, except after sale or
forfeiture for delinquent assessments thereon as provided in Section
14303. Notwithstanding this provision in its articles or bylaws, any
such corporation may sell water to the state, or any department or
agency thereof, or to any school district, or to any public agency, or,
to any other mutual water company or, during any emergency
resulting from fire or other disaster involving danger to public health
or safety, to any person at the same rates as to holders of shares of the
corporations; and provided further, that any corporation may enter
into a contract with a county fire protection district to furnish water
to fire hydrants and for fire suppression or fire prevention purposes
at a flat rate per hydrant or other connection. In the event lands to
which any stock is appurtenant are owned or purchased by the state,
or any department or agency thereof, or any school district, or public
agency, the stock shall be canceled by the secretary, but shall be
reissued to any person later acquiring title to the land from the state
department, agency, or school district, or public agency.

14301. A  corporation, including a nonprofit corporation
organized for or engaged in the business of developing, distributing,
supplying, or delivering water for irrigation or domestic use, or both,
may provide in its articles, or may amend its articles to provide, that
its only purpose shall be to develop, distribute, supply, or deliver
water for irrigation or domestic use, or both, to its members or
shareholders, at actual cost plus necessary expenses.

The amendment of the articles may be accomplished by:

(a) The passage by a three-fourths vote of the members of the
board of directors of the corporation of a resolution adopting as the
purpose of the corporation the purpose set forth in this section.

(b) The signing, verification, and filing of a certificate setting forth
the resolution and the manner of its adoption.

The corporation shall not distribute any gains, profits, or dividends
to its members or shareholders except upon the dissolution of the
corporation.

14302. Whenever the owner of real property to which water stock
by the terms of the certificate thereof is appurtenant at the time of
conveyance, by properly executed conveyance, transfers to another
the real property with the appurtenances belonging to the property,
or whenever title to the property passes by execution sale, or by
foreclosure or probate proceedings, the secretary of the water
company that issued the stock shall, upon exhibition to him or her of
a deed of the land duly recorded, or the necessary court order duly
recorded, issue to the grantee named in the conveyance a new
certificate of stock for the number of shares appurtenant to the land
as shown by the books and records of the company. The secretary of
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the water company shall enter the name of the grantee upon the
books of the company as the owner of the shares of stock and shall
cancel on the books the number of former shares of stock so
appurtenant to the land in the name of the grantor or of any previous
owner of the land, or of any other person.

14303. A corporation organized for or engaged in the business of
selling, distributing, supplying, or delivering water for irrigation
purposes or domestic use, and not as a public utility, may levy
assessments upon its shares, whether or not fully paid, unless
otherwise provided in its articles or bylaws. If any shares of the
corporation that have been made appurtenant to any land as
provided in this chapter, become delinquent in the payment of
assessments, the right to receive water or dividends thereon may be
denied, and they may be sold and transferred without those lands as
if not appurtenant thereto, and the purchaser shall acquire the right
to receive water as provided in the articles or bylaws of the
corporation, or they may be forfeited to the corporation.

CHAPTER 2. MUTUAL WATER COMPANIES FORMED IN CONNECTION
'WITH SUBDIVIDED LLANDS

14310. (a) It is the intent of the Legislature to ensure both of the
following:

(1) That when a mutual water company is formed or is about to
be formed in connection with a subdivision, as defined in Sections
11000 and 11004.5 of the Business and Professions Code, an adequate
potable water supply and distribution system exists for domestic use
and fire protection.

(2) That adequate disclosure and protection to the security
holders exist with respect to rights and duties arising from their
security holdings in a mutual water company.

(b) For purposes of this chapter, the use of the term “subdivision”
has the same definition as “subdivision” as defined in Sections 11000
and 11004.5 of the Business and Professions Code.

14311. A mutual water company formed on or after January 1,
1998, in connection with the offering for sale or lease, or with the sale
or lease, of lots within a subdivision and organized to sell, distribute,
supply, or deliver water for domestic use to owners of lots in the
subdivision shall meet all the requirements of this chapter. A mutual
water company described in this section and formed before January
1, 1998, may elect to meet all the requirements of this chapter.

14312. (a) Any person who intends to offer for sale or lease lots
within a subdivision within this state and to provide water for
domestic use to purchasers of the lots within a subdivision through
the formation of a mutual water corporation described in Section
14311, shall include as part of the application for a public report, as
described in Section 11010 of the Business and Professions Code, a
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separate document containing all the following information,
representations, and assurances:

(1) That the provisions of this chapter have been complied with.

(2) That the area in which the mutual water company proposes to
deliver water encompasses and includes the entire subdivision, and
when applicable, will include parcels to be annexed to the
subdivision.

(3) That the mutual water company contacted the Public Utilities
Commission and the county local agency formation commission to
determine if the proposed area described in paragraph (2) will
overlap an existing water service area or if an existing water service
area could more appropriately serve the subdivision.

(4) That the mutual water company has a source of, and title to,
a water supply, distribution, and fire protection system sufficient to
satisfy expected demands for water from the subdivision.

(5) That copies of the contracts and other documents relating to
the acquisition by the mutual water company of the water supply,
distribution, and fire protection system have been delivered to, and
are on file with, the mutual water company and that these contracts
and documents evidence the mutual water company’s title to the
water supply, distribution, and fire protection system.

(6) That the subdivider or applicant has executed and entered
into a written contract with the mutual water company wherein the
subdivider or applicant has agreed to pay monthly a proportional
part of the repair and replacement fund according to a ratio of the
number of lots owned or controlled by the subdivider or applicant to
the total number of lots in the subdivision.

(7) That an engineer’s report has been prepared in accordance
with this chapter and Sections 260.504.2 to 260.504.2.4, inclusive, of
Title 10 of the California Code of Regulations and is on file with the
mutual water company.

(8) That the mutual water company will distribute potable water
for domestic use and has obtained, and has on file, a copy of the
certificate of the Director of Public Health, as required by Sections
116300 to 116385, inclusive, of the Health and Safety Code.

(9) That the securities of the mutual benefit water corporation
will be sold or issued only to purchasers of lots in the subdivision, or
to successors in interest of purchasers of lots in the subdivision, and
not sold or issued to the subdivider, applicant, or to the successor in
interest of the subdivider or applicant, and that the securities shall be
sold or issued only after a public report for the subdivision has been
issued by the Real Estate Commissioner.

(10) That the securities to be issued by the mutual water company
are appurtenant to the land pursuant to Section 14300.

(11) That the water supply and distribution system will serve each
lot in the subdivision and be completed prior to the issuance of the
public report by the Real Estate Commissioner.
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(12) That there is a statement, signed by either the engineer who
prepared the engineer’s report referred to in paragraph (7) or a
person employed or acting on behalf of a public agency or other
independent qualified person, that the water supply and distribution
system has been examined and tested and that the water supply and
distribution system operates in accordance with the design standards
of the water supply and distribution system required by this chapter,
and that a copy of this statement is on file with the mutual water
company.

(13) That the articles of incorporation or bylaws of the mutual
water company contain all of the following:

(A) A statement to the effect that the mutual water company shall
provide water to all members or shareholders. If there will be an
owners’ association of the subdivision, an additional statement that
water shall also be provided to the common areas.

(B) A provision directing the board of directors to establish a rate
structure that will result in the accumulation and maintenance of a
fund for the repair, administration, maintenance, and replacement
of the water supply, distribution, and fire protection system, that the
rate charged shall bear a reasonable relationship to the cost of
furnishing water and maintaining the system, and that unimproved
lots included within the area to be served shall bear a proportionate
share of the cost of repair and replacement of the water supply,
distribution, and fire protection system, as well as a proportionate
share of the cost of maintaining the fund.

(C) A statement evidencing a reasonable relationship between
each unit of the securities to be issued and each unit of the area to be
served such as one share of common stock issued for each subdivision
lot purchased.

(D) A prohibition on the issuance of fractional shares or securities.

(E) A statement, meeting the requirements of Section 14300, that
the securities are appurtenant to the land within the area to be
served.

(F) Provision for the transfer of the securities, voting rights of the
security holders, inspection of books and records by security holders,
necessary or contemplated expansion of the facilities of the mutual
water company, and further subdivision, where applicable, of the
area to be served.

(G) The limitation on the salaries paid to the persons operating,
or employed by, the mutual water company, including officers and
directors.

(H) A provision for annual meetings of the security holders
accompanied by a provision for adequate notice.

(I) A provision for the annual distribution to each security holder
of fiscal yearend financial statements within 105 days of the close of
the fiscal year.

(J) In the case of a mutual water company that purchases water
for distribution from a public utility, municipal water company, or
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water district, a provision for charging all security holders a pro rata
amount of the cost of water supplied to an entity providing fire
protection service.

(K) A provision that a share certificate shall be issued to each lot
purchased.

(L) In the case of a mutual water company serving a residential
subdivision, the following statements: (i) the mutual water company
shall be a separate corporation formed and organized for the purpose
described in Section 14311; and (ii) if a shareholder becomes
delinquent in paying assessments, the right to receive water or
dividends may be denied or forfeited but those rights shall not be sold
or transferred without the land.

(14) That an offering circular has been prepared and will be used
in any offer and sale of the securities of the mutual water company.

(15) That the writings and documents evidencing compliance
with all of the above provisions of this subdivision are on file as part
of the permanent record of the mutual water company.

(b) The contracts and documents described in paragraph (5) of
subdivision (a) shall include all of the following:

(1) Any bill of sale transferring all personal property used and
usable in the operation of the mutual water company.

(2) A copy of any recorded deed to the wells and water tanks to
be used by the mutual water company in the supply, distribution, and
fire protection system.

(3) Copies of any recorded deeds granting easements for
construction, repair, maintenance, and improvements of the water
supply, distribution, and fire protection system.

(c) The written contract described in paragraph (6) of
subdivision (a) shall provide that, in consideration of the transfer by
the subdivider or applicant to the mutual water company of the
water supply, distribution, and fire protection system, the mutual
water company agrees to do all of the following:

(1) Sell and issue securities to the purchasers of the remaining lots
in the subdivision on the same terms, except for price, if the
difference is justified, for the initial purchasers.

(2) Cooperate with the subdivider or applicant in the operation,
maintenance, and improvement of the present and contemplated
water supply, distribution, and fire protection system.

(3) Contract with the subdivider, applicant, or a successor in
interest, if a reasonable request is made to do so, for the management
of the mutual water company for as long as lots in the subdivision
remain unsold. The terms of the contract shall be subject to approval
by the board of directors of the mutual water company, including
terms related to the compensation to the subdivider, applicant, or
successor in interest, if any.

(d) The offering circular described in paragraph (14) of
subdivision (a) shall be delivered to each prospective purchaser of
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the securities and shall include, among other things, all of the
following:

(1) A discussion of the water supply, distribution, and fire
protection system.

(2) A summary of the opinion of the engineer along with the
engineer’s consent, as required by Sections 260.504.2 to 260.504.2.4,
inclusive, of Title 10 of the California Code of Regulations.

3) The area in which the mutual water company intends to
provide water service.

(4) A discussion of the rights and duties of the security holders of
the mutual water company as set forth in its articles of incorporation
and bylaws, including the consequence of failure to pay for water or
assessments.

(5) The fact that the articles of incorporation or bylaws provide
that the shares or securities of the mutual water company may not
be sold separately from the right to water evidenced by the security
of the mutual water company and prohibit issuance of fractional
shares or securities of the mutual water company.

(6) A discussion of the certificate issued by the Director of Public
Health certifying that the water is fit for domestic use.

(7) The limitation imposed on salaries to be paid to personnel
operating, or employed by, the mutual water company, including
officers and directors.

(8) A discussion of the transferability of the securities, the voting
rights of the security holders, access to books and records, necessary
or contemplated expansion of the facilities of the mutual water
company, and further subdivision of the area to be served, if
applicable.

(9) A discussion of the subdivider’s duties with respect to
maintenance and repair or replacement of the water supply,
distribution, or fire protection system; and a discussion of the
establishment and maintenance of the operating, repair, and
replacement fund.

(e) The following exhibits shall also be attached to the offering
circular:

(1) A copy of the articles of incorporation and bylaws of the
mutual water company, including the articles or bylaws recorded
under Section 14300.

(2) A copy of financial statements of the mutual water company.
If the mutual water company has not yet commenced operations, a
detailed operating budget for the first six months of operations should
be included as an exhibit to the offering circular. The operating
budget must include estimated monthly fees to be charged to the
water users.

(3) A specimen certificate evidencing the security to be issued
and meeting the requirements of Section 14300.

(f) The Real Estate Commissioner shall prescribe the form and
content of the document required by this section.
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14313. The engineer’s report prepared pursuant to the document
under Section 14312 shall contain all relevant information pertaining
to the proposed water supply, distribution, and fire protection
system, including, but not limited to, the following:

(a) A system map of the area to be served showing all of the
following:

(1) The total acreage.

(2) The number and location of lots into which the area is or can
be subdivided and the location of the connection for water service.

(3) The location of all sources of supply, principal pumping
stations, diversion works, water treatment and filter plants, and
storage facilities.

(4) The size, character, and location of all mains and ditches.

(5) The location of all valves and gates, gauges, interconnections
with other systems, and fire hydrants.

(6) The location, size, and kind of each service pipe.

(7) The layout of all principal pumping stations and water
treatment and filter plants to show size, location, and character of all
major equipment, pipelines, connections, valves, and other
equipment used in connection therewith.

(8) The date of construction and condition of all principal items
of plant and extensions of all mains.

(b) A description of the sources of supply, including, in the case
of wells, information on the depth, diameter, and casing of the well,
and a statement indicating that the proposed water supply and
distribution system complies with this section, supported by reports
showing the sustained capacity of source of supply, or, if all or some
water is to be obtained from another source, copies of contracts for
obtaining such water, together with estimates of the present and
ultimate water consumption in the area to be served.

(c) A statement indicating in detail the cost of the water supply,
distribution, and fire protection system, and indicating the cost of any
required repairs or replacement.

(d) An opinion by the engineer to the effect that the water supply,
distribution, and fire protection system will adequately, dependably,
and safely meet the total requirements for all water consumers under
maximum consumption and will meet the requirements of Section
14314. The opinion shall have attached to it the calculations and data
used in estimating the water requirements.

(e) A statement by the engineer of the estimated cost of
maintenance of the system, the estimated useful life of the
components of the system, the estimated cost of replacement of the
system, and the monthly or annual amount which should be charged
to establish a reasonable reserve for maintenance and replacement
of the system based on these estimates.

14314. The water supply and distribution system of a mutual
water company described in Section 14311 that proposes to distribute
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water for domestic use pursuant to this chapter shall comply with all
of the following design standards:

(a) The system shall be adequate to maintain normal operating
pressure of not less than 25 pounds per square inch, nor more than
125 pounds per square inch, at the service connection; provided,
however, that during periods of hourly maximum demand, or at the
time of peak seasonal loads, the pressure may be reduced to not less
than 20 pounds per square inch, and during periods of hourly
minimum demand the pressure may increase to not more than 150
pounds per square inch. Variations in pressure under normal
operation shall not exceed 50 percent of the average operating
pressure. The average operating pressure shall be determined by
computing the arithmetical average of at least 24 consecutive hourly
pressure readings.

(b) The quantity of water delivered to the distribution system
from all source facilities shall be sufficient to supply adequately,
dependably, and safely the total requirements of all water consumers
under maximum consumption, and shall be sufficient to maintain the
pressure specified by subdivision (a).

(c) The distribution system shall provide at least one connection
per service and, to the extent feasible, shall be designed in a property
segmented grid so as to do both of the following:

(1) Minimize the extent of interruption in water service when
repairs are necessary.

(2) Avoid dead ends in its water mains.

14315. (a) The mutual water company described in Section
14311 shall provide at least a minimum level of water service to its
customers for fire protection purposes as an inherent part of the
water system design in accordance with the standards set forth in this
section. The standards set forth in this section are the minimum levels
of water service that the mutual water company shall provide and
shall not preclude the mutual water company from designing a fire
protection system that meets higher standards, nor preclude any
governmental agency from setting higher standards in any area
subject to its jurisdiction. A mutual water company may request a fire
protection agency to approve a fire protection system that does not
meet the standards set forth in this chapter upon a showing by the
mutual water company that the proposed system is adequate for fire
protection purposes.

(b) In the initial construction, extension, or modification of a
water system, any one of which is required to serve (1) a new user
or (2) a change in use, the facilities constructed, extended, or
modified shall be designed to be capable of providing, for a sustained
period of at least two hours, in addition to the requirements of the
average daily demand within the area to be served, the minimum
flow requirements set forth below opposite the classification of land
use to be served:
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Land Use Minimum Flow
1. Rural, residential with a lot density of two or
fewer units per acre primarily for

recreational and retirementuse .............. 250 gpm
2. Lot density of less than one single —family

residential unit peracre ..................... 500 gpm
3. Lot density of one or two single —family

residential units peracre ..................... 750 gpm
4. Lot density of three or more single —family

residential units peracre ..................... 1,000 gpm
5. Duplex residential units, neighborhood

businessof onestory ........... . ... oL 1,500 gpm
6. Multiple residential, one and two stories;

light commercial or light industrial ............ 2,000 gpm
7. Multiple residential, three stories or higher;

heavy commercial or heavy industrial .......... 2,500 gpm

14316. The water supply and distribution system of a mutual
water company described in Section 14311 that proposes to distribute
water for domestic use shall be constructed to conform with
currently accepted engineering practices, and shall comply with the
following construction standards where possible:

(a) Water mains to be installed below the frost level or otherwise
protected to prevent freezing and shall not have less than 30 inches
of cover over the top of the pipe in public streets or alleys except
where such depth is rendered impossible by underground
obstructions or rocky or hardpan conditions.

(b) The size, design, material, and installation of service pipes
shall conform to the reasonable requirements of the mutual water
company; provided, however, that the minimum size of the pipe shall
be °/4 inch or greater nominal size. Except where services are not
intended for use during freezing weather and arrangements are
made to drain service pipes prior to freezing weather, and except at
terminations in connection with the meter or water consumer’s
piping, all service pipes shall be laid at a depth sufficient to prevent
freezing.

14317. The fire protection system of a mutual water company
shall be constructed to conform with currently accepted engineering
practices, and shall comply with the following construction
standards:

(a) The flows set forth in Section 14315 shall be calculated on the
basis of a residual pressure of 20 p.s.i.g. in the distribution system
under flowing conditions.

(b) Fire hydrants shall be attached to the distribution systems at
the locations designated by the entity responsible for their use for
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firefighting purposes. Any new mains to which a hydrant may be
attached shall not be less than six inches in diameter.

(c) Each separately operated water system shall not have less than
two independent sources of supply.

14318. The mutual water company shall be financially
responsible for the maintenance, repair, or replacement of fire
hydrants. A mutual water company shall perform and record annual
flow tests pursuant to Section 14317 or, in lieu of the annual flow test
under Section 14317, any test to determine available flow performed
by a fire protection agency. The recorded test results shall become
part of the mutual water company’s books and records.

SEC. 4. Part 8 (commencing with Section 14350) is added to
Division 3 of Title 1 of the Corporations Code, to read:

PART 8. BRIDGE, FERRY, WHARE, CHUTE, AND PIER
CORPORATIONS

14350. A corporation may not construct, or take tolls on, a bridge,
ferry, wharf, chute, or pier until authority is granted therefor by the
board of supervisors, or other governing body, as appropriate.

14351. Every corporation that has heretofore or may hereafter be
incorporated may be dissolved under either of the following
conditions:

(a) If within one year from filing its articles of incorporation, it has
not obtained authority from the board of supervisors, or other
governing body, and if, within one year thereafter, it has not
commenced the construction of the bridge, wharf, chute, or pier, and
if, within two years after obtaining authority, there has not been
actually expended thereon a sum equal to at least 10 percent of the
issued capital stock of the corporation obtaining authority.

(b) If within seven years from the time that authority to construct
the bridge, wharf, chute, or pier was granted by the board of
supervisors, or within that further time as the board may lawfully
grant, the bridge, wharf, chute, or pier is not completed. However,
the board of supervisors may from time to time by order extend the
time of completion beyond seven years, if the actual and physical
work of constructing the bridge, wharf, chute, or pier has been
diligently prosecuted from the time of commencement thereof up to
the time that application for the extension or extensions beyond
seven years is presented to the board of supervisors.

(c) If, when the bridge, wharf, chute, or pier of the corporation is
destroyed, it is not reconstructed and ready for use within three years
thereafter.

(d) If the ferry of a corporation is not in running order within one
year after authority is obtained to establish it, or if at any time
thereafter it ceases for a like term consecutively to perform the duties
imposed by law.
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14352. The president and secretary of every bridge, ferry, wharf,
chute, or pier corporation shall annually, under oath, report to the
board of supervisors, or other governing body having authority in
that behalf, of the county in which the articles of incorporation are
filed all of the following:

(a) The cost of constructing and providing all necessary
appendages and appurtenances for its bridge, ferry, wharf, chute, or
pier.

(b) The amount of all moneys expended thereon, since its
construction, for repairs and incidental expenses.

(c) The amount of its capital stock, how much paid in, and how
much actually expended thereof.

(d) The amount received during the year for tolls, and from all
other sources, stating each separately.

(e) The amount of dividends made, and the indebtedness of the
corporation, specifying for what it was incurred.

(f) Other facts and particulars respecting the business of the
corporation, as the board of supervisors or other governing body
having authority in that behalf may require.

The president and secretary shall cause this report to be published
for four weeks in a daily newspaper published nearest the bridge,
ferry, wharf, pier, or chute, if required by order of the board of
supervisors or other governing body having authority in that behalf.
A failure to make the report subjects the corporation to a penalty of
two hundred dollars ($200) and, for every week permitted to elapse
after that failure, an additional penalty of fifty dollars ($50), payable
in each case to the county from which the authority of the
corporation was derived. All these cases shall be reported by the
board of supervisors, or other governing body having authority in
that behalf, to the district attorney or city attorney, who must
commence an action therefor.

14353. When a bridge, ferry, wharf, chute, or pier is constructed,
operated, or owned by a natural person, this part is applicable to that
person in like manner as it is applicable to corporations.

SEC. 5. Part 9 (commencing with Section 14400) is added to
Division 3 of Title 1 of the Corporations Code, to read:

PART 9. CABLE TELEVISION CORPORATIONS

14400. Any person who willfully and maliciously does any injury
to any property of a cable television corporation is liable to the
corporation for three times the amount of actual damages sustained
thereby, to be recovered in any court of competent jurisdiction.

SEC. 6. Part 10 (commencing with Section 14450) is added to
Division 3 of Title 1 of the Corporations Code, to read:
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PART 10. WATER AND CANAL CORPORATIONS

14450. No corporation formed to supply any city, city and county,
or town with water shall do so unless previously authorized by an
ordinance of the authorities thereof, or unless it is done in conformity
with a contract entered into between the city, city and county, or
town and the corporation. Contracts so made are valid and binding
in law, but do not take from the city, city and county, or town the right
to regulate the rates for water, nor shall any exclusive right be
granted. No contract or grant shall be made for a term exceeding 50
years.

14451. (a) All corporations formed to supply water to cities or
towns shall furnish pure freshwater to the inhabitants thereof, for
domestic uses, as long as the supply permits, at reasonable rates and
without distinction of persons, upon proper demand therefor, and
shall furnish water to the extent of their means, in case of fire or other
great necessity, free of charge. The board of supervisors, or the
proper city or town authorities, may prescribe proper rules relating
to the delivery of water, not inconsistent with the laws of the state.

(b) (1) A corporation formed to supply water to cities or towns
shall not charge, levy, assess, fix, or collect any charge, tax, fee, rate,
assessment, or levy of any kind whatsoever in connection with its
water system on or from any entity providing fire protection services
to others for supplying water for those fire protection purposes
within the service area of the corporation or for any costs of
operation, installation, capital, maintenance, repair, alteration, or
replacement of facilities related to supplying water for the fire
protection purposes within the service area of the corporation,
except pursuant to a written agreement with the entity providing fire
protection services.

(2) Paragraph (1) of this subdivision does not restrict or limit a
corporation formed to supply water to cities or towns from levying
charges for water service or facilities, including water for fire
protection purposes, on any person, property, or entity, whether
public or private, other than on an entity providing fire protection
service.

These charges shall be collected from other persons, property, or
entities pursuant to existing provisions of law that authorize the
charges, or from an entity providing fire protection services only
pursuant to the written agreement authorizing the charges.

(3) For the purposes of this subdivision, “entity providing fire
protection service” means a city, county, or city and county, whether
general law or chartered, or a fire company, fire protection district,
or any other person, association, company, corporation, district,
municipal corporation, or any other public or private entity, which
public or private entity or person provides fire protection services to
any other public or private entity or person.
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14452. Whenever any corporation, organized under the laws of
this state, furnishes water to irrigate lands that the corporation has
sold, the right to the flow and use of that water is and shall remain a
perpetual easement to the land so sold, at any rates and terms that
may be established by the corporation in pursuance of law.
Whenever any person who is cultivating land on the line and within
the flow of any ditch owned by the corporation, has been furnished
water by it with which to irrigate his or her land, that person shall be
entitled to the continued use of that water, upon the same terms as
those who have purchased their land from the corporation.

SEC. 7. Part 11 (commencing with Section 14500) is added to
Division 3 of Title 1 of the Corporations Code, to read:

PART 11. SOCIETIES FOR THE PREVENTION OF CRUELTY
TO CHILDREN AND ANIMALS

14500. This title extends to all corporations heretofore formed
and existing for the prevention of cruelty to children or animals, but
do not extend or apply to any association, society, or corporation that
uses or specifies a name or style of the same, or substantially the same,
as that of any previously existing society or corporation in this state
organized for a like purpose.

14501. Every society, incorporated and organized for the
prevention of cruelty to animals, or for the prevention of cruelty to
children, may, in each city, or city and county, or county, where the
society exists, while actively engaged in enforcing the provisions of
laws of this state, now or hereafter enacted, for the prevention of
cruelty to animals, or children, or arresting, or prosecuting offenders
thereunder or preventing cruelty to animals or children, be paid as
compensation therefor, from the city or county, or city and county
general fund, by the board of supervisors or other governing body
thereof, a sum not exceeding five hundred dollars ($500) per
calendar month, in the same manner as other claims against said city
or county, or city and county, are paid.

14502. (a) (1) (A) (i) On and after July 1, 1996, no entity, other
than a humane society or society for the prevention of cruelty to
animals, shall be eligible to apply for an appointment of any
individual as a level 1 or level 2 humane officer, the duty of which
shall be the enforcement of the laws for the prevention of cruelty to
animals.

(ii) On and after July 1, 1996, only a person who meets the
requirements of this section may be appointed as, or perform the
duties of, a humane officer.

(iii) Any person appointed as a humane officer prior to July 1, 1996,
may continue to serve as a humane officer until the expiration of the
term of appointment only if the appointing agency maintains records
pursuant to subparagraph (C) documenting that both the appointing
agency and the humane officer meet the requirements of this section.
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(B) Each humane society or society for the prevention of cruelty
to animals that makes application to the court for the appointment
of an individual to act as a level 1 or level 2 humane officer for the
humane society or society for the prevention of cruelty to animals
shall provide with the application documentation that demonstrates
that the person has satisfactorily completed the training
requirements set forth in subdivision (i).

(C) Each humane society or society for the prevention of cruelty
to animals for which an individual is acting as a level 1 or level 2
humane officer shall maintain complete and accurate records
documenting that the individual has successfully completed all
requirements established in this section and shall make those records
available, upon request, to the superior court, the Attorney General,
or any entity duly authorized to review that information, including
the State Humane Association of California. The records shall include
the full name and address of each level 1 or level 2 humane officer.

(2) Any corporation incorporated for the purpose of the
prevention of cruelty to animals that possesses insurance of at least
one million dollars ($1,000,000) for liability for bodily injury or
property damage may, six months after the date of its incorporation
and by resolution of its board of directors or trustees duly entered on
its minutes, appoint any number of persons, who shall be citizens of
the State of California, as humane officers, provided that the
individuals to be appointed have met the training guidelines set forth
in subdivision (i).

(3) Each appointment of a humane officer shall be by separate
resolution. The resolution shall state the full name and address of the
appointing agency, the full name of the person so appointed, and the
fact that he or she is a citizen of the State of California, and shall also
designate the number of the badge to be allotted to the officer.

(b) The humane society or society for the prevention of cruelty to
animals shall recommend any appointee to the judge of the superior
court in and for the county or city and county in which the humane
society is incorporated, and shall deliver to the judge a copy of the
resolution appointing the person, duly certified to be correct by the
president and secretary of the corporation and attested by its seal,
together with the fingerprints of the appointee taken on standard
8x8-inch cards, proof of the society’s proper incorporation in
compliance with Part 9 (commencing with Section 10400) of Division
2, a copy of the society’s liability for bodily injury or property damage
insurance policy in the amount of at least one million dollars
($1,000,000), and documentation establishing that the appointee has
satisfactorily completed the training requirements set forth in this
section.

(c) The judge shall send a copy of the resolution, together with the
fingerprints of the appointee, to the Department of Justice, which
shall thereupon submit to the judge, in writing, a report of the record
in its possession, if any, of the appointee. If the Department of Justice
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has no record of the appointee, it shall so report to the judge in
writing.

(d) Upon receipt of the report the judge shall review the matter
of the appointee’s qualifications and fitness to act as a humane officer
and, if he or she reaffirms the appointment, shall so state on a court
order confirming the appointment. The appointee shall thereupon
file a certified copy of the reviewed court order in the office of the
county clerk of the county or city and county and shall, at the same
time, take and subscribe the oath of office prescribed for constables
or other peace officers.

(e) The county clerk shall thereupon immediately enter in a book
to be kept in his or her office and designated “Record of Humane
Officers” the name of the officer, the name of the agency appointing
him or her, the number of his or her badge, the name of the judge
appointing him or her, and the date of the filing. At the time of the
filing the county clerk shall collect from the officer a fee of five dollars
($5), which shall be in full for all services to be performed by the
county clerk under this section.

(f) All appointments of humane officers shall automatically expire
if the society disbands or legally dissolves. In addition, all
appointments of humane officers shall automatically expire within
three years from the date on which the certified copy of the court
order was filed with the county clerk. Officers whose appointments
are about to expire may only be reappointed after satisfactorily
completing the continuing education and training set forth in this
section.

(g) (1) The corporation appointing an officer may revoke an
appointment at any time by filing in the office of the county clerk in
which the appointment of the officer is recorded a copy of the
revocation in writing under the letterhead of the corporation and
duly certified by its executive officer. Upon the filing the county clerk
shall enter the fact of the revocation and the date of the filing thereof
opposite the name of the officer in the record of humane officers.

(2) Notwithstanding paragraph (1), a revocation hearing may be
initiated by petition from any duly authorized sheriff or local police
agency or the State Humane Association of California. The petition
shall show cause why an appointment should be revoked and shall be
made to the superior court in the jurisdiction of the appointment.

(h) The corporation or local humane society appointing the
humane officer shall pay the training expenses of the humane officer
attending the training required pursuant to this section.

(i) (1) (A) A level 1 humane officer is not a peace officer, but
may exercise the powers of a peace officer at all places within the
state in order to prevent the perpetration of any act of cruelty upon
any animal and to that end may summon to his or her aid any
bystander. A level 1 humane officer may use reasonable force
necessary to prevent the perpetration of any act of cruelty upon any
animal.
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(B) A level 1 humane officer may make arrests for the violation of
any penal law of this state relating to or affecting animals in the same
manner as any peace officer and may also serve search warrants.

(C) A level 1 humane officer is authorized to carry firearms while
exercising the duties of a humane officer, upon satisfactory
completion of the training specified in subparagraph (D) and the
basic training for a level 1 reserve officer by the Commission on
Peace Officer Standards and Training pursuant to Section 13510.1 of
the Penal Code.

(D) A level 1 humane officer shall, prior to appointment, provide
evidence satisfactory to the appointing agency that he or she has
successfully completed courses of training in the following subjects:

(i) At least 20 hours of a course of training in animal care
sponsored or provided by an accredited postsecondary institution or
any other provider approved by the California Veterinary Medical
Association, the focus of which shall be the identification of disease,
injury, and neglect in domestic animals and livestock.

(ii) At least 40 hours of a course of training in the state humane
laws relating to the powers and duties of a humane officer, sponsored
or provided by an accredited postsecondary institution, law
enforcement agency, or the State Humane Association of California.

(E) A person may not be appointed as a level 1 humane officer
until he or she has satisfied the requirements in Sections 1029, 1030,
and 1031 of the Government Code. A humane society or society for
the prevention of cruelty to animals shall complete a background
investigation, using standards defined by the Commission on Peace
Officer Standards and Training as guidelines for all level 1 humane
officer appointments.

(F) In order to be eligible for reappointment, a level 1 humane
officer shall complete ongoing weapons training and range
qualifications at least every six months pursuant to subdivision (s) of
Section 830.3 of the Penal Code and shall, every three years, complete
40 hours of continuing education and training relating to the powers
and duties of a humane officer, which education and training shall be
provided by an accredited postsecondary institution, law
enforcement agency, or the State Humane Association of California.

(G) (i) Notwithstanding any other provision of this section, a
level 1 humane officer may carry firearms only if authorized by, and
only under the terms and conditions specified by, his or her
appointing agency.

(ii) Notwithstanding any other provision of this section, a level 1
humane officer shall not be authorized to carry firearms unless and
until his or her appointing agency has adopted a policy on the use of
deadly force by its officers and the officer has been instructed in that
policy.

(2) (A) A level 2 humane officer is not a peace officer, but may
exercise the powers of a peace officer at all places within the state in
order to prevent the perpetration of any act of cruelty upon any
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animal and to that end may summon to his or her aid any bystander.
A level 2 humane officer may use reasonable force necessary to
prevent the perpetration of any act of cruelty upon any animal.

(B) A level 2 humane officer may make arrests for the violation of
any penal law of this state relating to or affecting animals in the same
manner as any peace officer and may serve search warrants during
the course and within the scope of employment, upon the successful
completion of a course relating to the exercise of the police powers
specified in Section 832 of the Penal Code, except the power to carry
and use firearms.

(C) A level 2 humane officer is not authorized to carry firearms.

(D) A level 2 humane officer shall, prior to appointment, provide
evidence satisfactory to the appointing agency that he or she has
successfully completed courses of training in the following subjects:

(i) At least 20 hours of a course of training in animal care
sponsored or provided by an accredited postsecondary institution or
any other provider approved by the California Veterinary Medical
Association, the focus of which is the identification of disease, injury,
and neglect in domestic animals and livestock.

(ii) At least 40 hours of a course of training in the state humane
laws relating to the powers and duties of a humane officer, sponsored
or provided by an accredited postsecondary institution, law
enforcement agency, or the State Humane Association of California.

(E) In order to be eligible for reappointment, a level 2 humane
officer shall, every three years, complete 40 hours of continuing
education and training relating to the powers and duties of a humane
officer, which education and training shall be provided by an
accredited postsecondary institution, law enforcement agency, or
the State Humane Association of California.

(j) Every humane officer shall, when making an arrest, exhibit
and expose a suitable badge to be adopted by the corporation under
this title of which he or she is a member which shall bear its name and
a number. Uniforms worn by humane officers shall prominently
display the name of the appointing agency. Humane officer uniforms
shall not display the words “state” or “California,” unless part of the
appointing agency’s incorporated name.

(k) Any person resisting a humane officer in the performance of
his or her duty as provided in this section, is guilty of a misdemeanor.
Any person who has not been appointed and qualified as a humane
officer as provided in this section, or whose appointment has been
revoked as provided in this section, or whose appointment, having
expired, has not been renewed as provided in this section, who shall
represent himself or herself to be or shall attempt to act as an officer
shall be guilty of a misdemeanor.

(/) No humane officer shall serve a search warrant without
providing prior notice to local law enforcement agencies operating
within that jurisdiction.
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(m) Any humane society, society for the prevention of cruelty to
animals, or person, who knowingly provides a court with false or
forged documentation for the appointment of a humane officer, is
guilty of a misdemeanor and shall be punished by a fine of up to ten
thousand dollars ($10,000).

(n) A humane society or a society for the prevention of cruelty to
animals shall notify the sheriff of the county in which the society is
incorporated, prior to appointing a humane officer, of the society’s
intent to enforce laws for the prevention of cruelty to animals.
Humane societies or societies for the prevention of cruelty to animals
incorporated and enforcing animal cruelty laws prior to January 1,
1996, that intend to continue to enforce those laws, shall notify the
sheriff of the county in which the society is incorporated by March
1, 1996.

(o) Except as otherwise provided by this section, a humane officer
shall serve only in the county in which he or she is appointed. A
humane officer may serve temporarily in a county other than that in
which he or she is appointed if the humane officer gives notice
requesting consent to the sheriff of the county in which he or she
intends to serve, and acquires consent from the sheriff of the county
in which he or she intends to serve, or from a person authorized by
the sheriff to give that consent. A sheriff shall promptly respond to
any request by a humane officer to serve in his or her jurisdiction and
any request shall not be unreasonably denied.

14503. The governing body of a local agency, by ordinance, may
authorize employees of public pounds, societies for the prevention
of cruelty to animals, and humane societies, who have qualified as
humane officers pursuant to Section 14502, and which societies or
pounds have contracted with such local agency to provide animal
care or protection services, to issue notices to appear in court
pursuant to Chapter 5S¢ (commencing with Section 853.5) of Title 3
of Part 2 of the Penal Code for violations of state or local animal
control laws. Those employees shall not be authorized to take any
person into custody even though the person to whom the notice is
delivered does not give his or her written promise to appear in court.
The authority of these employees is to be limited to the jurisdiction
of the local agency authorizing the employees.

SEC. 8. Part 12 (commencing with Section 14550) is added to
Division 3 of Title 1 of the Corporations Code, to read:

PART 12. NONPROFIT COOPERATIVE AGRICULTURAL
MARKETING ASSOCIATIONS

14550. In order to promote, foster, and encourage the intelligent
and orderly marketing of agricultural products through cooperation;
to eliminate speculation and waste; to make the distribution of
agricultural products between producer and consumer as direct as
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can be efficiently done; and to stabilize the marketing of agricultural
products, this act is passed.

14551. It is here recognized that agriculture is characterized by
individual production in contrast to the group or factory system that
characterizes other forms of industrial production; and that the
ordinary form of corporate organization permits industrial groups to
combine for the purpose of group production and the ensuing group
marketing; and that the public has an interest in permitting farmers
to bring their industry to the high degree of efficiency and
merchandising skill evidenced in the manufacturing industries; and
that the public interest urgently needs to prevent the migration from
the farm to the city in order to keep up farm production and to
preserve the agricultural supply of the nation; and that the public
interest demands that the farmer be encouraged to attain a superior
and more direct system of marketing in the substitution of
merchandising for the blind, unscientific, and speculative selling of
Crops.

SEC. 9. Section 25100 of the Corporations Code is amended to
read:

25100. The following securities are exempted from Sections
25110, 25120, and 25130:

(a) Any security (including a revenue obligation) issued or
guaranteed by the United States, any state, any city, county, city and
county, public district, public authority, public corporation, public
entity, or political subdivision of a state or any agency or corporate
or other instrumentality of any one or more of the foregoing; or any
certificate of deposit for any of the foregoing.

(b) Any security issued or guaranteed by Canada, any Canadian
province, any political subdivision or municipality of that province,
or by any other foreign government with which the United States
currently maintains diplomatic relations, if the security is recognized
as a valid obligation by the issuer or guarantor; or any certificate of
deposit for any of the foregoing.

(c) Any security issued or guaranteed by and representing an
interest in or a direct obligation of a national bank or a bank or trust
company incorporated under the laws of this state, and any security
issued by a bank to one or more other banks and representing an
interest in an asset of the issuing bank.

(d) Any security issued or guaranteed by a federal savings
association or federal savings bank or federal land bank or joint land
bank or national farm loan association or by any savings association,
as defined in subdivision (a) of Section 5102 of the Financial Code,
which is subject to the supervision and regulation of the
Commissioner of Financial Institutions of this state.

(e) Any security (other than an interest in all or portions of a
parcel or parcels of real property which are subdivided land or a
subdivision or in a real estate development), the issuance of which
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is subject to authorization by the Insurance Commissioner, the Public
Utilities Commission, or the Real Estate Commissioner of this state.

(f) Any security consisting of any interest in all or portions of a
parcel or parcels of real property which are subdivided lands or a
subdivision or in a real estate development; provided that the
exemption in this subdivision shall not be applicable to: (1) any
investment contract sold or offered for sale with, or as part of that
interest, or (2) any person engaged in the business of selling,
distributing, or supplying water for irrigation purposes or domestic
use that is not a public utility except that the exemption is applicable
to any security of a mutual water company (other than an investment
contract described in paragraph (1)) offered or sold in connection
with subdivided lands pursuant to Chapter 2 (commencing with
Section 14310) of Part 7 of Division 3 of Title 1.

(g) Any mutual capital certificates or savings accounts, as defined
in the Savings Association Law, issued by a savings association, as
defined by subdivision (a) of Section 5102 of the Financial Code, and
holding a license or certificate of authority then in force from the
Commissioner of Financial Institutions of this state.

(h) Any security issued or guaranteed by any federal credit union,
or by any credit union organized and supervised, or regulated, under
the Credit Union Law.

(i) Any security issued or guaranteed by any railroad, other
common carrier, public utility, or public utility holding company
which is (1) subject to the jurisdiction of the Interstate Commerce
Commission or its successor or (2) a holding company registered with
the Securities and Exchange Commission under the Public Utility
Holding Company Act of 1935 or a subsidiary of that company within
the meaning of that act or (3) regulated in respect of the issuance or
guarantee of the security by a governmental authority of the United
States, of any state, of Canada or of any Canadian province; and the
security is subject to registration with or authorization of issuance by
that authority.

(j) Any security (except evidences of indebtedness, whether
interest bearing or not) of an issuer (1) organized exclusively for
educational, benevolent, fraternal, religious, charitable, social, or
reformatory purposes and not for pecuniary profit, if no part of the
net earnings of the issuer inures to the benefit of any private
shareholder or individual, or (2) organized as a chamber of
commerce or trade or professional association. The fact that amounts
received from memberships or dues or both will or may be used to
construct or otherwise acquire facilities for use by members of the
nonprofit organization does not disqualify the organization for this
exemption. This exemption does not apply to the securities of any
nonprofit organization if any promoter thereof expects or intends to
make a profit directly or indirectly from any business or activity
associated with the organization or operation of that nonprofit
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organization or from remuneration received from that nonprofit
organization.

(k) Any agreement, commonly known as a “life income contract,”
of an issuer (1) organized exclusively for educational, benevolent,
fraternal, religious, charitable, social, or reformatory purposes and
not for pecuniary profit and (2) which the commissioner designates
by rule or order, with a donor in consideration of a donation of
property to that issuer and providing for the payment to the donor
or persons designated by him or her of income or specified periodic
payments from the donated property or other property for the life
of the donor or those other persons.

(/) Any note, draft, bill of exchange, or banker’s acceptance which
is freely transferable and of prime quality, arises out of a current
transaction or the proceeds of which have been or are to be used for
current transactions, and which evidences an obligation to pay cash
within nine months of the date of issuance, exclusive of days of grace,
or any renewal of that paper which is likewise limited, or any
guarantee of that paper or of that renewal, provided that the paper
is not offered to the public in amounts of less than twenty-five
thousand dollars ($25,000) in the aggregate to any one purchaser. In
addition, the commissioner may, by rule or order, exempt any issuer
of any notes, drafts, bills of exchange or banker’s acceptances from
qualification of those securities when the commissioner finds that the
qualification is not necessary or appropriate in the public interest or
for the protection of investors.

(m) Any security issued by any corporation organized and
existing under the provisions of Chapter 1 (commencing with
Section 54001) of Division 20 of the Food and Agricultural Code.

(n) Any beneficial interest in an employees’ pension,
profit-sharing, stock bonus or similar benefit plan which meets the
requirements for qualification under Section 401 of the federal
Internal Revenue Code or any statute amendatory thereof or
supplementary thereto. A determination letter from the Internal
Revenue Service stating that an employees’ pension, profit-sharing,
stock bonus or similar benefit plan meets those requirements shall be
conclusive evidence that the plan is an employees’ pension,
profit-sharing, stock bonus or similar benefit plan within the meaning
of the first sentence of this subdivision wuntil the date the
determination letter is revoked in writing by the Internal Revenue
Service, regardless of whether or not the revocation is retroactive.

(o) Any security listed or approved for listing upon notice of
issuance on a national securities exchange or designated or approved
for designation upon notice of issuance as a national market system
security on an interdealer quotation system by the National
Association of Securities Dealers, Inc., if the exchange or interdealer
quotation system has been certified by rule or order of the
commissioner and any warrant or right to purchase or subscribe to
the security. The exemption afforded by this subdivision does not
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apply to securities listed or designated, or approved for listing or
designation upon notice of issuance, in a rollup transaction unless the
rollup transaction is an eligible rollup transaction as defined in
Section 25014.7.

That certification of any exchange or system shall be made by the
commissioner upon the written request of the exchange or system if
the commissioner finds that the exchange or system: (i) in acting on
applications for listing of common stock substantially applies the
minimum standards set forth in either alternative (A) or (B) of
paragraph (1), and (ii) in considering suspension or removal from
listing or designation, substantially applies each of the criteria set
forth in paragraph (2).

(1) Listing standards:

(A) (i) Sharcholders’ equity of at least four million dollars
($4,000,000).

(ii) Pretax income of at least seven hundred fifty thousand dollars
($750,000) in the issuer’s last fiscal year or in two of its last three fiscal
years.

(iii) Minimum public distribution of 500,000 shares (exclusive of
the holdings of officers, directors, controlling shareholders, and other
concentrated or family holdings), together with a minimum of 800
public holders or minimum public distribution of 1,000,000 shares
together with a minimum of 400 public holders. The exchange or
system may also consider the listing or designation of a company’s
securities if the company has a minimum of 500,000 shares publicly
held, a minimum of 400 shareholders and daily trading volume in the
issue has been approximately 2,000 shares or more for the six months
preceding the date of application. In evaluating the suitability of an
issue for listing or designation under this trading provision, the
exchange or system shall review the nature and frequency of that
activity and any other factors as it may determine to be relevant in
ascertaining whether the issue is suitable for trading. A security
which trades infrequently shall not be considered for listing or
designation under this paragraph even though average daily volume
amounts to 2,000 shares per day or more.

Companies whose securities are concentrated in a limited
geographical area, or whose securities are largely held in block by
institutional investors, normally may not be considered eligible for
listing or designation unless the public distribution appreciably
exceeds 500,000 shares.

(iv) Minimum price of three dollars ($3) per share for a
reasonable period of time prior to the filing of a listing or designation
application; provided, however, in certain instances an exchange or
system may favorably consider listing an issue selling for less than
three dollars ($3) per share after considering all pertinent factors,
including market conditions in general, whether historically the issue
has sold above three dollars ($3) per share, the applicant’s
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capitalization, and the number of outstanding and publicly held
shares of the issue.

(v) An aggregate market value for publicly held shares of at least
three million dollars ($3,000,000).

(B) (i) Shareholders’ equity of at least four million dollars
($4,000,000).

(ii) Minimum public distribution set forth in clause (iii) of
subparagraph (A) of paragraph (1).

(iif) Operating history of at least three years.

(iv) An aggregate market value for publicly held shares of at least
fifteen million dollars (§15,000,000).

(2) Criteria for consideration of suspension or removal from
listing:

(i) If a company which (A) has shareholders’ equity of less than
one million dollars ($1,000,000) has sustained net losses in each of its
two most recent fiscal years, or (B) has net tangible assets of less than
three million dollars ($3,000,000) and has sustained net losses in three
of its four most recent fiscal years.

(ii) If the number of shares publicly held (excluding the holdings
of officers, directors, controlling shareholders and other
concentrated or family holdings) is less than 150,000.

(iii) If the total number of shareholders is less than 400 or if the
number of shareholders of lots of 100 shares or more is less than 300.

(iv) If the aggregate market value of shares publicly held is less
than seven hundred fifty thousand dollars ($750,000).

(v) If shares of common stock sell at a price of less than three
dollars ($3) per share for a substantial period of time and the issuer
shall fail to effectuate a reverse stock split of the shares within a
reasonable period of time after being requested by the exchange to
take that action.

A national securities exchange or interdealer quotation system of
the National Association of Securities Dealers, Inc. certified by rule
or order of the commissioner under this subdivision shall file annual
reports when requested to do so by the commissioner. The annual
reports shall contain, by issuer: the variances granted to an
exchange’s listing standards or interdealer quotation system’s
designation criteria, including variances from corporate governance
and voting rights’ standards, for any security of that issuer; the
reasons for the variances; a discussion of the review procedure
instituted by the exchange or interdealer quotation system to
determine the effect of the variances on investors and whether the
variances should be continued; and any other information that the
commissioner deems relevant. The purpose of these reports is to
assist the commissioner in determining whether the quantitative and
qualitative requirements of this subdivision are substantially being
met by the exchange or system in general or with regard to any
particular security.
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The commissioner after appropriate notice and opportunity for
hearing in accordance with the provisions of the Administrative
Procedure Act, Chapter 5 (commencing with Section 11500) of Part
1 of Division 3 of Title 2 of the Government Code, may, in his or her
discretion, by rule or order, decertify any exchange or interdealer
quotation system previously certified which ceases substantially to
apply the minimum standards or criteria as set forth in paragraphs
(1) and (2).

A rule or order of certification shall conclusively establish that any
security listed or approved for listing upon notice of issuance on any
exchange, or designated or approved for designation upon issuance
as a national market system security on any interdealer quotation
system, named in a rule or order of certification, and any warrant or
right to purchase or subscribe to that security, is exempt under this
subdivision until the adoption by the commissioner of any rule or
order decertifying the exchange or interdealer quotation system.

(p) A promissory note secured by a lien on real property, which
is neither one of a series of notes of equal priority secured by interests
in the same real property nor a note in which beneficial interests are
sold to more than one person or entity.

(q) Any unincorporated interindemnity or reciprocal or
interinsurance contract, which qualifies under the provisions of
Section 1280.7 of the Insurance Code, between members of a
cooperative corporation, organized and operating under Part 2
(commencing with Section 12200) of Division 3 of Title 1, and whose
members consist only of physicians and surgeons licensed in
California, which contracts indemnify solely in respect to medical
malpractice claims against the members, and which do not collect in
advance of loss any moneys other than contributions by each member
to a collective reserve trust fund or for necessary expenses of
administration.

(1) Whenever it appears to the commissioner that any person has
engaged or is about to engage in any act or practice constituting a
violation of any provision of Section 1280.7 of the Insurance Code, the
commissioner may in the commissioner’s discretion bring an action
in the name of the people of the State of California in the superior
court to enjoin the acts or practices or to enforce compliance with
Section 1280.7 of the Insurance Code. Upon a proper showing a
permanent or preliminary injunction, restraining order or writ of
mandate shall be granted and a receiver or conservator may be
appointed for the defendant or the defendant’s assets.

(2) The commissioner may, in the commissioner’s discretion, (A)
make public or private investigations within or outside of this state
as the commissioner deems necessary to determine whether any
person has violated or is about to violate any provision of Section
1280.7 of the Insurance Code or to aid in the enforcement of Section
1280.7, and (B) publish information concerning the violation of
Section 1280.7.
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(3) For the purpose of any investigation or proceeding under this
section, the commissioner or any officer designated by the
commissioner may administer oaths and affirmations, subpoena
witnesses, compel their attendance, take evidence, and require the
production of any books, papers, correspondence, memoranda,
agreements, or other documents or records which the commissioner
deems relevant or material to the inquiry.

(4) In case of contumacy by, or refusal to obey a subpoena issued
to, any person, the superior court, upon application by the
commissioner, may issue to the person an order requiring the person
to appear before the commissioner, or the officer designated by the
commissioner, there to produce documentary evidence, if so
ordered, or to give evidence touching the matter under investigation
or in question. Failure to obey the order of the court may be punished
by the court as a contempt.

(5) No person is excused from attending or testifying or from
producing any document or record before the commissioner or in
obedience to the subpoena of the commissioner or any officer
designated by the commissioner, or in any proceeding instituted by
the commissioner, on the ground that the testimony or evidence
(documentary or otherwise), required of the person may tend to
incriminate the person or subject the person to a penalty or
forfeiture, but no individual may be prosecuted or subjected to any
penalty or forfeiture for or on account of any transaction, matter, or
thing concerning which the person is compelled, after validly
claiming the privilege against self-incrimination, to testify or produce
evidence (documentary or otherwise), except that the individual
testifying is not exempt from prosecution and punishment for
perjury or contempt committed in testifying.

(6) The cost of any review, examination, audit, or investigation
made by the commissioner under Section 1280.7 of the Insurance
Code shall be paid to the commissioner by the person subject to the
review, examination, audit, or investigation, and the commissioner
may maintain an action for the recovery of these costs in any court
of competent jurisdiction. In determining the cost, the commissioner
may use the actual amount of the salary or other compensation paid
to the persons making the review, examination, audit, or
investigation plus the actual amount of expenses including overhead
reasonably incurred in the performance of the work.

The recoverable cost of each review, examination, audit, or
investigation made by the commissioner under Section 1280.7 of the
Insurance Code shall not exceed twenty-five thousand dollars
($25,000), except that costs exceeding twenty-five thousand dollars
($25,000) shall be recoverable if the costs are necessary to prevent a
violation of any provision of Section 1280.7 of the Insurance Code.

(r) Any shares or memberships issued by any corporation
organized and existing pursuant to the provisions of Part 2
(commencing with Section 12200) of Division 3 of Title 1, provided
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the aggregate investment of any shareholder or member in shares or
memberships sold pursuant to this subdivision does not exceed three
hundred dollars ($300). This exemption does not apply to the shares
or memberships of that corporation if any promoter thereof expects
or intends to make a profit directly or indirectly from any business
or activity associated with the corporation or the operation of the
corporation or from remuneration, other than reasonable salary,
received from the corporation. This exemption does not apply to
nonvoting shares or memberships of that corporation issued to any
person who does not possess, and who will not acquire in connection
with the issuance of nonvoting shares or memberships, voting power
(Section 12253) in the corporation. This exemption also does not
apply to shares or memberships issued by a nonprofit cooperative
corporation organized to facilitate the creation of an unincorporated
interindemnity arrangement that provides indemnification for
medical malpractice to its physician and surgeon members as set
forth in subdivision (q).

(s) Any security consisting of or representing an interest in a pool
of mortgage loans which meets each of the following requirements:

(1) The pool consists of whole mortgage loans or participation
interests in those loans, which loans were originated or acquired in
the ordinary course of business by a national bank or federal savings
association or federal savings bank having its principal office in this
state, by a bank incorporated under the laws of this state or by a
savings association as defined in subdivision (a) of Section 5102 of the
Financial Code and which is subject to the supervision and regulation
of the Commissioner of Financial Institutions, and each of which at
the time of transfer to the pool is an authorized investment for the
originating or acquiring institution.

(2) The pool of mortgage loans is held in trust by a trustee which
is a financial institution specified in paragraph (1) as trustee or
otherwise.

(3) The loans are serviced by a financial institution specified in
paragraph (1).

(4) The security is not offered in amounts of less than twenty-five
thousand dollars ($25,000) in the aggregate to any one purchaser.

(5) The security is offered pursuant to a registration under the
Securities Act of 1933, or pursuant to an exemption under Regulation
A under that act, or in the opinion of counsel for the issuer, is offered
pursuant to an exemption under Section 4(2) of that act.

(t) (1) Any security issued or guaranteed by and representing an
interest in or a direct obligation of an industrial loan company
incorporated under the laws of the state and authorized by the
Commissioner of Financial Institutions to engage in industrial loan
business.

(2) Any investment certificate in or issued by any industrial loan
company that is organized under the laws of a state of the United
States other than this state, that is insured by the Federal Deposit
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Insurance Corporation, and that maintains a branch office in this
state.

(u) Any security issued by an issuer registered as an open-end
management company or unit investment trust under the
Investment Company Act of 1940, provided that all of the following
requirements are met:

(1) The registration statement for the securities is currently
effective under the Securities Act of 1933.

(2) Prior to any offer or sale in this state of securities claimed to
be exempt under this subdivision, there is filed with or paid to the
commissioner each of the following:

(A) A notice of intention to sell that has been executed by the
issuer and that includes the name and address of the issuer and the
name of the securities to be offered and sold under this subdivision.

(B) A copy of the current prospectus to be used in the offer and
sale of the security.

(C) The fee provided in subdivision (f) of Section 25608.

If any offer or sale is made pursuant to this exemption more than
12 months after the date the notice was filed under this subdivision,
the issuer shall file another notice of intention to sell, a copy of the
prospectus the issuer is currently utilizing for the purpose of making
that offer, and the fee specified in subparagraph (C) of paragraph
(2).
SEC. 9.5. Section 25100 of the Corporations Code, as amended by
Chapter 1064 of the Statutes of 1996, is amended to read:

25100. The following securities are exempted from Sections
25110, 25120, and 25130:

(a) Any security (including a revenue obligation) issued or
guaranteed by the United States, any state, any city, county, city and
county, public district, public authority, public corporation, public
entity, or political subdivision of a state or any agency or corporate
or other instrumentality of any one or more of the foregoing; or any
certificate of deposit for any of the foregoing.

(b) Any security issued or guaranteed by Canada, any Canadian
province, any political subdivision or municipality of that province,
or by any other foreign government with which the United States
currently maintains diplomatic relations, if the security is recognized
as a valid obligation by the issuer or guarantor; or any certificate of
deposit for any of the foregoing.

(c) Any security issued or guaranteed by and representing an
interest in or a direct obligation of a national bank or a bank or trust
company incorporated under the laws of this state, and any security
issued by a bank to one or more other banks and representing an
interest in an asset of the issuing bank.

(d) Any security issued or guaranteed by a federal savings
association or federal savings bank or federal land bank or joint land
bank or national farm loan association or by any savings association,
as defined in subdivision (a) of Section 5102 of the Financial Code,
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which is subject to the supervision and regulation of the
Commissioner of Financial Institutions of this state.

(e) Any security (other than an interest in all or portions of a
parcel or parcels of real property which are subdivided land or a
subdivision or in a real estate development), the issuance of which
is subject to authorization by the Insurance Commissioner, the Public
Utilities Commission, or the Real Estate Commissioner of this state.

(f) Any security consisting of any interest in all or portions of a
parcel or parcels of real property which are subdivided lands or a
subdivision or in a real estate development; provided that the
exemption in this subdivision shall not be applicable to: (1) any
investment contract sold or offered for sale with, or as part of, that
interest, or (2) any person engaged in the business of selling,
distributing, or supplying water for irrigation purposes or domestic
use that is not a public utility except that the exemption is applicable
to any security of a mutual water company (other than an investment
contract as described in paragraph (1)) offered or sold in connection
with subdivided lands pursuant to Chapter 2 (commencing with
Section 14310) of Part 7 of Division 3 of Title 1.

(g) Any mutual capital certificates or savings accounts, as defined
in the Savings Association Law, issued by a savings association, as
defined by subdivision (a) of Section 5102 of the Financial Code, and
holding a license or certificate of authority then in force from the
Commissioner of Financial Institutions of this state.

(h) Any security issued or guaranteed by any federal credit union,
or by any credit union organized and supervised, or regulated, under
the Credit Union Law.

(i) Any security issued or guaranteed by any railroad, other
common carrier, public utility, or public utility holding company
which is (1) subject to the jurisdiction of the Interstate Commerce
Commission or its successor or (2) a holding company registered with
the Securities and Exchange Commission under the Public Utility
Holding Company Act of 1935 or a subsidiary of that company within
the meaning of that act or (3) regulated in respect of the issuance or
guarantee of the security by a governmental authority of the United
States, of any state, of Canada or of any Canadian province; and the
security is subject to registration with or authorization of issuance by
that authority.

(j) Any security (except evidences of indebtedness, whether
interest bearing or not) of an issuer (1) organized exclusively for
educational, benevolent, fraternal, religious, charitable, social, or
reformatory purposes and not for pecuniary profit, if no part of the
net earnings of the issuer inures to the benefit of any private
shareholder or individual, or (2) organized as a chamber of
commerce or trade or professional association. The fact that amounts
received from memberships or dues or both will or may be used to
construct or otherwise acquire facilities for use by members of the
nonprofit organization does not disqualify the organization for this
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exemption. This exemption does not apply to the securities of any
nonprofit organization if any promoter thereof expects or intends to
make a profit directly or indirectly from any business or activity
associated with the organization or operation of that nonprofit
organization or from remuneration received from that nonprofit
organization.

(k) Any agreement, commonly known as a “life income contract,”
of an issuer (1) organized exclusively for educational, benevolent,
fraternal, religious, charitable, social, or reformatory purposes and
not for pecuniary profit and (2) which the commissioner designates
by rule or order, with a donor in consideration of a donation of
property to that issuer and providing for the payment to the donor
or persons designated by him or her of income or specified periodic
payments from the donated property or other property for the life
of the donor or those other persons.

() Any note, draft, bill of exchange, or banker’s acceptance which
is freely transferable and of prime quality, arises out of a current
transaction or the proceeds of which have been or are to be used for
current transactions, and which evidences an obligation to pay cash
within nine months of the date of issuance, exclusive of days of grace,
or any renewal of that paper which is likewise limited, or any
guarantee of that paper or of that renewal, provided that the paper
is not offered to the public in amounts of less than twenty-five
thousand dollars ($25,000) in the aggregate to any one purchaser. In
addition, the commissioner may, by rule or order, exempt any issuer
of any notes, drafts, bills of exchange or banker’s acceptances from
qualification of those securities when the commissioner finds that the
qualification is not necessary or appropriate in the public interest or
for the protection of investors.

(m) Any security issued by any corporation organized and
existing under the provisions of Chapter 1 (commencing with
Section 54001) of Division 20 of the Food and Agricultural Code.

(n) Any beneficial interest in an employees’ pension,
profit-sharing, stock bonus or similar benefit plan which meets the
requirements for qualification under Section 401 of the federal
Internal Revenue Code or any statute amendatory thereof or
supplementary thereto. A determination letter from the Internal
Revenue Service stating that an employees’ pension, profit-sharing,
stock bonus or similar benefit plan meets those requirements shall be
conclusive evidence that the plan is an employees’ pension,
profit-sharing, stock bonus or similar benefit plan within the meaning
of the first sentence of this subdivision until the date the
determination letter is revoked in writing by the Internal Revenue
Service, regardless of whether or not the revocation is retroactive.

(o) Any security listed or approved for listing upon notice of
issuance on a national securities exchange or designated or approved
for designation upon notice of issuance as a national market system
security on an interdealer quotation system by the National
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Association of Securities Dealers, Inc., if the exchange or interdealer
quotation system has been certified by rule or order of the
commissioner and any warrant or right to purchase or subscribe to
the security. The exemption afforded by this subdivision does not
apply to securities listed or designated, or approved for listing or
designation upon notice of issuance, in a rollup transaction unless the
rollup transaction is an eligible rollup transaction as defined in
Section 25014.7.

That certification of any exchange or system shall be made by the
commissioner upon the written request of the exchange or system if
the commissioner finds that the exchange or system: (i) in acting on
applications for listing of common stock substantially applies the
minimum standards set forth in either alternative (A) or (B) of
paragraph (1), and (ii) in considering suspension or removal from
listing or designation, substantially applies each of the criteria set
forth in paragraph (2).

(1) Listing standards:

(A) (i) Shareholders’ equity of at least four million dollars
($4,000,000).

(ii) Pretax income of at least seven hundred fifty thousand dollars
($750,000) in the issuer’s last fiscal year or in two of its last three fiscal
years.

(iii) Minimum public distribution of 500,000 shares (exclusive of
the holdings of officers, directors, controlling shareholders, and other
concentrated or family holdings), together with a minimum of 800
public holders or minimum public distribution of 1,000,000 shares
together with a minimum of 400 public holders. The exchange or
system may also consider the listing or designation of a company’s
securities if the company has a minimum of 500,000 shares publicly
held, a minimum of 400 shareholders and daily trading volume in the
issue has been approximately 2,000 shares or more for the six months
preceding the date of application. In evaluating the suitability of an
issue for listing or designation under this trading provision, the
exchange or system shall review the nature and frequency of that
activity and any other factors as it may determine to be relevant in
ascertaining whether the issue is suitable for trading. A security
which trades infrequently shall not be considered for listing or
designation under this paragraph even though average daily volume
amounts to 2,000 shares per day or more.

Companies whose securities are concentrated in a limited
geographical area, or whose securities are largely held in block by
institutional investors, normally may not be considered eligible for
listing or designation unless the public distribution appreciably
exceeds 500,000 shares.

(iv) Minimum price of three dollars ($3) per share for a
reasonable period of time prior to the filing of a listing or designation
application; provided, however, in certain instances an exchange or
system may favorably consider listing an issue selling for less than
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three dollars ($3) per share after considering all pertinent factors,
including market conditions in general, whether historically the issue
has sold above three dollars ($3) per share, the applicant’s
capitalization, and the number of outstanding and publicly held
shares of the issue.

(v) An aggregate market value for publicly held shares of at least
three million dollars ($3,000,000).

(B) (i) Shareholders’ equity of at least four million dollars
($4,000,000).

(ii) Minimum public distribution set forth in clause (iii) of
subparagraph (A) of paragraph (1).

(iif) Operating history of at least three years.

(iv) An aggregate market value for publicly held shares of at least
fifteen million dollars (§15,000,000).

(2) Criteria for consideration of suspension or removal from
listing:

(i) If a company which (A) has shareholders’ equity of less than
one million dollars ($1,000,000) has sustained net losses in each of its
two most recent fiscal years, or (B) has net tangible assets of less than
three million dollars ($3,000,000) and has sustained net losses in three
of its four most recent fiscal years.

(ii) If the number of shares publicly held (excluding the holdings
of officers, directors, controlling shareholders and other
concentrated or family holdings) is less than 150,000.

(iii) If the total number of shareholders is less than 400 or if the
number of shareholders of lots of 100 shares or more is less than 300.

(iv) If the aggregate market value of shares publicly held is less
than seven hundred fifty thousand dollars ($750,000).

(v) If shares of common stock sell at a price of less than three
dollars ($3) per share for a substantial period of time and the issuer
shall fail to effectuate a reverse stock split of the shares within a
reasonable period of time after being requested by the exchange to
take that action.

A national securities exchange or interdealer quotation system of
the National Association of Securities Dealers, Inc. certified by rule
or order of the commissioner under this subdivision shall file annual
reports when requested to do so by the commissioner. The annual
reports shall contain, by issuer: the variances granted to an
exchange’s listing standards or interdealer quotation system’s
designation criteria, including variances from corporate governance
and voting rights’ standards, for any security of that issuer; the
reasons for the variances; a discussion of the review procedure
instituted by the exchange or interdealer quotation system to
determine the effect of the variances on investors and whether the
variances should be continued; and any other information that the
commissioner deems relevant. The purpose of these reports is to
assist the commissioner in determining whether the quantitative and
qualitative requirements of this subdivision are substantially being
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met by the exchange or system in general or with regard to any
particular security.

The commissioner after appropriate notice and opportunity for
hearing in accordance with the provisions of the Administrative
Procedure Act, Chapter 5 (commencing with Section 11500) of Part
1 of Division 3 of Title 2 of the Government Code, may, in his or her
discretion, by rule or order, decertify any exchange or interdealer
quotation system previously certified which ceases substantially to
apply the minimum standards or criteria as set forth in paragraphs
(1) and (2).

A rule or order of certification shall conclusively establish that any
security listed or approved for listing upon notice of issuance on any
exchange, or designated or approved for designation upon issuance
as a national market system security on any interdealer quotation
system, named in a rule or order of certification, and any warrant or
right to purchase or subscribe to that security, is exempt under this
subdivision until the adoption by the commissioner of any rule or
order decertifying the exchange or interdealer quotation system.

(p) A promissory note secured by a lien on real property, which
is neither one of a series of notes of equal priority secured by interests
in the same real property nor a note in which beneficial interests are
sold to more than one person or entity.

(q) Any unincorporated interindemnity or reciprocal or
interinsurance contract, which qualifies under the provisions of
Section 1280.7 of the Insurance Code, between members of a
cooperative corporation, organized and operating under Part 2
(commencing with Section 12200) of Division 3 of Title 1, and whose
members consist only of physicians and surgeons licensed in
California, which contracts indemnify solely in respect to medical
malpractice claims against the members, and which do not collect in
advance of loss any moneys other than contributions by each member
to a collective reserve trust fund or for necessary expenses of
administration.

(1) Whenever it appears to the commissioner that any person has
engaged or is about to engage in any act or practice constituting a
violation of any provision of Section 1280.7 of the Insurance Code, the
commissioner may, in the commissioner’s discretion, bring an action
in the name of the people of the State of California in the superior
court to enjoin the acts or practices or to enforce compliance with
Section 1280.7 of the Insurance Code. Upon a proper showing a
permanent or preliminary injunction, a restraining order, or a writ
of mandate shall be granted and a receiver or conservator may be
appointed for the defendant or the defendant’s assets.

(2) The commissioner may, in the commissioner’s discretion, (A)
make public or private investigations within or outside of this state
as the commissioner deems necessary to determine whether any
person has violated or is about to violate any provision of Section
1280.7 of the Insurance Code or to aid in the enforcement of Section
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1280.7, and (B) publish information concerning the violation of
Section 1280.7.

(3) For the purpose of any investigation or proceeding under this
section, the commissioner or any officer designated by the
commissioner may administer oaths and affirmations, subpoena
witnesses, compel their attendance, take evidence, and require the
production of any books, papers, correspondence, memoranda,
agreements, or other documents or records which the commissioner
deems relevant or material to the inquiry.

(4) In case of contumacy by, or refusal to obey a subpoena issued
to, any person, the superior court, upon application by the
commissioner, may issue to the person an order requiring the person
to appear before the commissioner, or the officer designated by the
commissioner, there to produce documentary evidence, if so
ordered, or to give evidence touching the matter under investigation
or in question. Failure to obey the order of the court may be punished
by the court as a contempt.

(5) No person is excused from attending or testifying or from
producing any document or record before the commissioner or in
obedience to the subpoena of the commissioner or any officer
designated by the commissioner, or in any proceeding instituted by
the commissioner, on the ground that the testimony or evidence
(documentary or otherwise), required of the person may tend to
incriminate the person or subject the person to a penalty or
forfeiture, but no individual may be prosecuted or subjected to any
penalty or forfeiture for or on account of any transaction, matter, or
thing concerning which the person is compelled, after validly
claiming the privilege against self-incrimination, to testify or produce
evidence (documentary or otherwise), except that the individual
testifying is not exempt from prosecution and punishment for
perjury or contempt committed in testifying.

(6) The cost of any review, examination, audit, or investigation
made by the commissioner under Section 1280.7 of the Insurance
Code shall be paid to the commissioner by the person subject to the
review, examination, audit, or investigation, and the commissioner
may maintain an action for the recovery of these costs in any court
of competent jurisdiction. In determining the cost, the commissioner
may use the actual amount of the salary or other compensation paid
to the persons making the review, examination, audit, or
investigation plus the actual amount of expenses including overhead
reasonably incurred in the performance of the work.

The recoverable cost of each review, examination, audit, or
investigation made by the commissioner under Section 1280.7 of the
Insurance Code shall not exceed twenty-five thousand dollars
($25,000), except that costs exceeding twenty-five thousand dollars
($25,000) shall be recoverable if the costs are necessary to prevent a
violation of any provision of Section 1280.7 of the Insurance Code.
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(r) Any shares or memberships issued by any corporation
organized and existing pursuant to the provisions of Part 2
(commencing with Section 12200) of Division 3 of Title 1, provided
the aggregate investment of any shareholder or member in shares or
memberships sold pursuant to this subdivision does not exceed three
hundred dollars ($300). This exemption does not apply to the shares
or memberships of that corporation if any promoter thereof expects
or intends to make a profit directly or indirectly from any business
or activity associated with the corporation or the operation of the
corporation or from remuneration, other than reasonable salary,
received from the corporation. This exemption does not apply to
nonvoting shares or memberships of that corporation issued to any
person who does not possess, and who will not acquire in connection
with the issuance of nonvoting shares or memberships, voting power
(Section 12253) in the corporation. This exemption also does not
apply to shares or memberships issued by a nonprofit cooperative
corporation organized to facilitate the creation of an unincorporated
interindemnity arrangement that provides indemnification for
medical malpractice to its physician and surgeon members as set
forth in subdivision (q).

(s) Any security consisting of or representing an interest in a pool
of mortgage loans which meets each of the following requirements:

(1) The pool consists of whole mortgage loans or participation
interests in those loans, which loans were originated or acquired in
the ordinary course of business by a national bank or federal savings
association or federal savings bank having its principal office in this
state, by a bank incorporated under the laws of this state or by a
savings association as defined in subdivision (a) of Section 5102 of the
Financial Code and which is subject to the supervision and regulation
of the Commissioner of Financial Institutions, and each of which at
the time of transfer to the pool is an authorized investment for the
originating or acquiring institution.

(2) The pool of mortgage loans is held in trust by a trustee which
is a financial institution specified in paragraph (1) as trustee or
otherwise.

(3) The loans are serviced by a financial institution specified in
paragraph (1).

(4) The security is not offered in amounts of less than twenty-five
thousand dollars ($25,000) in the aggregate to any one purchaser.

(5) The security is offered pursuant to a registration under the
Securities Act of 1933, or pursuant to an exemption under Regulation
A under that act, or in the opinion of counsel for the issuer, is offered
pursuant to an exemption under Section 4(2) of that act.

(t) (1) Any security issued or guaranteed by and representing an
interest in or a direct obligation of an industrial loan company
incorporated under the laws of the state and authorized by the
Commissioner of Financial Institutions to engage in industrial loan
business.
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(2) Any investment certificate in or issued by any industrial loan
company that is organized under the laws of a state of the United
States other than this state, that is insured by the Federal Deposit
Insurance Corporation, and that maintains a branch office in this
state.

SEC. 10. Section 25988 of the Health and Safety Code is amended
to read:

25988. A peace officer, officer of a humane society as qualified
under Section 14502 or 14503 of the Corporations Code, or officer of
an animal control or animal regulation department of a public
agency, as qualified under Section 830.9 of the Penal Code, may issue
a citation as prescribed in Section 25988.5, to any person or entity
keeping horses or other equine animals for hire, if the person or
entity fails to meet any of the following standards of humane
treatment regarding the keeping of horses or other equine animals:

(a) Any enclosure where an equine is primarily kept shall be of
sufficient size to enable the equine to comfortably stand up, turn
around, and lie down, and shall be kept free of excessive urine and
waste matter.

(b) Paddocks and corrals shall be of adequate size for the equine
to move about freely.

(c) Buildings, premises, and conveyances used in conjunction
with equines shall be kept free of sharp objects, protrusions, or other
materials that are likely to cause injury.

(d) Equines shall be supplied with nutritionally adequate feed and
clean water, in accordance with standards published by the
Cooperative Extension of the Division of Agricultural Sciences of the
University of California.

(e) Tack and equipment shall be appropriate and fit properly.

(f) After use the equine shall be cooled out to a normal condition
at rest.

(g) When not being ridden, a saddled equine shall have available
adequate shelter from the elements, and have loosened saddle straps
and girths.

(h) An equine shall not be available for hire or use if the equine
has any conditions that violate subdivision (b) of Section 597 or
Section 597f of the Penal Code or any of the following conditions:

(1) Sores or abrasions caused or likely to be irritated by the
surfaces of saddles, girths, harnesses, or bridles.

(2) Blindness in both eyes.

(3) Improperly or inadequately trimmed and shod feet contrary
to the standards published by the Cooperative Extension of the
Division of Agricultural Sciences of the University of California.

(i) Each equine shall be individually identified, using humane
methods, such as a detailed description, including, but not limited to,
name, breed, color, markings, size, age, sex, and photograph.

(j) Farrier and veterinary receipts shall be kept and shall identify
each equine treated.
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(k) Veterinary, farrier, and feed records shall be made available
during normal business hours to the law enforcement officer. Upon
failure to provide these records, the equine or equines in question
may not be used for hire until such time as the records are produced
or an equine veterinarian shall certify that the equine or equines are
fit for labor.

SEC. 11. Section 597d of the Penal Code is amended to read:

597d. Any sheriff, police, or peace officer, or officer qualified as
provided in Section 14502 of the Corporations Code, may enter any
place, building, or tenement, where there is an exhibition of the
fighting of birds or animals, or where preparations are being made
for such an exhibition, and, without a warrant, arrest all persons
present.

SEC. 12. Section 597z of the Penal Code is amended to read:

597z. A humane officer appointed under Section 14502 of the
Corporations Code or the State Sealer may enter any facility utilizing
a carbon monoxide gas chamber for the purpose of inspecting the
operation of such facility to determine whether there is compliance
with Section 597u.

SEC. 13. Section 11105 of the Penal Code is amended to read:

11105. (a) (1) The Department of Justice shall maintain state
summary criminal history information.

(2) As used in this section:

(i) “State summary criminal history information” means the
master record of information compiled by the Attorney General
pertaining to the identification and criminal history of any person,
such as name, date of birth, physical description, fingerprints,
photographs, date of arrests, arresting agencies and booking
numbers, charges, dispositions, and similar data about the person.

(ii) “State summary criminal history information” does not refer
to records and data compiled by criminal justice agencies other than
the Attorney General, nor does it refer to records of complaints to or
investigations conducted by, or records of intelligence information
or security procedures of, the office of the Attorney General and the
Department of Justice.

(b) The Attorney General shall furnish state summary criminal
history information to any of the following, if needed in the course
of their duties, provided that when information is furnished to assist
an agency, officer, or official of state or local government, a public
utility, or any entity, in fulfilling employment, certification, or
licensing duties, Chapter 1321 of the Statutes of 1974 and of Section
432.7 of the Labor Code shall apply:

(1) The courts of the state.

(2) Peace officers of the state as defined in Section 830.1,
subdivisions (a), (b), and (f) of Section 830.2, subdivision (a) of
Section 830.3, subdivisions (a) and (b) of Section 830.5, and
subdivision (a) of Section 830.31.

(3) District attorneys of the state.



[ Ch. 598 ] STATUTES OF 1997 3687

(4) Prosecuting city attorneys of any city within the state.

(5) Probation officers of the state.

(6) Parole officers of the state.

(7) A public defender or attorney of record when representing a
person in proceedings upon a petition for a certificate of
rehabilitation and pardon pursuant to Section 4852.08.

(8) A public defender or attorney of record when representing a
person in a criminal case and if authorized access by statutory or
decisional law.

(9) Any agency, officer, or official of the state if the criminal
history information is required to implement a statute or regulation
that expressly refers to specific criminal conduct applicable to the
subject person of the state summary criminal history information,
and contains requirements or exclusions, or both, expressly based
upon that specified criminal conduct.

(10) Any city or county, or city and county, or district, or any
officer, or official thereof if access is needed in order to assist that
agency, officer, or official in fulfilling employment, certification, or
licensing duties, and if the access is specifically authorized by the city
council, board of supervisors, or governing board of the city, county,
or district if the criminal history information is required to
implement a statute, ordinance, or regulation that expressly refers to
specific criminal conduct applicable to the subject person of the state
summary criminal history information, and contains requirements or
exclusions, or both, expressly based upon that specified criminal
conduct.

(11) The subject of the state summary criminal history
information under procedures established under Article 5
(commencing with Section 11120) of Chapter 1 of Title 1 of Part 4.

(12) Any person or entity when access is expressly authorized by
statute if the criminal history information is required to implement
a statute or regulation that expressly refers to specific criminal
conduct applicable to the subject person of the state summary
criminal history information, and contains requirements or
exclusions, or both, expressly based upon that specified criminal
conduct.

(13) Health officers of a city, county, or city and county, or district,
when in the performance of their official duties enforcing Section
120175 of the Health and Safety Code.

(14) Any managing or supervising correctional officer of a county
jail or other county correctional facility.

(15) Any humane society, or society for the prevention of cruelty
to animals, for the specific purpose of complying with Section 14502
of the Corporations Code for the appointment of level 1 humane
officers.

(c) The Attorney General may furnish state summary criminal
history information upon a showing of a compelling need to any of
the following, provided that when information is furnished to assist
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an agency, officer, or official of state or local government, a public
utility, or any entity, in fulfilling employment, certification, or
licensing duties, Chapter 1321 of the Statutes of 1974 and of Section
432.7 of the Labor Code shall apply:

(1) Any public utility as defined in Section 216 of the Public
Utilities Code that operates a nuclear energy facility when access is
needed in order to assist in employing persons to work at the facility,
provided that, if the Attorney General supplies the data, he or she
shall furnish a copy of the data to the person to whom the data relates.

(2) To a peace officer of the state other than those included in
subdivision (b).

(3) To a peace officer of another country.

(4) To public officers (other than peace officers) of the United
States, other states, or possessions or territories of the United States,
provided that access to records similar to state summary criminal
history information is expressly authorized by a statute of the United
States, other states, or possessions or territories of the United States
if the information is needed for the performance of their official
duties.

(5) To any person when disclosure is requested by a probation,
parole, or peace officer with the consent of the subject of the state
summary criminal history information and for purposes of furthering
the rehabilitation of the subject.

(6) The courts of the United States, other states, or territories or
possessions of the United States.

(7) Peace officers of the United States, other states, or territories
or possessions of the United States.

(8) To any individual who is the subject of the record requested
if needed in conjunction with an application to enter the United
States or any foreign nation.

(9) Any public utility as defined in Section 216 of the Public
Utilities Code, if access is needed in order to assist in employing
current or prospective employees who in the course of their
employment may be seeking entrance to private residences. The
information provided shall be limited to the record of convictions and
any arrest for which the person is released on bail or on his or her own
recognizance pending trial.

If the Attorney General supplies the data pursuant to this
paragraph, the Attorney General shall furnish a copy of the data to
the current or prospective employee to whom the data relates.

Any information obtained from the state summary criminal history
is confidential and the receiving public utility shall not disclose its
contents, other than for the purpose for which it was acquired. The
state summary criminal history information in the possession of the
public utility and all copies made from it shall be destroyed not more
than 30 days after employment or promotion or transfer is denied or
granted, except for those cases where a current or prospective
employee is out on bail or on his or her own recognizance pending
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trial, in which case the state summary criminal history information
and all copies shall be destroyed not more than 30 days after the case
is resolved.

A violation of this paragraph is a misdemeanor, and shall give the
current or prospective employee who is injured by the violation a
cause of action against the public utility to recover damages
proximately caused by the violations. Any public utility’s request for
state summary criminal history information for purposes of
employing current or prospective employees who may be seeking
entrance to private residences in the course of their employment
shall be deemed a “compelling need” as required to be shown in this
subdivision.

Nothing in this section shall be construed as imposing any duty
upon public utilities to request state summary criminal history
information on any current or prospective employees.

(10) To any campus of the California State University or the
University of California, or any four-year college or university
accredited by a regional accreditation organization approved by the
United States Department of Education, if needed in conjunction
with an application for admission by a convicted felon to any special
education program for convicted felons, including, but not limited to,
university alternatives and halfway houses. Only conviction
information shall be furnished. The college or university may require
the convicted felon to be fingerprinted, and any inquiry to the
department under this section shall include the convicted felon’s
fingerprints and any other information specified by the department.

(d) Whenever an authorized request for state summary criminal
history information pertains to a person whose fingerprints are on file
with the Department of Justice and the department has no criminal
history of that person, and the information is to be used for
employment, licensing, or certification purposes, the fingerprint
card accompanying the request for information, if any, may be
stamped “no criminal record” and returned to the person or entity
making the request.

(e) Whenever state summary criminal history information is
furnished as the result of an application and is to be used for
employment, licensing, or certification purposes, the Department of
Justice may charge the person or entity making the request a fee that
it determines to be sufficient to reimburse the department for the
cost of furnishing the information. In addition, the Department of
Justice may add a surcharge to the fee to fund maintenance and
improvements to the systems from which the information is
obtained. Notwithstanding any other law, any person or entity
required to pay a fee to the department for information received
under this section may charge the applicant a fee sufficient to
reimburse the person or entity for this expense. All moneys received
by the department pursuant to this section, Sections 11105.3 and
12054 of the Penal Code, and Section 13588 of the Education Code
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shall be deposited in a special account in the General Fund to be
available for expenditure by the department to offset costs incurred
pursuant to those sections and for maintenance and improvements
to the systems from which the information is obtained upon
appropriation by the Legislature.

(f) Whenever there is a conflict, the processing of criminal
fingerprints and fingerprints of applicants for security guard or alarm
agent registrations or firearms qualification permits submitted
pursuant to Section 7514 of the Business and Professions Code shall
take priority over the processing of applicant fingerprints.

(g) It is not a violation of this section to disseminate statistical or
research information obtained from a record, provided that the
identity of the subject of the record is not disclosed.

(h) It is not a violation of this section to include information
obtained from a record in (1) a transcript or record of a judicial or
administrative proceeding or (2) any other public record if the
inclusion of the information in the public record is authorized by a
court, statute, or decisional law.

(i) Notwithstanding any other law, the Department of Justice or
any state or local law enforcement agency may require the
submission of fingerprints for the purpose of conducting summary
criminal history information checks that are authorized by law.

(j) The state summary criminal history information shall include
any finding of mental incompetence pursuant to Chapter 6
(commencing with Section 1367) of Title 10 of Part 2 arising out of
a complaint charging a felony offense specified in Section 290.

SEC. 14. Section 11165.16 of the Penal Code is amended to read:

11165.16. (a) For the purposes of this article, the following terms
have the following meanings:

(1) “Animal control officer” means any person employed by a city,
county, or city and county for the purpose of enforcing animal control
laws or regulations.

(2) “Humane society officer” means any person appointed or
employed by a public or private entity as a humane officer who is
qualified pursuant to Section 14502 or 14503 of the Corporations
Code.

(b) No firefighter, animal control officer, or humane society
officer shall be subject to the reporting requirements of this article
unless he or she has received training in identification and reporting
of child abuse equivalent to that received by teachers and child care
custodians.

SEC. 15. Section 12031 of the Penal Code is amended to read:

12031. (a) (1) A person is guilty of carrying a loaded firearm
when he or she carries a loaded firearm on his or her person or in a
vehicle while in any public place or on any public street in an
incorporated city or in any public place or on any public street in a
prohibited area of unincorporated territory.
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(2) Carrying a loaded firearm in violation of this section is
punishable, as follows:

(A) Where the person previously has been convicted of any
felony, or of any crime made punishable by this chapter, as a felony.

(B) Where the firearm is stolen and the person knew or had
reasonable cause to believe that it was stolen, as a felony.

(C) Where the person is an active participant in a criminal street
gang, as defined in subdivision (a) of Section 186.22, under the Street
Terrorism  Enforcement and Prevention Act (Chapter 11
(commencing with Section 18620) of Title 7 of Part 1), as a felony.

(D) Where the person is not in lawful possession of the firearm,
as defined in this section, or is within a class of persons prohibited
from possessing or acquiring a firearm pursuant to Section 12021 or
12021.1 of this code or Section 8100 or 8103 of the Welfare and
Institutions Code, as a felony.

(E) Where the person has been convicted of a crime against a
person or property, or of a narcotics or dangerous drug violation, by
imprisonment in the state prison, or by imprisonment in a county jail
not to exceed one year, by a fine not to exceed one thousand dollars
($1,000), or by both that imprisonment and fine.

(F) In all cases other than those specified in subparagraphs (A) to
(E), inclusive, as a misdemeanor, punishable by imprisonment in a
county jail not to exceed one year, by a fine not to exceed one
thousand dollars ($1,000), or by both that imprisonment and fine.

(G) For purposes of this section, “lawful possession of the firearm”
means that the person who has possession or custody of the firearm
either owns the firearm or has the permission of the owner or a
person who otherwise has apparent authority to possess or have
custody of the firearm. A person who takes a firearm without the
permission of the owner or without the permission of a person who
has custody of the firearm does not have lawful possession of the
firearm.

(3) Nothing in this section shall preclude prosecution under
Sections 12021 and 12021.1 of this code, Section 8100 or 8103 of the
Welfare and Institutions Code, or any other law with a greater
penalty than this section.

(4) Notwithstanding paragraphs (2) and (3) of subdivision (a) of
Section 836, a peace officer may make an arrest without a warrant:

(A) When the person arrested has violated this section, although
not in the officer’s presence.

(B) Whenever the officer has reasonable cause to believe that the
person to be arrested has violated this section, whether or not this
section has, in fact, been violated.

(5) (A) Every person convicted under this section who has
previously been convicted of an offense enumerated in Section
12001.6, or of any crime made punishable under this chapter, shall
serve a term of at least three months in a county jail, or, if granted
probation, or if the execution or imposition of sentence is suspended,
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it shall be a condition thereof that he or she be imprisoned for a period
of at least three months.

(B) The court shall apply the three-month minimum sentence
except in unusual cases where the interests of justice would best be
served by granting probation or suspendlng the imposition or
execution of sentence without the minimum imprisonment required
in this subdivision or by granting probation or suspending the
imposition or execution of sentence with conditions other than those
set forth in this subdivision, in which case, the court shall specify on
the record and shall enter on the minutes the -circumstances
indicating that the interests of justice would best be served by that
disposition.

(6) A violation of this section which is punished by imprisonment
in a county jail not exceeding one year shall not constitute a
conviction of a crime punishable by imprisonment for a term
exceeding one year for the purposes of determining federal firearms
eligibility under Section 922(g)(1) of Title 18 of the United States
Code.

(b) Subdivision (a) shall not apply to any of the following:

(1) Peace officers listed in Section 830.1 or 830.2, whether active
or honorably retired, other duly appointed peace officers, honorably
retired peace officers listed in subdivision (c) of Section 830.5, other
honorably retired peace officers who during the course and scope of
their employment as peace officers were authorized to, and did, carry
firearms, full-time paid peace officers of other states and the federal
government who are carrying out official duties while in California,
or any person summoned by any of those officers to assist in making
arrests or preserving the peace while the person is actually engaged
in assisting that officer. Any peace officer described in this paragraph
who has been honorably retired shall be issued an identification
certificate by the law enforcement agency from which the officer has
retired. The issuing agency may charge a fee necessary to cover any
reasonable expenses incurred by the agency in issuing certificates
pursuant to this paragraph and paragraph (3).

Any officer, except an officer listed in Section 830.1, 830.2, or
subdivision (c) of Section 830.5 who retired prior to January 1, 1981,
shall have an endorsement on the identification certificate stating
that the issuing agency approves the officer’s carrying of a loaded
firearm.

No endorsement or renewal endorsement issued pursuant to
paragraph (2) shall be effective unless it is in the format set forth in
subparagraph (D) of paragraph (1) of subdivision (a) of Section
12027, except that any peace officer listed in subdivision (f) of Section
830.2 or in subdivision (c) of Section 830.5, who is retired between
January 2, 1981, and on or before December 31, 1988, and who is
authorized to carry a loaded firearm pursuant to this section, shall not
be required to have an endorsement in the format set forth in
subparagraph (D) of paragraph (1) of subdivision (a) of Section
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12027 until the time of the issuance, on or after January 1, 1989, of a
renewal endorsement pursuant to paragraph (2).

(2) A retired peace officer, except an officer listed in Section 830.1,
830.2, or subdivision (c) of Section 830.5 who retired prior to January
1, 1981, shall petition the issuing agency for renewal of his or her
privilege to carry a loaded firearm every five years. An honorably
retired peace officer listed in Section 830.1 or 830.2 or subdivision (c)
of Section 830.5 who retired prior to January 1, 1981, shall not be
required to obtain an endorsement from the issuing agency to carry
a loaded firearm. The agency from which a peace officer is honorably
retired may, upon initial retirement of the peace officer, or at any
time subsequent thereto, deny or revoke, for good cause, the retired
officer’s privilege to carry a loaded firearm. A peace officer who is
listed in Section 830.1 or 830.2 or subdivision (c) of Section 830.5 who
is retired prior to January 1, 1981, shall have his or her privilege to
carry a loaded firearm denied or revoked by having the agency from
which the officer retired stamp on the officer’s identification
certificate “No CCW privilege.”

(3) An honorably retired peace officer who is listed in subdivision
(c) of Section 830.5 and authorized to carry loaded firearms by this
subdivision shall meet the training requirements of Section 832 and
shall qualify with the firearm at least annually. The individual retired
peace officer shall be responsible for maintaining his or her eligibility
to carry a loaded firearm. The Department of Justice shall provide
subsequent arrest notification pursuant to Section 11105.2 regarding
honorably retired peace officers listed in subdivision (c) of Section
830.5 to the agency from which the officer has retired.

(4) Members of the military forces of this state or of the United
States engaged in the performance of their duties.

(5) Persons who are using target ranges for the purpose of practice
shooting with a firearm or who are members of shooting clubs while
hunting on the premises of those clubs.

(6) The carrying of pistols, revolvers, or other firearms capable of
being concealed upon the person by persons who are authorized to
carry those weapons pursuant to Article 3 (commencing with Section
12050) of Chapter 1 of Title 2 of Part 4.

(7) Armored vehicle guards, as defined in Section 7521 of the
Business and Professions Code, (A) if hired prior to January 1, 1977,
or (B) if hired on or after that date, if they have received a firearms
qualification card from the Department of Consumer Affairs, in each
case while acting within the course and scope of their employment.

(8) Upon approval of the sheriff of the county in which they
reside, honorably retired federal officers or agents of federal law
enforcement agencies, including, but not limited to, the Federal
Bureau of Investigation, the Secret Service, the United States
Customs Service, the Federal Bureau of Alcohol, Tobacco, and
Firearms, the Federal Bureau of Narcotics, the Drug Enforcement
Administration, the United States Border Patrol, and officers or
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agents of the Internal Revenue Service who were authorized to carry
weapons while on duty, who were assigned to duty within the state
for a period of not less than one year, or who retired from active
service in the state.

Retired federal officers or agents shall provide the sheriff with
certification from the agency from which they retired certifying their
service in the state, the nature of their retirement, and indicating the
agency’s concurrence that the retired federal officer or agent should
be accorded the privilege of carrying a loaded firearm.

Upon approval, the sheriff shall issue a permit to the retired federal
officer or agent indicating that he or she may carry a loaded firearm
in accordance with this paragraph. The permit shall be valid for a
period not exceeding five years, shall be carried by the retiree while
carrying a loaded firearm, and may be revoked for good cause.

The sheriff of the county in which the retired federal officer or
agent resides may require recertification prior to a permit renewal,
and may suspend the privilege for cause. The sheriff may charge a fee
necessary to cover any reasonable expenses incurred by the county.

(c) Subdivision (a) shall not apply to any of the following who
have completed a regular course in firearms training approved by
the Commission on Peace Officer Standards and Training:

(1) Patrol special police officers appointed by the police
commission of any city, county, or city and county under the express
terms of its charter who also, under the express terms of the charter,
(A) are subject to suspension or dismissal after a hearing on charges
duly filed with the commission after a fair and impartial trial, (B) are
not less than 18 years of age or more than 40 years of age, (C) possess
physical qualifications prescribed by the commission, and (D) are
designated by the police commission as the owners of a certain beat
or territory as may be fixed from time to time by the police
commission.

(2) The carrying of weapons by animal control officers or
zookeepers, regularly compensated as such by a governmental
agency when acting in the course and scope of their employment and
when designated by a local ordinance or, if the governmental agency
is not authorized to act by ordinance, by a resolution, either
individually or by class, to carry the weapons, or by persons who are
authorized to carry the weapons pursuant to Section 14502 of the
Corporations Code, while actually engaged in the performance of
their duties pursuant to that section.

(3) Harbor police officers designated pursuant to Section 663.5 of
the Harbors and Navigation Code.

(d) Subdivision (a) shall not apply to any of the following who
have been issued a certificate pursuant to Section 12033. The
certificate shall not be required of any person who is a peace officer,
who has completed all training required by law for the exercise of his
or her power as a peace officer, and who is employed while not on
duty as a peace officer.
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(1) Guards or messengers of common carriers, banks, and other
financial institutions while actually employed in and about the
shipment, transportation, or delivery of any money, treasure, bullion,
bonds, or other thing of value within this state.

(2) Guards of contract carriers operating armored vehicles
pursuant to California Highway Patrol and Public Utilities
Commission authority (A) if hired prior to January 1, 1977; or (B) if
hired on or after January 1, 1977, if they have completed a course in
the carrying and use of firearms which meets the standards
prescribed by the Department of Consumer Affairs.

(3) Private investigators and private patrol operators who are
licensed pursuant to Chapter 11.5 (commencing with Section 7512)
of, and alarm company operators who are licensed pursuant to
Chapter 11.6 (commencing with Section 7590) of, Division 3 of the
Business and Professions Code, while acting within the course and
scope of their employment.

(4) Uniformed security guards or night watch persons employed
by any public agency, while acting within the scope and course of
their employment.

(5) Uniformed security guards, regularly employed and
compensated in that capacity by persons engaged in any lawful
business, and uniformed alarm agents employed by an alarm
company operator, while actually engaged in protecting and
preserving the property of their employers or on duty or en route to
or from their residences or their places of employment, and security
guards and alarm agents en route to or from their residences or
employer-required range training. Nothing in this paragraph shall be
construed to prohibit cities and counties from enacting ordinances
requiring alarm agents to register their names.

(6) Uniformed employees of private patrol operators and private
investigators licensed pursuant to Chapter 11.5 (commencing with
Section 7512) of Division 3 of the Business and Professions Code,
while acting within the course and scope of their employment.

(e) In order to determine whether or not a firearm is loaded for
the purpose of enforcing this section, peace officers are authorized
to examine any firearm carried by anyone on his or her person or in
a vehicle while in any public place or on any public street in an
incorporated city or prohibited area of an unincorporated territory.
Refusal to allow a peace officer to inspect a firearm pursuant to this
section constitutes probable cause for arrest for violation of this
section.

(f) As used in this section, “prohibited area” means any place
where it is unlawful to discharge a weapon.

(g) A firearm shall be deemed to be loaded for the purposes of this
section when there is an unexpended cartridge or shell, consisting of
a case that holds a charge of powder and a bullet or shot, in, or
attached in any manner to, the firearm, including, but not limited to,
in the firing chamber, magazine, or clip thereof attached to the
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firearm; except that a muzzle-loader firearm shall be deemed to be
loaded when it is capped or primed and has a powder charge and ball
or shot in the barrel or cylinder.

(h) Nothing in this section shall prevent any person engaged in
any lawful business, including a nonprofit organization, or any
officer, employee, or agent authorized by that person for lawful
purposes connected with that business, from having a loaded firearm
within the person’s place of business, or any person in lawful
possession of private property from having a loaded firearm on that
property.

(i) Nothing in this section shall prevent any person from carrying
a loaded firearm in an area within an incorporated city while
engaged in hunting, provided that the hunting at that place and time
is not prohibited by the city council.

(j) (1) Nothing in this section is intended to preclude the carrying
of any loaded firearm, under circumstances where it would otherwise
be lawful, by a person who reasonably believes that the person or
property of himself or herself or of another is in immediate, grave
danger and that the carrying of the weapon is necessary for the
preservation of that person or property. As used in this subdivision,
“immediate” means the brief interval before and after the local law
enforcement agency, when reasonably possible, has been notified of
the danger and before the arrival of its assistance.

(2) A violation of this section is justifiable when a person who
possesses a firearm reasonably believes that he or she is in grave
danger because of circumstances forming the basis of a current
restraining order issued by a court against another person or persons
who has or have been found to pose a threat to his or her life or safety.
This paragraph may not apply when the circumstances involve a
mutual restraining order issued pursuant to Division 10
(commencing with Section 6200) of the Family Code absent a factual
finding of a specific threat to the person’s life or safety. It is not the
intent of the Legislature to limit, restrict, or narrow the application
of current statutory or judicial authority to apply this or other
justifications to defendants charged with violating Section 12025 or
of committing other similar offenses.

Upon trial for violating this section, the trier of fact shall determine
whether the defendant was acting out of a reasonable belief that he
or she was in grave danger.

(k) Nothing in this section is intended to preclude the carrying of
a loaded firearm by any person while engaged in the act of making
or attempting to make a lawful arrest.

(/) Nothing in this section shall prevent any person from having
a loaded weapon, if it is otherwise lawful, at his or her place of
residence, including any temporary residence or campsite.

SEC. 16. Section 12583 of the Penal Code is amended to read:

12583. Nothing in this article shall prohibit the sale to, purchase
by, possession of, or use of blowguns or blowgun ammunition by
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zookeepers, animal control officers, Department of Fish and Game
personnel, humane officers whose names are maintained in the
county record of humane officers pursuant to Section 14502 of the
Corporations Code, or veterinarians in the course and scope of their
business in order to administer medicine to animals.

SEC. 17. It is the intent of the Legislature that Chapter 2
(commencing with Section 14310) of Part 7 of Division 3 of Title 1 of
the Corporations Code as added by the act enacting this section shall
not be construed to alter the laws regarding service areas of public
water utilities regulated by the Public Utilities Commission.

SEC. 18. Section 9.5 of this bill incorporates amendments to
Section 25100 of the Corporations Code proposed by both this bill and
AB 721. It shall only become operative if (1) both bills are enacted
and become effective on or before January 1, 1998, (2) each bill
amends Section 25100 of the Corporations Code, and (3) this bill is
enacted after AB 721, in which case Section 9 of this bill shall not
become operative.

CHAPTER 599

An act to amend Sections 689.030, 695.221, 697.320, 704.130, and
706.030 of the Code of Civil Procedure, to amend Sections 3651,
3751.5, 3767, 4014, 4200, 4201, 4506.2, 4506.3, 5100, 5101, 5206, 5230,
5232, 5234, 5235, 5237, 5238, 5240, 5246, 5253, 7551, 7552, 7552.5, 7555,
7571, 7572, 7575, and 10005 of, to add Sections 3773, 4204, 5201, 5230.1,
5247, 7558, and 7604.5 to, to add Article 9 (commencing with Section
5600) to Chapter 8 of Division 9 of, and to repeal Sections 3780, 3781,
3782, and 5283 of, the Family Code, to amend Section 102425 of the
Health and Safety Code, to add Section 19271.5 to the Revenue and
Taxation Code, to add Section 1088.7 to the Unemployment
Insurance Code, and to amend Sections 11350.1, 11350.6, 11350.7,
11352, 11356, 11478, 11478.1, 11478.2, 11478.5, 11478.51, 11478.8, 11489,
and 14008.6 of, and to add Sections 11475.15, 11478.9, and 14008.7 to,
the Welfare and Institutions Code, relating to child support.

[Approved by Governor October 1, 1997. Filed with
Secretary of State October 3, 1997.]

The people of the State of California do enact as follows:

SECTION 1. Section 689.030 of the Code of Civil Procedure is
amended to read:

689.030. (a) Whenever the district attorney, pursuant to Section
11350.7 of the Welfare and Institutions Code, levies upon property
pursuant to a warrant or notice of levy for the collection of a support
obligation:
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(1) If the debtor is a natural person, the debtor is entitled to the
same exemptions to which a judgment debtor is entitled. Except as
provided in subdivisions (b) and (c), the claim of exemption shall be
made, heard, and determined as provided in Chapter 4
(commencing with Section 703.010) of Division 2 in the same manner
as if the property were levied upon under a writ of execution.

(2) A third person may claim ownership or the right to possession
of the property or a security interest in or lien on the property.
Except as provided in subdivisions (b) and (c) or as otherwise
provided by statute, the third-party claim shall be made, heard, and
determined as provided in Division 4 (commencing with Section
720.010) in the same manner as if the property were levied upon
under a writ of execution.

(b) In the case of a warrant or notice of levy issued pursuant to
Section 11350.7 of the Welfare and Institutions Code, the claim of
exemption or the third-party claim shall be filed with the district
attorney who issued the warrant or notice of levy.

(c) A claim of exemption or a third-party claim pursuant to this
section shall be heard and determined in the court specified in
Section 689.010 in the county where the district attorney enforcing
the support obligation is located.

SEC. 2. Section 695.221 of the Code of Civil Procedure is
amended to read:

695.221. Satisfaction of a money judgment for support shall be
credited as follows:

(a) The money shall first be credited against the current month’s
support.

(b) Any remaining money is next to be credited against the
accrued interest that remains unsatisfied.

(c) Any remaining money shall be credited against the principal
amount of the judgment remaining unsatisfied. If the judgment is
payable in installments, the remaining money shall be credited
against the matured installments in the order in which they matured.

(d) In cases enforced pursuant to Part D (commencing with
Section 651) of Subchapter 4 of Chapter 7 of Title 42 of the United
States Code, if a lump-sum payment is collected from a support
obligor who has money judgments for support owing to more than
one family, after the implementation of the Statewide Automated
Child Support System, or its replacement, and the interface system
between the Statewide Automated Child Support Enforcement
System, or its replacement, and the Los Angeles County Automated
Child Support Enforcement System (ACSES Replacement System),
all support collected shall be distributed pursuant to guidelines
developed by the State Department of Social Services.

(e) Notwithstanding subdivisions (a), (b), and (c), a collection
received as a result of a federal tax refund offset shall first be credited
against the interest and then the principal amount of past due
support that has been assigned to the state pursuant to Section 11477
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of the Welfare and Institutions Code and federal law prior to the
interest and then principal amount of any other past due support
remaining unsatisfied.

(f) If federal law does not permit states to adopt the same order
of distribution for the pre- and post-assistance child support arrears
effective October 1, 1998, the following shall be the order of
distribution of child support collections through September 30, 2000,
except for federal tax refund offset collections, for child support
received for families and children who are former recipients of Aid
to Families with Dependent Children (AFDC) program benefits or
former recipients of Temporary Assistance for Needy Families
(TANF) program benefits:

(1) The money shall first be credited against the current month’s
support.

(2) Any remaining money shall next be credited against interest
that accrued on arrearages owed to the family or children since
leaving the AFDC program or the TANF program and then such
arrearages.

(3) Any remaining money shall next be credited against interest
that accrued on arrearages owed during the time the family or
children received benefits under the AFDC program or the TANF
program and then such arrearages.

(4) Any remaining money shall next be credited against interest
that accrued on arrearages owed to the family or children prior to
receiving benefits from the AFDC program or the TANF program
and then such arrearages.

(g) If federal law does permit states to adopt the same order of
distribution for the pre- and post-assistance child support arrears
effective October 1, 1998, or effective October 1, 2000, whichever
comes first, the following shall be the order of distribution of child
support collections, except for federal tax refund offset collections,
for child support received for families and children who are former
recipients of AFDC program benefits or former recipients of TANF
program benefits:

(1) The money shall first be credited against the current month’s
support.

(2) Any remaining money shall next be credited against interest
that accrued on arrearages owed to the family or children since
leaving the AFDC program or the TANF program and then such
arrearages.

(3) Any remaining money shall next be credited against interest
that accrued on arrearages owed to the family or children prior to
receiving benefits from the AFDC program or the TANF program
and then such arrearages.

(4) Any remaining money shall next be credited against interest
that accrued on arrearages owed during the time the family or
children received benefits under the AFDC program or the TANF
program and then such arrearages.



3700 STATUTES OF 1997 [ Ch. 599 ]

SEC. 3. Section 697.320 of the Code of Civil Procedure is
amended to read:

697.320. (a) A judgment lien on real property is created under
this section by recording an abstract, an interstate lien form
promulgated by the federal Secretary of Health and Human Services
pursuant to Section 652(a)(11) of Title 42 of the United States Code,
or a certified copy of either of the following money judgments with
the county recorder:

(1) A judgment for child, family, or spousal support payable in
installments.

(2) A judgment entered pursuant to Section 667.7 (judgment
against health care provider requiring periodic payments).

(b) Unless the money judgment is satisfied or the judgment lien
is released, a judgment lien created under paragraph (1) of
subdivision (a) or by recording an interstate lien form, as described
in subdivision (a), continues during the period the judgment remains
enforceable. Unless the money judgment is satisfied or the judgment
lien is released, a judgment lien created under paragraph (2) of
subdivision (a) continues for a period of 10 years from the date of its
creation. The duration of a judgment lien created under paragraph
(2) of subdivision (a) may be extended any number of times by
recording during the time the judgment lien is in existence a certified
copy of the judgment in the manner provided in this section for the
initial recording; this rerecording has the effect of extending the
duration of the judgment lien created under paragraph (2) of
subdivision (a) until 10 years from the date of the rerecording.

SEC. 4. Section 704.130 of the Code of Civil Procedure is
amended to read:

704.130. (a) Before payment, benefits from a disability or health
insurance policy or program are exempt without making a claim.
After payment, the benefits are exempt.

(b) Subdivision (a) does not apply to benefits that are paid or
payable to cover the cost of health care if the judgment creditor is a
provider of health care whose claim is the basis on which the benefits
are paid or payable.

(c) During the payment of disability benefits described in
subdivision (a) to a judgment debtor under a support judgment, the
judgment creditor or district attorney may seek to apply the benefit
payments to satisfy the judgment by an earnings assignment order for
support, as defined in Section 706.011, or any other applicable
enforcement procedure, but the amount to be withheld pursuant to
the earnings assignment order or other procedure shall not exceed
the amount permitted to be withheld on an earnings assignment
order for support under Section 706.052.

SEC. 5. Section 706.030 of the Code of Civil Procedure is
amended to read:

706.030. (a) A “withholding order for support” is an earnings
withholding order issued on a writ of execution to collect delinquent
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amounts payable under a judgment for the support of a child, or
spouse or former spouse, of the judgment debtor. A withholding
order for support shall be denoted as such on its face.

(b) The district attorney may issue a withholding order for
support on a notice of levy pursuant to Section 11350.7 of the Welfare
and Institutions Code to collect a support obligation.

(1) When the district attorney issues a withholding order for
support, a reference in this chapter to a levying officer is deemed to
mean the district attorney who issues the withholding order for
support.

(2) Service of a withholding order for support issued by the district
attorney may be made by first-class mail or in any other manner
described in Section 706.101. Service of a withholding order for
support issued by the district attorney is complete when it is received
by the employer or a person described in paragraph (1) or (2) of
subdivision (a) of Section 706.101, or if service is by first-class mail,
service is complete as specified in Section 1013.

(3) The district attorney shall serve upon the employer the
withholding order for support, a copy of the order, and a notice
informing the support obligor of the effect of the order and of his or
her right to hearings and remedies provided in this chapter and in
the Welfare and Institutions Code. The notice shall be accompanied
by the forms necessary to obtain an administrative review and a
judicial hearing and instructions on how to file the forms. Within 10
days from the date of service, the employer shall deliver to the
support obligor a copy of the withholding order for support, the forms
to obtain an administrative review and judicial hearing, and the
notice. If the support obligor is no longer employed by the employer
and the employer does not owe the support obligor any earnings, the
employer shall inform the district attorney that the support obligor
is no longer employed by the employer.

(4) An employer who fails to comply with paragraph (3) shall be
subject to a civil penalty of five hundred dollars ($500) for each
occurrence.

(5) The district attorney shall provide for an administrative
review to reconsider or modify the amount to be withheld for
arrearages pursuant to the withholding order for support, if the
support obligor requests a review at any time after service of the
withholding order. The review shall be completed within 15 working
days after the request is received by the district attorney. The district
attorney shall notify the employer if the review results in any
modifications to the withholding order for support. If the district
attorney cannot complete the administrative review within 15
working days, the district attorney shall notify the employer to
suspend withholding any disputed amount pending the completion
of the review and the determination by the district attorney.

(6) Nothing in this section prohibits the support obligor from
seeking a judicial determination of arrearages pursuant to
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subdivision (c) of Section 11350.8 of the Welfare and Institutions
Code or from filing a motion for equitable division of earnings
pursuant to Section 706.052 either prior to or after the administrative
review provided by this section. Within five business days after
receiving notice of the obligor having filed for judicial relief pursuant
to this section, the district attorney shall notify the employer to
suspend withholding any disputed amount pending a determination
by the court. The employer shall then adjust the withholding within
not more than nine days of receiving the notice from the district
attorney.

(c) Notwithstanding any other provision of this chapter:

(1) An employer shall continue to withhold pursuant to a
withholding order for support until the earliest of the dates specified
in paragraph (1), (2), or (3) of subdivision (a) of Section 706.022,
except that a withholding order for support shall automatically
terminate one year after the employment of the employee by the
employer terminates.

(2) A withholding order for support has priority over any other
earnings withholding order. An employer upon whom a withholding
order for support is served shall withhold and pay over earnings of
the employee pursuant to such order notwithstanding the
requirements of another earnings withholding order.

(3) Subject to paragraph (2) and to Article 3 (commencing with
Section 706.050), an employer shall withhold earnings pursuant to
both a withholding order for support and another earnings
withholding order simultaneously.

(4) An employer who willfully fails to withhold and forward
support pursuant to a valid earnings withholding order for support
issued and served upon the employer pursuant to this chapter is liable
to the support obligee, as defined in Section 5214 of the Family Code,
for the amount of support not withheld, forwarded, or otherwise paid
to the support obligee.

(5) Notwithstanding any other provision of law, an employer shall
send all earnings withheld pursuant to a withholding order for
support to the levying officer or the Child Support Centralized
Collection and Distribution Unit as described in Section 11475.4 of
the Welfare and Institutions Code within the time period specified
by federal law.

(6) Once the Child Support Centralized Collection and
Distribution Unit as described in Section 11475.4 of the Welfare and
Institutions Code is operational, all support payments made pursuant
to an earnings withholding order shall be made to that unit.

(7) Earnings withheld pursuant to an earnings withholding order
for support shall be credited toward satisfaction of a support
judgment as specified in Section 695.221.

SEC. 6. Section 3651 of the Family Code is amended to read:

3651. (a) Except as provided in subdivisions (c) and (d) and
subject to Article 3 (commencing with Section 3680) and Sections
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3552, 3587, and 4004, a support order may be modified or terminated
at any time as the court determines to be necessary.

(b) Upon the filing of a supplemental complaint pursuant to
Section 2330.1, a child support order in the original proceeding may
be modified in conformity with the statewide uniform guideline for
child support to provide for the support of all of the children of the
same parents who were named in the initial and supplemental
pleadings, to consolidate arrearages and wage assignments for
children of the parties, and to consolidate orders for support.

(c) Except as provided in subdivision (b), a support order may not
be modified or terminated as to an amount that accrued before the
date of the filing of the notice of motion or order to show cause to
modify or terminate.

(d) An order for spousal support may not be modified or
terminated to the extent that a written agreement, or, if there is no
written agreement, an oral agreement entered into in open court
between the parties, specifically provides that the spousal support is
not subject to modification or termination.

(e) This section applies whether or not the support order is based
upon an agreement between the parties.

(f) This section is effective only with respect to a property
settlement agreement entered into on or after January 1, 1970, and
does not affect an agreement entered into before January 1, 1970, as
to which Chapter 1308 of the Statutes of 1967 shall apply.

SEC.7. Section 3751.5 of the Family Code is amended to read:

3751.5. (a) Notwithstanding any other provision of law, an
employer or insurer shall not deny enrollment of a child under the
health insurance coverage of a child’s parent on any of the following
grounds:

(1) The child was born out of wedlock.

(2) The child is not claimed as a dependent on the parent’s federal
income tax return.

(3) The child does not reside with the parent or in the insurer’s
service area.

(b) Notwithstanding any other provision of law, in any case in
which a parent is required by a court or administrative order to
provide health insurance coverage for a child and the parent is
eligible for family health coverage through an employer or an
insurer, the employer or insurer shall do all of the following, as
applicable:

(1) Permit the parent to enroll under health insurance coverage
any child who is otherwise eligible to enroll for that coverage, without
regard to any enrollment period restrictions.

(2) If the parent is enrolled in health insurance coverage but fails
to apply to obtain coverage of the child, enroll that child under the
health coverage upon presentation of the court order or request by
the district attorney, the other parent or person having custody of the
child, or the Medi-Cal program.
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(3) The employer or insurer shall not disenroll or eliminate
coverage of a child unless either of the following applies:

(A) The employer has eliminated family health insurance
coverage for all of the employer’s employees.

(B) The employer or insurer is provided with satisfactory written
evidence that either of the following apply:

(i) The court order or administrative order is no longer in effect
or is terminated pursuant to Section 3770.

(ii) The child is or will be enrolled in comparable health insurance
coverage through another insurer that will take effect not later than
the effective date of the child’s disenrollment.

(c) In any case in which health insurance coverage is provided for
a child pursuant to a court or administrative order, the insurer shall
do all of the following:

(1) Provide any information that may be necessary for the child
to obtain benefits through the coverage to both parents or the person
having custody of the child and to the district attorney when
requested by the district attorney.

(2) Permit the noncovered parent or person having custody of the
child, or a provider with the approval of the noncovered parent or
person having custody, to submit claims for covered services without
the approval of the covered parent.

(3) Make payment on claims submitted in accordance with
subparagraph (2) directly to the noncovered parent or person
having custody, the provider, or to the Medi-Cal program. Payment
on claims for services to the child shall be made to the covered parent
for claims submitted or paid by the covered parent.

(d) For purposes of this section, “insurer” includes every health
care service plan, self-insured welfare benefit plan, including those
regulated pursuant to the Employee Retirement Income Security
Act of 1974 (29 U.S.C. Sec. 1001, et seq.), self-funded employer plan,
disability insurer, nonprofit hospital service plan, labor union trust
fund, employer, and any other similar plan, insurer, or entity offering
a health coverage plan.

(e) For purposes of this section, “person having custody of the
child” is defined as a legal guardian, a caregiver who is authorized to
enroll the child in school or to authorize medical care for the child
pursuant to Section 6550, or a person with whom the child resides.

(f) For purposes of this section, “employer” has the meaning
provided in Section 5210.

SEC. 8. Section 3767 of the Family Code is amended to read:

3767. The employer or other person providing health insurance
shall do all of the following:

(a) Notify the applicant for the assignment order or notice of
assignment of the commencement date of the coverage of the child.

(b) Provide evidence of coverage and any information necessary
for the child to obtain benefits through the coverage to both parents
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or the person having custody of the child and to the district attorney
when requested by the district attorney.

(c) Upon request by the parents or person having custody of the
child, provide all forms and other documentation necessary for the
purpose of submitting claims to the insurance carrier which the
employer or other person providing health insurance usually
provides to insureds.

SEC.9. Section 3773 is added to the Family Code, to read:

3773. (a) This section applies only to Title IV-D cases where
support enforcement services are being provided by the district
attorney pursuant to Section 11475.1 of the Welfare and Institutions
Code.

(b) After the court has issued a health insurance coverage
assignment order pursuant to this article, the district attorney may
serve on the employer a notice of health insurance coverage
assignment in lieu of the health insurance coverage assignment
order. The notice of health insurance coverage assignment may be
combined with the notice of earnings assignment that is authorized
by Section 5246.

(c) A notice of health insurance coverage assignment shall have
the same force and effect as a health insurance coverage assignment
order.

(d) The obligor shall have the same right to move to quash or
terminate a notice of health insurance coverage assignment as
provided in this article for a health insurance coverage assignment
order.

(e) The notice of health insurance assignment form shall contain
the same information as the forms adopted by Judicial Council
pursuant to Section 3772.

SEC. 10. Section 3780 of the Family Code is repealed.

SEC. 11. Section 3781 of the Family Code is repealed.

SEC. 12. Section 3782 of the Family Code is repealed.

SEC. 13. Section 4014 of the Family Code is amended to read:

4014. (a) Any order for child support issued or modified
pursuant to this chapter shall include a provision requiring the
obligor and child support obligee to notify the other parent or, if the
order requires payment through an agency designated under Title
IV-D of the Social Security Act (42 U.S.C. Sec. 651, et seq.), the agency
named in the order, of the name and address of his or her current
employer.

(b) To the extent required by federal law, and subject to
applicable confidentiality provisions of state or federal law, any
judgment for paternity and any order for child support entered or
modified pursuant to any provision of law shall include a provision
requiring the child support obligor and obligee to file with the court
all of the following information:

(1) Residential and mailing address.

(2) Social security number.
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(3) Telephone number.

(4) Driver’s license number.

(5) Name, address, and telephone number of the employer.

(6) Any other information prescribed by the Judicial Council.

The judgment or order shall specify that each parent is responsible
for providing his or her own information, that the information must
be filed with the court within 10 days of the court order, and that new
or different information must be filed with the court within 10 days
after any event causing a change in the previously provided
information.

(c) Once the child support registry, as described in Section 16576
of the Welfare and Institutions Code is operational, any judgment for
paternity and any order for child support entered or modified
pursuant to any provision of law shall include a provision requiring
the child support obligor and obligee to file and keep updated the
information specified in subdivision (b) with the child support
registry.

(d) The Judicial Council shall develop forms to implement this
section. These forms shall be available no later than July 1, 1998.

SEC. 14. Section 4200 of the Family Code is amended to read:

4200. In any proceeding where a court makes or has made an
order requiring the payment of child support to a parent receiving
welfare moneys for the maintenance of children for whom support
may be ordered, the court shall do both of the following:

(a) Direct that the payments of support shall be made to the
county officer designated by the court for that purpose. Once the
Child Support Centralized Collection and Distribution Unit is
implemented pursuant to Section 114754 of the Welfare and
Institutions Code, all payments shall be directed to the Child Support
Centralized Collection and Distribution Unit instead of the county
officer designated by the court.

(b) Direct the district attorney to appear on behalf of the welfare
recipient in any proceeding to enforce the order.

SEC. 15. Section 4201 of the Family Code is amended to read:

4201. In any proceeding where a court makes or has made an
order requiring the payment of child support to the person having
custody of a child for whom support may be ordered, the court may
do either or both of the following:

(a) Direct that the payments shall be made to the county officer
designated by the court for that purpose. Once the Child Support
Centralized Collection and Distribution Unit is implemented
pursuant to Section 11475.4 of the Welfare and Institutions Code, all
payments shall be directed to the Child Support Centralized
Collection and Distribution Unit instead of the county officer
designated by the court.

(b) Direct the district attorney to appear on behalf of the minor
children in any proceeding to enforce the order.

SEC. 16. Section 4204 is added to the Family Code, to read:
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4204. Notwithstanding any other provision of law, in any
proceeding where the court has made an order requiring the
payment of child support to a person having custody of a child and
the child support is subsequently assigned to the county pursuant to
Section 11477 of the Welfare and Institutions Code or the person
having custody has requested the district attorney to provide child
support enforcement services pursuant to Section 11475.1 of the
Welfare and Institutions Code, the district attorney may issue a
notice directing that the payments shall be made to the district
attorney, another county office, or the Child Support Centralized
Collection Distribution Unit pursuant to Section 114754 of the
Welfare and Institutions Code. The notice shall be served on both the
support obligor and obligee in compliance with Section 1013 of the
Code of Civil Procedure. The district attorney shall file the notice in
the action in which the support order was issued.

SEC. 17. Section 4506.2 of the Family Code is amended to read:

4506.2. (a) Notwithstanding any other provision of law, when a
support obligation is being enforced pursuant to Title IV-D of the
Social Security Act, the agency enforcing the obligation may file and
record a substitution of payee, if a judgment or abstract of judgment
has previously been recorded pursuant to Section 697.320 of the Code
of Civil Procedure by the support obligee or by a different
governmental agency.

(b) Notwithstanding any other provision of law, when the Title
IV-D agency ceases enforcement of a support obligation at the
request of the support obligee, the agency may file and record a
substitution of payee, if a judgment or abstract of judgment has been
previously recorded pursuant to Section 697.320 of the Code of Civil
Procedure.

(c) The substitution of payee shall contain all of the following:

(1) The name and address of the governmental agency or
substituted payee filing the substitution and a notice that the
substituted payee is to be contacted when notice to a lienholder may
or must be given.

(2) The title of the court, the cause, and number of the proceeding
where the substituted payee has registered the judgment.

(3) The name and last known address of the party ordered to pay
support.

(4) The recorder identification number or book and page of the
recorded document to which the substitution of payee applies.

(5) Any other information deemed reasonable and appropriate by
the Judicial Council.

(d) The recorded substitution of payee shall not affect the
priorities created by earlier recordations of support judgments or
abstracts of support judgments.

(e) An agency enforcing the support obligation pursuant to Title
IV-D of the Social Security Act is not required to obtain prior court
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approval or a clerk’s certification when filing and recording a
substitution of payee under this section.

SEC. 18. Section 4506.3 of the Family Code is amended to read:

4506.3. The Judicial Council, in consultation with the California
Family Support Council, the State Department of Social Services,
and title insurance industry representatives, shall develop a single
form, which conforms with the requirements of Section 27361.6 of the
Government Code, for the substitution of payee, for notice directing
payment of support to the district attorney pursuant to Section 4204,
and for notice that support has been assigned pursuant to Section
11477 of the Welfare and Institutions Code. The form shall be
available no later than July 1, 1998.

SEC. 19. Section 5100 of the Family Code is amended to read:

5100. Notwithstanding Section 291, a child or family support
order may be enforced by a writ of execution or a notice of levy
pursuant to Section 706.030 of the Code of Civil Procedure or Section
11350.7 of the Welfare and Institutions Code without prior court
approval as long as the support order remains enforceable.

SEC. 20. Section 5101 of the Family Code is amended to read:

5101. Notwithstanding Section 291, a spousal support order may
be enforced by a writ of execution or a notice of levy pursuant to
Section 706.030 of the Code of Civil Procedure or Section 11350.7 of
the Welfare and Institutions Code without prior court approval as
long as the support order remains enforceable.

SEC. 21. Section 5201 is added to the Family Code, to read:

5201. “Arrearage” or ‘“‘arrearages’ is the amount necessary to
satisfy a support judgment or order pursuant to Section 695.210 of the
Code of Civil Procedure.

SEC. 22. Section 5206 of the Family Code is amended to read:

5206. “Earnings,” to the extent that they are subject to an
earnings assignment order for support under Chapter 4
(commencing with Section 703.010) of Division 2 of Title 9 of Part 2
of the Code of Civil Procedure, include:

(a) Wages, salary, bonus, money, and benefits described in
Sections 704.110, 704.113, and 704.115 of the Code of Civil Procedure.

(b) Payments due for services of independent contractors,
interest, dividends, rents, royalties, residuals, patent rights, or
mineral or other natural resource rights.

(c) Payments or credits due or becoming due as a result of written
or oral contracts for services or sales whether denominated as wages,
salary, commission, bonus, or otherwise.

(d) Payments due for workers’ compensation temporary
disability benefits.

(e) Payments due as a result of disability from benefits described
in Section 704.130 of the Code of Civil Procedure.

(f) Any other payments or credits due or becoming due,
regardless of source.

SEC. 23. Section 5230 of the Family Code is amended to read:
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5230. When the court orders a party to pay an amount for support
or orders a modification of the amount of support to be paid, the court
shall include in its order an earnings assignment order for support
that orders the employer of the obligor to pay to the obligee that
portion of the obligor’s earnings due or to become due in the future
as will be sufficient to pay an amount to cover both of the following:

(a) The amount ordered by the court for support.

(b) An amount which shall be ordered by the court to be paid
toward the liquidation of any arrearage.

SEC.24. Section 5230.1 is added to the Family Code, to read:

5230.1. (a) An earnings assignment or income withholding order
for support issued by a court or administrative agency of another state
is binding upon an employer of the obligor to the same extent as an
earnings assignment order made by a court of this state.

(b) When an employer receives an earnings assignment order or
an income withholding order for support from a court or
administrative agency in another state, all of the provisions of this
chapter shall apply.

SEC. 25. Section 5232 of the Family Code is amended to read:

5232. Service on an employer of an assignment order may be
made by first-class mail in the manner prescribed in Section 1013 of
the Code of Civil Procedure. The obligee shall serve the documents
specified in Section 5234.

SEC. 26. Section 5234 of the Family Code is amended to read:

5234. Within 10 days of service of an assignment order on an
employer, the employer shall deliver both of the following to the
obligor:

(a) A copy of the assignment order.

(b) A written statement of the obligor’s rights under the law to
seek to quash, modify, or stay service of the earnings assignment
order, together with a blank form that the obligor can file with the
court to request a hearing to quash, modify, or stay service of the
earnings assignment order with instructions on how to file the form
and obtain a hearing date.

(c) The Judicial Council shall develop the forms specified in
subdivision (b). The forms shall be available no later than July 1, 1998.

SEC. 27. Section 5235 of the Family Code is amended to read:

5235. (a) The employer shall continue to withhold and forward
support as required by the assignment order until served with notice
terminating the assignment order.

(b) Within 10 days of service of a substitution of payee on the
employer, the employer shall forward all subsequent support to the
governmental entity or other payee that sent the substitution.

(c) The employer shall send the amounts withheld to the obligee
within the timeframe specified in federal law and shall report to the
obligee the date on which the amount was withheld from the
obligor’s wages.
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(d) The employer may deduct from the earnings of the employee
the sum of one dollar ($1) for each payment made pursuant to the
order.

(e) Once the Child Support Centralized Collection and
Distribution Unit as required by Section 11475.4 of the Welfare and
Institutions Code is operational, the employer shall send all earnings
withheld pursuant to this chapter to the Child Support Centralized
Collection and Distribution Unit instead of the obligee.

SEC. 28. Section 5237 of the Family Code is amended to read:

5237. (a) Except as provided in subdivisions (b) and (c), the
obligee shall notify the employer of the obligor, by first-class mail,
postage prepaid, of any change of address within a reasonable period
of time after the change.

(b) Where payments have been ordered to be made to a county
officer designated by the court, the obligee who is the parent,
guardian, or other person entitled to receive payment through the
designated county officer shall notify the designated county officer
by first-class mail, postage prepaid, of any address change within a
reasonable period of time after the change.

(c) If the obligee is receiving support payments from the Child
Support Centralized Collection and Distribution Unit as required by
Section 11475.4 of the Welfare and Institutions Code, the obligee shall
notify the Child Support Centralized Collection and Distribution
Unit instead of the employer of the obligor as provided in subdivision
(a).
(d) If the employer, designated county officer, or the Child
Support Centralized Collection and Distribution Unit is unable to
deliver payments under the assignment order for a period of six
months due to the failure of the obligee to notify the employer or
designated county officer of a change of address, the employer or
designated county officer shall not make any further payments under
the assignment order and shall return all undeliverable payments to
the obligor.

SEC. 29. Section 5238 of the Family Code is amended to read:

5238. (a) Where an assignment order or assignment orders
include both current support and payments towards the liquidation
of arrearages, priority shall be given first to the current child support
obligation, then the current spousal support obligation, and
thereafter to the liquidation of child and then spousal support
arrearages.

(b) Where there are multiple assignment orders for the same
employee, the employer shall prorate the withheld payments as
follows:

(1) If the obligor has more than one assignment for support, the
employer shall add together the amount of support due for each
assignment.

(2) If 50 percent of the obligor’s net disposable earnings will not
pay in full all of the assignments for support, the employer shall
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prorate it first among all of the current support assignments in the
same proportion that each assignment bears to the total current
support owed.

(3) The employer shall apply any remainder to the assignments
for arrearage support in the same proportion that each assignment
bears to the total arrearage owed.

SEC. 30. Section 5240 of the Family Code is amended to read:

5240. Upon the filing and service of a motion and a notice of
motion by the obligor, the court shall terminate the service of an
assignment order if past due support has been paid in full, including
any interest due, and if any of the following conditions exist:

(a) With regard to orders for spousal support, the death or
remarriage of the spouse to whom support is owed.

(b) With regard to orders for child support, the death or
emancipation of the child for whom support is owed.

(c) The court determines that there is good cause, as defined in
Section 5260, to terminate the assignment order. This subdivision
does not apply if there has been more than one application for an
assignment order.

(d) The obligor meets the conditions of an alternative
arrangement specified in paragraph (2) of subdivision (b) of Section
5260, and a wage assignment has not been previously terminated and
subsequently initiated.

(e) There is no longer a current order for support.

(f) The termination of the stay of an assignment order under
Section 5261 was improper, but only if that termination was based
upon the obligor’s failure to make timely support payments as
described in subdivision (b) of Section 5261.

(g) The employer or agency designated to provide services under
Title IV-D of the Social Security Act or the Child Support Centralized
Collection and Distribution Unit is unable to deliver payment for a
period of six months due to the failure of the obligee to notify that
employer or agency or the Child Support Centralized Collection and
Distribution Unit of a change in the obligee’s address.

SEC. 31. Section 5246 of the Family Code is amended to read:

5246. (a) This section applies only to Title IV-D cases where
support enforcement services are being provided by the district
attorney pursuant to Section 11475.1 of the Welfare and Institutions
Code.

(b) In lieu of an earnings assignment order, the district attorney
may serve on the employer a notice of assignment in the manner
specified in Section 5232. A notice of assignment shall have the same
force and effect as an earnings assignment order.

(c) The notice of assignment shall contain, at a minimum, the
following information:

(1) The amount of current support ordered by the court.

(2) Any additional amount to be withheld and applied to
arrearages.
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(3) The date of the most recent support order.

(4) The name and address of the district attorney to whom the
support is to be paid or the Child Support Centralized Collection and
Distribution Unit.

(5) The amount of arrearages and the date through which the
arrearages have been calculated, and a statement as to whether or
not the arrearages include interest.

(6) Instructions to the employer on how to comply with the notice
of assignment.

(7) A written statement of the obligor’s rights under the law to
seek to quash or modify the notice of assignment, together with a
blank form which the obligor can file with the court to request a
hearing to modify or quash the assignment with instructions on how
to file the form and obtain a hearing date.

(d) If the underlying court order for support does not provide for
an arrearage payment, or if an additional arrearage accrues after the
date of the court order for support, the district attorney may send a
notice of assignment directly to the employer which specifies the
updated arrearage amount and directs the employer to withhold an
additional amount not to exceed 3 percent of the arrearage or fifty
dollars ($50), whichever is greater, to be applied towards liquidation
of the arrearages.

(e) Within 10 days of service of the notice of assignment, the
employer shall deliver both of the following to the obligor:

(1) A copy of the notice of assignment.

(2) The form to request a hearing described in paragraph (7) of
subdivision (c).

(f) If the obligor requests a hearing, a hearing date shall be
scheduled within 20 days of the filing of the request with the court.
The clerk of the court shall provide notice of the hearing to the
district attorney and the obligor no later than 10 days prior to the
hearing.

(1) If at the hearing the obligor establishes that he or she is not the
obligor or good cause or an alternative arrangement as provided in
Section 5260, the court may order that service of the notice of
assignment be quashed. If the court quashes service of the notice of
assignment, the district attorney shall notify the employer within 10
days.

(2) If the obligor contends at the hearing that the payment of
arrearages at the rate specified in this section is excessive or that the
total arrearages owing is incorrect, and if it is determined that
payment of the arrearages at the rate specified in this section creates
an undue hardship upon the obligor or that the withholding would
exceed the maximum amount permitted by Section 1673(b) of Title
15 of the United States Code Annotated, the rate at which the
arrearages must be paid shall be reduced to a rate that is fair and
reasonable considering the circumstances of the parties and the best
interest of the child. If it is determined at a hearing that the total
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amount of arrearages calculated is erroneous, the court shall modify
the amount calculated to the correct amount. If the court modifies
the total amount of arrearages owed or reduces the monthly payment
due on the arrearages, the district attorney shall serve the employer
with an amended notice of assignment within 10 days.

(g) If an obligor’s current support obligation has terminated by
operation of law, the district attorney may serve a notice of
assignment on the employer which directs the employer to continue
withholding from the obligor’s earnings an amount not to exceed the
current support order that was in effect or 3 percent of the total
support arrearages including interest, whichever is greater, until
such time that the employer is notified by the district attorney that
the arrearages have been paid in full. The employer shall provide the
obligor with the same documents as provided in subdivision (e). The
obligor shall be entitled to the same rights to a hearing as specified
in subdivision (f).

(h) The district attorney shall retain a copy of the notice of
assignment and shall file a copy with the court whenever a hearing
concerning the notice of assignment is requested.

(i) Nothing in this section prohibits the district attorney from
seeking a payment on arrearages which is greater than the amount
specified in this section. The district attorney may seek a higher
payment on arrearages by filing an ex parte application with the
court.

(j) The district attorney may transmit a notice of earnings
assignment and other forms required by this section to the employer
through electronic means.

SEC. 32. Section 5247 is added to the Family Code, to read:

5247. Neither the district attorney nor an employer shall be
subject to any civil liability for any amount withheld and paid to the
obligee, the district attorney, or the Child Support Centralized
Collection and Distribution Unit pursuant to an earnings assignment
order or notice of assignment.

SEC. 33. Section 5253 of the Family Code is amended to read:

5253. Upon receipt of the application, the court shall issue,
without notice to the obligor, an assignment order requiring the
employer of the obligor to pay to the obligee or the Child Support
Centralized Collection and Distribution Unit that portion of the
earnings of the obligor due or to become due in the future as will be
sufficient to pay an amount to cover both of the following:

(a) The amount ordered by the court for support.

(b) An amount which shall be ordered by the court to be paid
toward the liquidation of any arrearage or past due support amount.

SEC. 34. Section 5283 of the Family Code is repealed.

SEC. 35. Article 9 (commencing with Section 5600) is added to
Chapter 8 of Division 9 of the Family Code, to read:
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Article 9. Intercounty Support Obligations

5600. (a) A district attorney or obligee may register an order for
support or earnings withholding, or both, obtained in another county
of the state.

(b) An obligee may register a support order in the court of another
county of this state in the manner, with the effect, and for the
purposes provided in this part. The orders may be registered in any
county in which the obligor, the obligee, or the child who is the
subject of the order resides, or in any county in which the obligor has
income, assets, or any other property.

5601. (a) When the district attorney is responsible for the
enforcement of a support order pursuant to Section 11475.1 of the
Welfare and Institutions Code, the district attorney may register a
support order made in another county by utilizing the procedures set
forth in Section 5602 or by filing all of the following in the superior
court of his or her county:

(1) An endorsed file copy of the most recent support order or a
copy thereof.

(2) A statement of arrearages, including an accounting of amounts
ordered and paid each month, together with any added costs, fees,
and interest.

(3) A statement prepared by the district attorney showing the
post office address of the district attorney, the last known place of
residence or post office address of the obligor; the most recent
address of the obligor set forth in the licensing records of the
Department of Motor Vehicles, if known; and a list of other states and
counties in California that are known to the district attorney in which
the original order of support and any modifications are registered.

(b) The filing of the documents described in subdivision (a)
constitutes registration under this chapter.

(c) Promptly upon registration, the district attorney shall, in
compliance with the requirements of Section 1013 of the Code of
Civil Procedure, or in any other manner as provided by law, serve the
obligor with copies of the documents described in subdivision (a).

(d) If a motion to vacate registration is filed under Section 5603,
any party may introduce into evidence copies of any pleadings,
documents, or orders that have been filed in the original court or
other courts where the support order has been registered or
modified. Certified copies of the documents shall not be required
unless a party objects to the authenticity or accuracy of the document
in which case it shall be the responsibility of the party who is asserting
the authenticity of the document to obtain a certified copy of the
questioned document.

(e) Upon registration, the clerk of the court shall forward a notice
of registration to the courts in other counties and states in which the
original order for support and any modifications were issued or
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registered. No further proceedings regarding the obligor’s support
obligations shall be filed in other counties.

(f) The procedure prescribed by this section may also be used to
register support or wage and earnings assignment orders of other
California jurisdictions that previously have been registered for
purposes of enforcement only pursuant to the Uniform Reciprocal
Enforcement of Support Act (Chapter 6 (commencing with Section
4800)) in another California county. The district attorney may
register such an order by filing an endorsed file copy of the registered
California order plus any subsequent orders, including procedural
amendments.

(g) The Judicial Council shall develop the forms necessary to
effectuate this section. These forms shall be available no later than
July 1, 1998.

5602. (a) An obligee other than the district attorney may register
an order issued in this state using the same procedures specified in
subdivision (a) of Section 5601, except that the obligee shall prepare
and file the statement of registration. The statement shall be verified
and signed by the obligee showing the mailing address of the obligee,
the last known place of residence or mailing address of the obligor,
and a list of other states and counties in California in which, to the
obligee’s knowledge, the original order of support and any
modifications are registered.

(b) Upon receipt of the documents described in subdivision (a) of
Section 5601, the clerk of the court shall file them without payment
of a filing fee or other cost to the obligee. The filing constitutes
registration under this chapter.

(c) Promptly upon registration, the clerk of the court shall send,
by any form of mail requiring a return receipt from the addressee
only, to the obligor at the address given a notice of the registration
with a copy of the registered support order and the post office address
of the obligee. Proof shall be made to the satisfaction of the court that
the obligor personally received the notice of registration by mail or
other method of service. A return receipt signed by the obligor shall
be satisfactory evidence of personal receipt.

5603. (a) An obligor shall have 20 days after the service of notice
of the registration of a California order of support in which to file a
noticed motion requesting the court to vacate the registration or for
other relief. In an action under this section, there shall be no joinder
of actions, coordination of actions, or cross-complaints, and the claims
or defenses shall be limited strictly to the identity of the obligor, the
validity of the underlying California support order, or the accuracy
of the obligee’s statement of the amount of support remaining unpaid
unless the amount has been previously established by a judgment or
order. The obligor shall serve a copy of the motion, personally or by
first-class mail, on the office of the district attorney, private attorney
representing the obligee, or obligee representing himself or herself
who filed the request for registration of the order, not less than 15
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days prior to the date on which the motion is to be heard. If service
is by mail, Section 1013 of the Code of Civil Procedure applies. If the
obligor does not file the motion within 20 days, the registered
California support order and all other documents filed pursuant to
subdivision (a) of Section 5601 or Section 5602 are confirmed.

(b) At the hearing on the motion to vacate the registration of the
order, the obligor may present only matters that would be available
to the obligor as defenses in an action to enforce a support judgment.
If the obligor shows, and the court finds, that an appeal from the order
is pending or that a stay of execution has been granted, the court shall
stay enforcement of the order until the appeal is concluded, the time
for appeal has expired, or the order is vacated, upon satisfactory proof
that the obligor has furnished security for payment of the support
ordered. If the obligor shows, and the court finds, any ground upon
which enforcement of a California support order may be stayed, the
court shall stay enforcement of the order for an appropriate period
if the obligor furnishes security for payment of support.

5604. A previous determination of paternity made by another
state, whether established through voluntary acknowledgment
procedures in effect in that state or through an administrative or
judicial process shall be given full faith and credit by the courts in this
state, and shall have the same effect as a paternity determination
made in this state and may be enforced and satisfied in a like manner.

SEC. 36. Section 7551 of the Family Code is amended to read:

7551. In a civil action or proceeding in which paternity is a
relevant fact, the court may upon its own initiative or upon
suggestion made by or on behalf of any person who is involved, and
shall upon motion of any party to the action or proceeding made at
a time so as not to delay the proceedings unduly, order the mother,
child, and alleged father to submit to genetic tests. If a party refuses
to submit to the tests, the court may resolve the question of paternity
against that party or enforce its order if the rights of others and the
interests of justice so require. A party’s refusal to submit to the tests
is admissible in evidence in any proceeding to determine paternity.
For the purposes of this chapter, “genetic tests” means any genetic
test that is generally acknowledged as reliable by accreditation
bodies designated by the United States Secretary of Health and
Human Services.

SEC. 37. Section 7552 of the Family Code is amended to read:

7552. The tests shall be performed by a laboratory approved by
any accreditation body that has been approved by the Secretary of
the United States Department of Health and Human Services. Any
party or person at whose suggestion the tests have been ordered may
demand that other experts, qualified as examiners of blood types,
perform independent tests under order of the court, the results of
which may be offered in evidence. The number and qualifications of
these experts shall be determined by the court.

SEC. 38. Section 7552.5 of the Family Code is amended to read:
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7552.5. (a) A copy of the results of all genetic tests performed
under Section 7552 or 7558 shall be served upon all parties, by any
method of service authorized under Chapter 5 (commencing with
Section 1010) of Title 14 of Part 2 of the Code of Civil Procedure
except personal service, no later than 20 days prior to any hearing in
which the genetic test results may be admitted into evidence. The
genetic test results shall be accompanied by a declaration under
penalty of perjury of the custodian of records or other qualified
employee of the laboratory that conducted the genetic tests, stating
in substance each of the following:

(1) The declarant is the duly authorized custodian of the records
or other qualified employee of the laboratory, and has authority to
certify the records.

(2) A statement which establishes in detail the chain of custody of
all genetic samples collected, including the date on which the genetic
sample was collected, the identity of each person from whom a
genetic sample was collected, the identity of the person who
performed or witnessed the collecting of the genetic samples and
packaged them for transmission to the laboratory, the date on which
the genetic samples were received by the laboratory, the identity of
the person who unpacked the samples and forwarded them to the
person who performed the laboratory analysis of the genetic sample,
and the identification and qualifications of all persons who performed
the laboratory analysis and published the results.

(3) A statement which establishes that the procedures used by the
laboratory to conduct the tests for which the test results are attached
are used in the laboratory’s ordinary course of business to ensure
accuracy and proper identification of genetic samples.

(4) The genetic test results were prepared at or near the time of
completion of the genetic tests by personnel of the business qualified
to perform genetic tests in the ordinary course of business.

(b) The genetic test results shall be admitted into evidence at the
hearing or trial to establish paternity, without the need for
foundation testimony of authenticity and accuracy, unless a written
objection to the genetic test results is filed with the court and served
on all other parties, by any party no later than five days prior to the
hearing or trial where paternity is at issue.

(c) If a written objection is filed by the court and served on all
parties within the time specified in subdivision (b), experts
appointed by the court shall be called by the court as witnesses to
testify to their findings and are subject to cross-examination by the
parties.

SEC. 39. Section 7555 of the Family Code is amended to read:

7555. (a) There is a rebuttable presumption, affecting the
burden of proof, of paternity, if the court finds that the paternity
index, as calculated by the experts qualified as examiners of genetic
markers, is 100 or greater. This presumption may be rebutted by a
preponderance of the evidence.
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(b) As used in this section:

(1) “Genetic markers” mean separate genes or complexes of
genes identified as a result of genetic tests.

(2) “Paternity index” means the commonly accepted indicator
used for denoting the existence of paternity. It expresses the relative
strength of the test results for and against paternity. The paternity
index, computed using results of various paternity tests following
accepted statistical principles, shall be in accordance with the
method of expression accepted at the International Conference on
Parentage Testing at Airlie House, Virginia, May 1982, sponsored by
the American Association of Blood Banks.

SEC. 40. Section 7558 is added to the Family Code, to read:

7558. (a) This section applies only to cases where support
enforcement services are being provided by the district attorney
pursuant to Section 11475.1 of the Welfare and Institutions Code.

(b) In any civil action or proceeding in which paternity is a
relevant fact, and in which the issue of paternity is contested, the
district attorney may issue an administrative order requiring the
mother, child, and the alleged father to submit to genetic testing if
any of the following conditions exist:

(1) The person alleging paternity has signed a statement under
penalty of perjury that sets forth facts that establish a reasonable
possibility of the requisite sexual conduct between the mother and
the alleged father.

(2) The person denying paternity has signed a statement under
penalty of perjury that sets forth facts that establish a reasonable
possibility of the nonexistence of the requisite sexual contact
between the parties.

(3) The alleged father has filed an answer in the action or
proceeding in which paternity is a relevant fact and has requested
that genetic tests be performed.

(4) The mother and the alleged father agree in writing to submit
to genetic tests.

(c) Notwithstanding subdivision (b), the district attorney may not
order an individual to submit to genetic tests if the individual has
been found to have good cause for failure to cooperate in the
determination of paternity pursuant to Section 11477 of the Welfare
and Institutions Code.

(d) The district attorney shall pay the costs of any genectic tests
that are ordered under subdivision (b), subject to the county
obtaining a court order for reimbursement from the alleged father
if paternity is established under Section 7553.

(e) Nothing in this section prohibits any person who has been
ordered by the district attorney to submit to genetic tests pursuant
to this section from filing a notice of motion with the court in the
action or proceeding in which paternity is a relevant fact seeking
relief from the district attorney’s order to submit to genetic tests. In
that event, the court shall resolve the issue of whether genetic tests



[ Ch. 599 ] STATUTES OF 1997 3719

should be ordered as provided in Section 7551. If any person refuses
to submit to the tests after receipt of the administrative order
pursuant to this section and fails to seek relief from the court from the
administrative order either prior to the scheduled tests or within 10
days after the tests are scheduled, the court may resolve the question
of paternity against that person or enforce the administrative order
if the rights of others or the interest of justice so require. Except as
provided in subdivision (c), a person’s refusal to submit to tests
ordered by the district attorney is admissible in evidence in any
proceeding to determine paternity if a notice of motion is not filed
within the timeframes specified in this subdivision.

(f) If the original test result creates a rebuttable presumption of
paternity under Section 7555 and the result is contested, the district
attorney shall order an additional test only upon request and advance
payment of the contestant.

SEC. 41. Section 7571 of the Family Code is amended to read:

7571. (a) On and after January 1, 1995, upon the event of a live
birth, prior to an unmarried mother leaving any hospital, the person
responsible for registering live births under Section 102405 of the
Health and Safety Code shall provide to the natural mother and shall
attempt to provide, at the place of birth, to the man identified by the
natural mother as the natural father, a voluntary declaration of
paternity together with the written materials described in Section
7572. The person responsible for registering the birth shall file the
declaration, if completed, with the birth certificate, and, if requested,
shall transmit a copy of the declaration to the district attorney of the
county where the birth occurred. A copy of the declaration shall be
made available to each of the attesting parents.

(b) No health care provider shall be subject to any civil, criminal,
or administrative liability for any negligent act or omission relative
to the accuracy of the information provided, or for filing the
declaration with the appropriate state or local agencies.

(c) The district attorney shall pay the sum of ten dollars ($10) to
birthing hospitals and other entities that provide prenatal services for
each completed declaration of paternity that is filed with the State
Office of Vital Records, provided that the district attorney and the
hospital or other entity providing prenatal services has entered into
a written agreement that specifies the terms and conditions for the
payment as required by federal law.

(d) If the declaration is not registered by the person responsible
for registering live births at the hospital, it may be completed by the
attesting parents, notarized, and mailed to the State Office of Vital
Records at any time after the child’s birth.

(e) Prenatal clinics may offer prospective parents the opportunity
to sign a voluntary declaration of paternity. In order to be paid for
their services as provided in subdivision (c), prenatal clinics must
ensure that the form is witnessed and forwarded to the State Office
of Vital Records.
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(f) Declarations shall be made available without charge at all
district attorney offices, offices of local registrars of births and deaths,
courts, and county welfare departments within this state. Staff in
these offices shall witness the signatures of parents wishing to sign a
voluntary declaration of paternity and shall be responsible for
forwarding the signed declaration to the State Office of Vital Records
and Statistics.

(g) The district attorney may, at his or her option, pay the sum of
ten dollars ($10) to local registrars of birth and deaths, county welfare
departments, or courts for each completed declaration of paternity
that is witnessed by staff in these offices and filed with the State Office
of Vital Records and Statistics. In order to receive payment, the
district attorney and the entity shall enter into a written agreement
that specifies the terms and conditions for payment as required by
federal law. The State Department of Social Services shall study the
effect of the ten dollar ($10) payment on obtaining completed
voluntary declaration of paternity forms and shall report to the
Legislature on any recommendations to change the ten dollar (§10)
optional payment, if appropriate, by January 1, 2000.

(h) The State Department of Social Services and district attorneys
shall publicize the availability of the declarations. The district
attorney shall make the declaration, together with the written
materials described in subdivision (a) of Section 7572, available upon
request to any parent. The district attorney shall also provide
qualified staff to answer parents’ questions regarding the declaration
and the process of establishing paternity.

(i) Copies of the declaration filed with the State Office of Vital
Records and Statistics shall be made available only to the parents, the
child, the district attorney, the county welfare department, the
county counsel, and the State Department of Social Services.

SEC. 42. Section 7572 of the Family Code is amended to read:

7572. (a) The State Department of Social Services, in
consultation with the State Department of Health Services, the
California Association of Hospitals and Health Systems, and other
affected health provider organizations, shall work cooperatively to
develop written materials to assist providers and parents in
complying with this chapter.

(b) The written materials for parents which shall be attached to
the form specified in Section 7574 and provided to unmarried parents
shall contain the following information:

(1) A signed voluntary declaration of paternity that is filed with
the State Office of Vital Records and Statistics legally establishes
paternity.

(2) The legal rights and obligations of both parents and the child
that result from the establishment of paternity.

(3) An alleged father’s constitutional rights to have the issue of
paternity decided by a court; to notice of any hearing on the issue of
paternity; to have an opportunity to present his case to the court,
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including his right to present and cross-examine witnesses; to have
an attorney represent him; and to have an attorney appointed to
represent him if he cannot afford one in a paternity action filed by
the district attorney.

(4) That by signing the voluntary declaration of paternity, the
father is voluntarily waiving his constitutional rights.

(c) Parents shall also be given oral notice of the rights and
responsibilities specified in subdivision (b). Oral notice may be
accomplished through the use of audio or videotape programs
developed by the State Department of Social Services to the extent
permitted by federal law.

(d) The State Department of Social Services shall, free of charge,
make available to hospitals, clinics, and other places of birth any and
all informational and training materials for the program under this
chapter, as well as the paternity declaration form. The State
Department of Social Services shall make training available to every
hospital, clinic, and other place of birth no later than October 31,
1994.

(e) The State Department of Social Services may adopt
regulations, including emergency regulations, necessary to
implement this chapter.

SEC. 43. Section 7575 of the Family Code is amended to read:

7575. (a) Either parent may rescind the voluntary declaration of
paternity by filing a rescission form with the State Office of Vital
Records within 60 days of the date of execution of the declaration by
the attesting father or attesting mother, whichever signature is later,
unless a court order for custody, visitation, or child support has been
entered in an action in which the signatory seeking to rescind was a
party. The State Department of Social Services shall develop a form
to be used by parents to rescind the declaration of paternity and
instruction on how to complete and file the rescission with the State
Office of Vital Records. The form shall include a declaration under
penalty of perjury completed by the person filing the rescission form
that certifies that a copy of the rescission form was sent by any form
of mail requiring a return receipt to the other person who signed the
voluntary declaration of paternity. A copy of the return receipt shall
be attached to the rescission form when filed with the State Office of
Vital Records. The form and instructions shall be written in simple,
easy to understand language and shall be made available at the local
family support office and the office of local registrar of births and
deaths.

(b) (1) Notwithstanding Section 7573, if the court finds that the
conclusions of all of the experts based upon the results of the genetic
tests performed pursuant to Chapter 2 (commencing with Section
7550) are that the man who signed the voluntary declaration is not
the father of the child, the court may set aside the voluntary
declaration of paternity.
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(2) The notice of motion for genetic tests under this section may
be filed not later than two years from the date of the child’s birth by
either the mother or the man who signed the voluntary declaration
as the child’s father in an action to determine the existence or
nonexistence of the father and child relationship pursuant to Section
7630 or in any action to establish an order for child custody, visitation,
or child support based upon the voluntary declaration of paternity.

(3) The notice of motion for genetic tests pursuant to this section
shall be supported by a declaration under oath submitted by the
moving party stating the factual basis for putting the issue of
paternity before the court.

(c) (1) Nothing in this chapter shall be construed to prejudice or
bar the rights of either parent to file an action or motion to set aside
the voluntary declaration of paternity on any of the grounds
described in, and within the time limits specified in, Section 473 of
the Code of Civil Procedure and Chapter 10 (commencing with
Section 2120) of Part 1 of Division 6. If the action or motion to set aside
the voluntary declaration of paternity is for fraud or perjury, the act
must have induced the defrauded parent to sign the voluntary
declaration of paternity. If the action or motion to set aside a
judgment is required to be filed within a specified time period under
Section 473 of the Code of Civil Procedure or Section 2122, the period
within which the action or motion to set aside the voluntary
declaration of paternity must be filed shall commence on the date
that the court makes a finding of paternity based upon the voluntary
declaration of paternity in an action for custody, visitation, or child
support.

(2) The parent seeking to set aside the voluntary declaration of
paternity shall have the burden of proof.

(3) Any order for custody, visitation, or child support shall remain
in effect until the court determines that the voluntary declaration of
paternity should be set aside, subject to the court’s power to modify
the orders as otherwise provided by law.

(4) Nothing in this section is intended to restrict a court from
acting as a court of equity.

(5) If the voluntary declaration of paternity is set aside pursuant
to paragraph (1), the court shall order that the mother, child, and
alleged father submit to genetic tests pursuant to Chapter 2
(commencing with Section 7550). If the court finds that the
conclusions of all the experts, as disclosed by the evidence based upon
the genetic tests, are that the person who executed the voluntary
declaration of paternity is not the father of the child, the question of
paternity shall be resolved accordingly. If the person who executed
the declaration as the father of the child is not excluded as a possible
father, the question of paternity shall be resolved as otherwise
provided by law. If the person who executed the declaration of
paternity is ultimately determined to be the father of the child, any
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child support that accrued under an order based upon the voluntary
declaration of paternity shall remain due and owing.

(6) The Judicial Council shall develop the forms and procedures
necessary to effectuate this subdivision.

SEC. 44. Section 7604.5 is added to the Family Code, to read:

7604.5. Notwithstanding any other provision of law, bills for
pregnancy, childbirth, and genetic testing shall be admissible as
evidence without third-party foundation testimony and shall
constitute prima facie evidence of costs incurred for those services.

SEC. 45. Section 10005 of the Family Code is amended to read:

10005. (a) By local rule, the superior court may designate
additional duties of the family law facilitator, which may include, but
are not limited to, the following:

(1) Meeting with litigants to mediate issues of child support,
spousal support, and maintenance of health insurance, subject to
Section 10012. Actions in which one or both of the parties are
unrepresented by counsel shall have priority.

(2) Drafting stipulations to include all issues agreed to by the
parties, which may include issues other than those specified in
Section 10003.

(3) If the parties are unable to resolve issues with the assistance
of the family law facilitator, prior to or at the hearing, and at the
request of the court, the family law facilitator shall review the
paperwork, examine documents, prepare support schedules, and
advise the judge whether or not the matter is ready to proceed.

(4) Assisting the clerk in maintaining records.

(5) Preparing formal orders consistent with the court’s
announced order in cases where both parties are unrepresented.

(6) Serving as a special master in proceedings and making findings
to the court unless he or she has served as a mediator in that case.

(7) Providing the services specified in Division 15 (commencing
with Section 10100). Except for the funding specifically designated
for visitation programs pursuant to Section 669B of Title 42 of the
United States Code, Title IV-D child support funds shall not be used
to fund the services specified in Division 15 (commencing with
Section 10100).

(b) If staff and other resources are available and the duties listed
in subdivision (a) have been accomplished, the duties of the family
law facilitator may also include the following:

(1) Assisting the court with research and any other responsibilities
which will enable the court to be responsive to the litigants’ needs.

(2) Developing programs for bar and community outreach
through day and evening programs, videotapes, and other innovative
means that will assist unrepresented and financially disadvantaged
litigants in gaining meaningful access to family court. These
programs  shall  specifically include information concerning
underutilized legislation, such as expedited child support orders
(Chapter 5 (commencing with Section 3620) of Part 1 of Division 9),
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and preexisting, court-sponsored programs, such as supervised
visitation and appointment of attorneys for children.

SEC. 46. Section 102425 of the Health and Safety Code is
amended to read:

102425. (a) The certificate of live birth for any live birth
occurring on or after January 1, 1980, shall contain those items
necessary to establish the fact of the birth and shall contain only the
following information:

(1) Full name and sex of child.

(2) Date of birth, including month, day, hour, and year.

(3) Planned place of birth and place of birth.

(4) Full name of father, birthplace, and date of birth of father
including month, day, and year. If the mother was not married at the
time the child was conceived, the father’s name shall not be listed on
the birth certificate unless the father and the mother sign a voluntary
declaration of paternity before the birth certificate is prepared. The
birth certificate may be amended to add the father’s name at a later
date only if paternity for the child has been established by a judgment
of a court of competent jurisdiction or by the filing of a voluntary
declaration of paternity.

(5) Full birth name of mother, birthplace, and date of birth of
mother including month, day, and year.

(6) Multiple births and birth order of multiple births.

(7) Signature, and relationship to child, of a parent or other
informant, and date signed.

(8) Name, title, and mailing address of attending physician and
surgeon or principal attendant, signature, and certification of live
birth by attending physician and surgeon or principal attendant or
certifier, date signed, and name and title of certifier if other than
attending physician and surgeon or principal attendant.

(9) Date accepted for registration and signature of local registrar.

(10) A state birth certificate number and local registration district
and number.

(11) A blank space for entry of date of death with a caption
reading “Date of Death.”

(b) In addition to the items listed in subdivision (a), the certificate
of live birth shall contain the following medical and social
information, provided that the information is kept confidential
pursuant to Sections 102430 and 102447 and is clearly labeled
“Confidential Information for Public Health Use Only:”

(1) Birth weight.

(2) Pregnancy history.

(3) Race and ethnicity of mother and father.

(4) Residence address of mother.

(5) A blank space for entry of census tract for mother’s address.

(6) Month prenatal care began and number of prenatal visits.

(7) Date of last normal menses.
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(8) Description of complications of pregnancy and concurrent
illnesses, congenital malformation, and any complication of labor and
delivery, including surgery; provided that this information is
essential medical information and appears in total on the face of the
certificate.

(9) Mother’s and father’s occupations and kind of business or
industry.

(10) Education level of mother and father.

(11) Principal source of pay for prenatal care, which shall include
all of the following: Medi-Cal, health maintenance organization or
prepaid health plan, private insurance companies, medically
indigent, self-pay, other sources which shall include, Medicare,
workers’  compensation,  Title V, other government or
nongovernment programs, no charge, and other categories as
determined by the State Department of Health Services.

This paragraph shall become inoperative on January 1, 1999, or on
the implementation date of the decennial birth certificate revision
due to occur on or about January 1, 1999, whichever occurs first.

(12) Expected principal source of pay for delivery, which shall
include all of the following: Medi-Cal, health maintenance
organization or prepaid health plan, private insurance companies,
medically indigent, self-pay, other sources which shall include,
Medicare, workers’ compensation, Title V, other government or
nongovernment programs, no charge, and other categories as
determined by the State Department of Health Services.

This paragraph shall become inoperative on January 1, 1999, or on
the implementation date of the decennial birth certificate revision
due to occur on or about January 1, 1999, whichever occurs first.

(13) An indication of whether or not the child’s parent desires the
automatic issuance of a social security number to the child.

(14) On and after January 1, 1995, the social security numbers of
the mother and father, unless subdivision (b) of Section 102150
applies.

(c) Item 8, specified in subdivision (b), shall be completed by the
attending physician and surgeon or the attending physician’s and
surgeon’s designated representative. The names and addresses of
children born with congenital malformations, who require followup
treatment, as determined by the child’s physician and surgeon, shall
be furnished by the physician and surgeon to the local health officer,
if permission is granted by either parent of the child.

(d) The parent shall only be asked to sign the form after both the
public portion and the confidential medical and social information
items have been entered upon the certificate of live birth.

(e) The State Registrar shall instruct all local registrars to collect
the information specified in this section with respect to certificates
of live birth. The information shall be transcribed on the certificate
of live birth in use at the time and shall be limited to the information
specified in this section.
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Information relating to concurrent illnesses, complications of
pregnancy and delivery, and congenital malformations shall be
completed by the physician and surgeon, or physician’s and surgeon’s
designee, inserting in the space provided on the confidential portion
of the certificate the appropriate number or numbers listed on the
VS-10A supplemental worksheet. The VS-10A supplemental form
shall be used as a worksheet only and shall not in any manner be
linked with the identity of the child or the mother, nor submitted
with the certificate to the State Registrar. All information transferred
from the worksheet to the certificate shall be fully explained to the
parent or other informant prior to the signing of the certificate. No
questions relating to drug or alcohol abuse may be asked.

(f) If the implementation date of the decennial birth certificate
revision occurs prior to January 1, 1999, within 30 days of this
implementation date the State Department of Health Services shall
file a letter with the Secretary of the Senate and with the Chief Clerk
of the Assembly, so certifying.

SEC. 47. Section 19271.5 is added to the Revenue and Taxation
Code, to read:

19271.5. (a) A county district attorney enforcing child support
obligations pursuant to Section 11475.1 of the Welfare and
Institutions Code may refer child support obligations to the
Franchise Tax Board to collect child support payments that are not
child support delinquencies, as defined in this article, or past due
amounts. If a child support obligation becomes a child support
delinquency during the time the Franchise Tax Board is
administering wage withholding, then the Franchise Tax Board shall
commence collection of the delinquency pursuant to Section 19271.

(1) Referrals shall be transmitted in the form and manner
prescribed by the Franchise Tax Board.

(2) In order to manage the growth in the number of referrals that
it will receive, the Franchise Tax Board may phase in the referrals as
administratively necessary.

(b) When a child support obligation is referred to the Franchise
Tax Board pursuant to subdivision (a), or at any time thereafter, if
the obligated parent owes a delinquent personal income tax liability,
the Franchise Tax Board shall not engage in, or shall cease, collection
of the child support obligation referred under subdivision (a) until
the delinquent personal income tax liability is paid in full. However,
the Franchise Tax Board may engage in collection of an obligation
referred under subdivision (a) under either of the following
circumstances:

(1) The delinquent personal income tax liability is discharged
from accountability pursuant to Section 13940 of the Government
Code.

(2) The obligor has entered into an installment payment
agreement for the delinquent personal income tax liability and is in
compliance with that agreement and the Franchise Tax Board
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determines that collection of the child support obligation referred
under subdivision (a) would not jeopardize the payments under the
terms of the agreement.

(c) For purposes of administering subdivision (b):

(1) “Collection of child support obligation” means administering
wage withholding pursuant to Chapter 8 (commencing with Section
5200) of Part 5 of Division 9 of the Family Code or Section 3088 of the
Probate Code, that requires an employer to withhold earnings for
support.

(2) “Delinquent personal income tax liability” means any taxes,
additions to tax, penalties, interest, fees, or other related amounts due
and payable under Part 10 (commencing with Section 17001) or this
part.

(d) Any services or information available to a district attorney or
the Title IV-D agency in collecting child support obligations or
locating absent or noncustodial parents shall be available to the
Franchise Tax Board for purposes of collecting child support
obligations under this section, including, but not limited to, any
information that may be disclosed by the Franchise Tax Board to the
California Parent Locator Service under Section 19548.

SEC. 48. Section 1088.7 is added to the Unemployment Insurance
Code, to read:

The Employment Development Department, in consultation with
the Department of Social Services and the Franchise Tax Board, shall
prepare and submit a study to the Governor and the Legislature that
identifies possible methods for establishing a state mechanism for the
reporting of the income of service-providers for the purpose of
collecting delinquent child support obligations. The study shall
include recommendations as to the most feasible and cost-effective
reporting methods. The study shall be submitted no later than June
30, 1998.

SEC. 49. Section 11350.1 of the Welfare and Institutions Code is
amended to read:

11350.1. (a) Notwithstanding any other statute, in any action
brought by the district attorney for the support of a minor child or
children, the action may be prosecuted in the name of the county on
behalf of the child, children, or a parent of the child or children. The
parent who has requested or is receiving support enforcement
services of the district attorney shall not be a necessary party to the
action but may be subpoenaed as a witness. Except as provided in
subdivision (e), in an action under this section there shall be no
joinder of actions, or coordination of actions, or cross-complaints, and
the issues shall be limited strictly to the question of parentage, if
applicable, and child support, including an order for medical support.
A final determination of parentage may be made in any action under
this section as an incident to obtaining an order for support. An action
for support or parentage pursuant to this section shall not be delayed
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or stayed because of the pendency of any other action between the
parties.

(b) Judgment in an action brought pursuant to this section, and in
an action brought pursuant to Section 11350, if at issue, may be
rendered pursuant to a noticed motion, which shall inform the
defendant that in order to exercise his or her right to trial, he or she
must appear at the hearing on the motion.

If the defendant appears at the hearing on the motion, the court
shall inquire of him or her if he or she desires to subpoena evidence
and witnesses, if parentage is at issue and genetic tests have not
already been conducted whether he or she desires genetic tests, and
if he or she desires a trial. If his or her answer is in the affirmative,
a continuance shall be granted to allow him or her to exercise those
rights. A continuance shall not postpone the hearing to more than 90
days from the date of service of the motion. In the event that a
continuance is granted, the court may make an order for temporary
support without prejudice to the right of the court to make an order
for temporary support as otherwise allowed by law.

(c) In any action to enforce a spousal support order the action may
be pled in the name of the county in the same manner as an action
to establish a child support obligation. The same restrictions on
joinder of actions, coordination of actions, and cross-complaints, and
delay because of the pendency of any other action as relates to actions
to establish a child support obligation shall also apply to actions to
enforce a spousal support order.

(d) Nothing contained in this section shall be construed to prevent
the parties from bringing an independent action under the Family
Code and litigating the issues of support, custody, visitation, or
protective orders. In that event, any support, custody, visitation, or
protective order issued by the court in an action pursuant to this
section shall be filed in the action commenced under the Family
Code and shall continue in effect until modified by a subsequent
order of the court. To the extent that the orders conflict, the court
order last issued shall supersede all other orders and be binding upon
all parties in that action.

(e) (1) After a support order, including a temporary support
order and an order for medical support only, has been entered in an
action brought pursuant to this section, the parent who has requested
or is receiving support enforcement services of the district attorney
shall become a party to the action brought pursuant to this section,
only in the manner and to the extent provided by this section, and
only for the purposes allowed by this section.

(2) Notice of the parent’s status as a party shall be given to the
parent by the district attorney in conjunction with the notice
required by subdivision (e) of Section 11478.2. The complaint shall
contain this notice. Service of the complaint on the parent in
compliance with Section 1013 of the Code of Civil Procedure, or as
otherwise provided by law, shall constitute compliance with this
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section. In all actions commenced under the procedures and forms
in effect on or before December 31, 1996, the parent who has
requested or is receiving support enforcement services of the district
attorney shall not become a party to the action until he or she is joined
as a party pursuant to an ex parte application or noticed motion for
joinder filed by the district attorney or a noticed motion filed by
either parent. The district attorney shall serve a copy of any order for
joinder of a parent obtained by the district attorney’s application on
both parents in compliance with Section 1013 of the Code of Civil
Procedure.

(3) The parent who has requested or is receiving support
enforcement services of the district attorney is a party to an action
brought under this section for issues relating to the support, custody,
and visitation of a child, and for restraining orders, and for no other
purpose. The district attorney shall not be required to serve or
receive service of papers, pleadings, or documents, or participate in,
or attend any hearing or proceeding relating to issues of custody or
visitation, except as otherwise required by law. Orders concerning
custody and visitation may be made in an action pursuant to this
subdivision only if orders concerning custody and visitation have not
been previously made by a court of competent jurisdiction in this
state or another state and the court has jurisdiction and is the proper
venue for custody and visitation determinations. All issues regarding
custody and visitation shall be heard and resolved in the manner
provided by the Family Code. Except as otherwise provided by law,
the district attorney shall control support and parentage litigation
brought pursuant to this section, and the manner, method, and
procedures used in establishing parentage and in establishing and
enforcing support obligations unless and until the parent who
requested or is receiving support enforcement services has
requested in writing that the district attorney close his or her case and
the case has been closed in accordance with federal regulation.

(f) (1) A parent who has requested or is receiving support
enforcement services of the district attorney may take independent
action to modify a support order made pursuant to this section while
support enforcement services are being provided by the district
attorney. The parent shall serve the district attorney with notice of
any action filed to modify the support order and provide the district
attorney with a copy of the modified order within 15 calendar days
after the date the order is issued.

(2) A parent who has requested or is receiving support
enforcement services of the district attorney may take independent
action to enforce a support order made pursuant to this section while
support enforcement services are being provided by the district
attorney with the written consent of the district attorney. At least 30
days prior to filing an independent enforcement action, the parent
shall provide the district attorney with written notice of the parent’s
intent to file an enforcement action which includes a description of
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the type of enforcement action the parent intends to file. Within 30
days of receiving the notice, the district attorney shall either provide
written consent for the parent to proceed with the independent
enforcement action or notify the parent that he or she objects to the
parent filing the proposed independent enforcement action. The
district attorney may object only if the district attorney is currently
using an administrative or judicial method to enforce the support
obligation or if the proposed independent enforcement action would
interfere with an investigation being conducted by the district
attorney. If the district attorney does not respond to the parent’s
written notice within 30 days, the district attorney shall be deemed
to have given consent.

(3) The court shall order that all payments of support shall be
made to the district attorney in any action filed under this section by
the parent who has requested, or is receiving, support enforcement
services of the district attorney unless support enforcement services
have been terminated by the district attorney by case closure as
provided by federal law. Any order obtained by a parent prior to
support enforcement services being terminated in which the district
attorney did not receive proper notice pursuant to this section shall
be voidable upon the motion of the district attorney.

(g) For the purpose of this section, “a parent who is receiving
support enforcement services” includes a parent who has assigned
his or her rights to support pursuant to Section 11477.

(h) The Judicial Council shall develop forms to implement this
section. These forms shall be available no later than July 1, 1998.

SEC. 50. Section 11350.6 of the Welfare and Institutions Code is
amended to read:

11350.6. (a) Asused in this section:

(1) “Applicant” means any person applying for issuance or
renewal of a license.

(2) “Board” means any entity specified in Section 101 of the
Business and Professions Code, the entities referred to in Sections
1000 and 3600 of the Business and Professions Code, the State Bar, the
Department of Real Estate, the Department of Motor Vehicles, the
Secretary of State, the Department of Fish and Game, and any other
state commission, department, committee, examiner, or agency that
issues a license, certificate, credential, permit, registration, or any
other authorization to engage in a business, occupation, or profession,
or to the extent required by federal law or regulations, for
recreational purposes. This term includes all boards, commissions,
departments, committees, examiners, entities, and agencies that
issue a license, certificate, credential, permit, registration, or any
other authorization to engage in a business, occupation, or profession.
The failure to specifically name a particular board, commission,
department, committee, examiner, entity, or agency that issues a
license, certificate, credential, permit, registration, or any other
authorization to engage in a business, occupation, or profession does
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not exclude that board, commission, department, committee,
examiner, entity, or agency from this term.

(3) “Certified list” means a list provided by the district attorney
to the State Department of Social Services in which the district
attorney verifies, under penalty of perjury, that the names contained
therein are support obligors found to be out of compliance with a
judgment or order for support in a case being enforced under Title
IV-D of the Social Security Act.

(4) “Compliance with a judgment or order for support” means
that, as set forth in a judgment or order for child or family support,
the obligor is no more than 30 calendar days in arrears in making
payments in full for current support, in making periodic payments
in full, whether court ordered or by agreement with the district
attorney, on a support arrearage, or in making periodic payments in
full, whether court ordered or by agreement with the district
attorney, on a judgment for reimbursement for public assistance, or
has obtained a judicial finding that equitable estoppel as provided in
statute or case law precludes enforcement of the order. The district
attorney is authorized to use this section to enforce orders for spousal
support only when the district attorney is also enforcing a related
child support obligation owed to the obligee parent by the same
obligor, pursuant to Sections 11475.1 and 11475.2.

(5) “License” includes membership in the State Bar, and a
certificate,  credential, permit, registration, or any other
authorization issued by a board that allows a person to engage in a
business, occupation, or profession, or to operate a commercial motor
vehicle, including appointment and commission by the Secretary of
State as a notary public. “License” also includes any driver’s license
issued by the Department of Motor Vehicles, any commercial fishing
license issued by the Department of Fish and Game, and to the extent
required by federal law or regulations, any license used for
recreational purposes. This term includes all licenses, certificates,
credentials, permits, registrations, or any other authorization issued
by a board that allows a person to engage in a business, occupation,
or profession. The failure to specifically name a particular type of
license, certificate, credential, permit, registration, or other
authorization issued by a board that allows a person to engage in a
business, occupation, or profession, does not exclude that license,
certificate, credential, permit, registration, or other authorization
from this term.

(6) “Licensee” means any person holding a license, certificate,
credential, permit, registration, or other authorization issued by a
board, to engage in a business, occupation, or profession, or a
commercial driver’s license as defined in Section 15210 of the Vehicle
Code, including an appointment and commission by the Secretary of
State as a notary public. “Licensee” also means any person holding
a driver’s license issued by the Department of Motor Vehicles, any
person holding a commercial fishing license issued by the
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Department of Fish and Game, and to the extent required by federal
law or regulations, any person holding a license used for recreational
purposes. This term includes all persons holding a license, certificate,
credential, permit, registration, or any other authorization to engage
in a business, occupation, or profession, and the failure to specifically
name a particular type of license, certificate, credential, permit,
registration, or other authorization issued by a board does not exclude
that person from this term.

(b) The district attorney shall maintain a list of those persons
included in a case being enforced under Title IV-D of the Social
Security Act against whom a support order or judgment has been
rendered by, or registered in, a court of this state, and who are not
in compliance with that order or judgment. The district attorney shall
submit a certified list with the names, social security numbers, and
last known addresses of these persons and the name, address, and
telephone number of the district attorney who certified the list to the
State Department of Social Services. The district attorney shall
verify, under penalty of perjury, that the persons listed are subject
to an order or judgment for the payment of support and that these
persons are not in compliance with the order or judgment. The
district attorney shall submit to the State Department of Social
Services an updated certified list on a monthly basis.

(c) The State Department of Social Services shall consolidate the
certified lists received from the district attorneys and, within 30
calendar days of receipt, shall provide a copy of the consolidated list
to each board which is responsible for the regulation of licenses, as
specified in this section.

(d) On or before November 1, 1992, or as soon thereafter as
economically feasible, as determined by the State Department of
Social Services, all boards subject to this section shall implement
procedures to accept and process the list provided by the State
Department of Social Services, in accordance with this section.
Notwithstanding any other provision of law, all boards shall collect
social security numbers from all applicants for the purposes of
matching the names of the certified list provided by the State
Department of Social Services to applicants and licensees and of
responding to requests for this information made by child support
agencies.

(e) (1) Promptly after receiving the certified consolidated list
from the State Department of Social Services, and prior to the
issuance or renewal of a license, each board shall determine whether
the applicant is on the most recent certified consolidated list
provided by the State Department of Social Services. The board shall
have the authority to withhold issuance or renewal of the license of
any applicant on the list.

(2) If an applicant is on the list, the board shall immediately serve
notice as specified in subdivision (f) on the applicant of the board’s
intent to withhold issuance or renewal of the license. The notice shall
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be made personally or by mail to the applicant’s last known mailing
address on file with the board. Service by mail shall be complete in
accordance with Section 1013 of the Code of Civil Procedure.

(A) The board shall issue a temporary license valid for a period of
150 days to any applicant whose name is on the certified list if the
applicant is otherwise eligible for a license.

(B) Except as provided in subparagraph (D), the 150-day time
period for a temporary license shall not be extended. Except as
provided in subparagraph (D), only one temporary license shall be
issued during a regular license term and it shall coincide with the first
150 days of that license term. As this paragraph applies to commercial
driver’s licenses, “license term” shall be deemed to be 12 months
from the date the application fee is received by the Department of
Motor Vehicles. A license for the full or remainder of the license term
shall be issued or renewed only upon compliance with this section.

(C) In the event that a license or application for a license or the
renewal of a license is denied pursuant to this section, any funds paid
by the applicant or licensee shall not be refunded by the board.

(D) This paragraph shall apply only in the case of a driver’s
license, other than a commercial driver’s license. Upon the request
of the district attorney or by order of the court upon a showing of
good cause, the board shall extend a 150-day temporary license for a
period not to exceed 150 extra days.

(3) (A) The State Department of Social Services may, when it is
economically feasible for the department and the boards to do so as
determined by the department, in cases where the department is
aware that certain child support obligors listed on the certified lists
have been out of compliance with a judgment or order for support
for more than four months, provide a supplemental list of these
obligors to each board with which the department has an interagency
agreement to implement this paragraph. Upon request by the
department, the licenses of these obligors shall be subject to
suspension, provided that the licenses would not otherwise be
eligible for renewal within six months from the date of the request
by the department. The board shall have the authority to suspend the
license of any licensee on this supplemental list.

(B) If a licensee is on a supplemental list, the board shall
immediately serve notice as specified in subdivision (f) on the
licensee that his or her license will be automatically suspended 150
days after notice is served, unless compliance with this section is
achieved. The notice shall be made personally or by mail to the
licensee’s last known mailing address on file with the board. Service
by mail shall be complete in accordance with Section 1013 of the
Code of Civil Procedure.

(C) The 150-day notice period shall not be extended.

(D) In the event that any license is suspended pursuant to this
section, any funds paid by the licensee shall not be refunded by the
board.
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(E) This paragraph shall not apply to licenses subject to annual
renewal or annual fee.

(f) Notices shall be developed by each board in accordance with
guidelines provided by the State Department of Social Services and
subject to approval by the State Department of Social Services. The
notice shall include the address and telephone number of the district
attorney who submitted the name on the certified list, and shall
emphasize the necessity of obtaining a release from that district
attorney’s office as a condition for the issuance, renewal, or continued
valid status of a license or licenses.

(1) In the case of applicants not subject to paragraph (3) of
subdivision (e), the notice shall inform the applicant that the board
shall issue a temporary license, as provided in subparagraph (A) of
paragraph (2) of subdivision (e), for 150 calendar days if the
applicant is otherwise eligible and that upon expiration of that time
period the license will be denied unless the board has received a
release from the district attorney who submitted the name on the
certified list.

(2) In the case of licensees named on a supplemental list, the
notice shall inform the licensee that his or her license will continue
in its existing status for no more than 150 calendar days from the date
of mailing or service of the notice and thereafter will be suspended
indefinitely unless, during the 150-day notice period, the board has
received a release from the district attorney who submitted the name
on the certified list. Additionally, the notice shall inform the licensee
that any license suspended under this section will remain so until the
expiration of the remaining license term, unless the board receives
a release along with applications and fees, if applicable, to reinstate
the license during the license term.

(3) The notice shall also inform the applicant or licensee that if an
application is denied or a license is suspended pursuant to this
section, any funds paid by the applicant or licensee shall not be
refunded by the board. The State Department of Social Services shall
also develop a form that the applicant shall use to request a review
by the district attorney. A copy of this form shall be included with
every notice sent pursuant to this subdivision.

(g) (1) Each district attorney shall maintain review procedures
consistent with this section to allow an applicant to have the
underlying arrearage and any relevant defenses investigated, to
provide an applicant information on the process of obtaining a
modification of a support order, or to provide an applicant assistance
in the establishment of a payment schedule on arrearages if the
circumstances so warrant.

(2) It is the intent of the Legislature that a court or district
attorney, when determining an appropriate payment schedule for
arrearages, base its decision on the facts of the particular case and the
priority of payment of child support over other debts. The payment
schedule shall also recognize that certain expenses may be essential
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to enable an obligor to be employed. Therefore, in reaching its
decision, the court or the district attorney shall consider both of these
goals in setting a payment schedule for arrearages.

(h) If the applicant wishes to challenge the submission of his or her
name on the certified list, the applicant shall make a timely written
request for review on the form specified in subdivision (f) to the
district attorney who certified the applicant’s name. The district
attorney shall, within 75 days of receipt of the written request, inform
the applicant in writing of his or her findings upon completion of the
review. The district attorney shall immediately send a release to the
appropriate board and the applicant, if any of the following
conditions are met:

(1) The applicant is found to be in compliance or negotiates an
agreement with the district attorney for a payment schedule on
arrearages or reimbursement.

(2) The applicant has submitted a request for review, but the
district attorney will be unable to complete the review and send
notice of his or her findings to the applicant within 75 days. This
paragraph applies only if the delay in completing the review process
is not the result of the applicant’s failure to act in a reasonable, timely,
and diligent manner upon receiving notice from the board that his
or her name is on the list.

(3) The applicant has filed and served a request for judicial review
pursuant to this section, but a resolution of that review will not be
made within 150 days of the date of service of notice pursuant to
subdivision (f). This paragraph applies only if the delay in completing
the judicial review process is not the result of the applicant’s failure
to act in a reasonable, timely, and diligent manner upon receiving the
district attorney’s notice of his or her findings.

(4) The applicant has obtained a judicial finding of compliance as
defined in this section.

(i) An applicant is required to act with diligence in responding to
notices from the board and the district attorney with the recognition
that the temporary license will lapse or the license suspension will go
into effect after 150 days and that the district attorney and, where
appropriate, the court must have time to act within that period. An
applicant’s delay in acting, without good cause, which directly results
in the inability of the district attorney to complete a review of the
applicant’s request or the court to hear the request for judicial review
within the 150-day period shall not constitute the diligence required
under this section which would justify the issuance of a release.

(j) Except as otherwise provided in this section, the district
attorney shall not issue a release if the applicant is not in compliance
with the judgment or order for support. The district attorney shall
notify the applicant in writing that the applicant may, by filing an
order to show cause or notice of motion, request any or all of the
following:
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(1) Judicial review of the district attorney’s decision not to issue
a release.

(2) A judicial determination of compliance.

(3) A modification of the support judgment or order.

The notice shall also contain the name and address of the court in
which the applicant shall file the order to show cause or notice of
motion and inform the applicant that his or her name shall remain
on the certified list if the applicant does not timely request judicial
review. The applicant shall comply with all statutes and rules of court
regarding orders to show cause and notices of motion.

Nothing in this section shall be deemed to limit an applicant from
filing an order to show cause or notice of motion to modify a support
judgment or order or to fix a payment schedule on arrearages
accruing under a support judgment or order or to obtain a court
finding of compliance with a judgment or order for support.

(k) The request for judicial review of the district attorney’s
decision shall state the grounds for which review is requested and
judicial review shall be limited to those stated grounds. The court
shall hold an evidentiary hearing within 20 calendar days of the filing
of the request for review. Judicial review of the district attorney’s
decision shall be limited to a determination of each of the following
issues:

(1) Whether there is a support judgment, order, or payment
schedule on arrearages or reimbursement.

(2) Whether the petitioner is the obligor covered by the support
judgment or order.

(3) Whether the support obligor is or is not in compliance with the
judgment or order of support.

(4) The extent to which the needs of the obligor, taking into
account the obligor’s payment history and the current circumstances
of both the obligor and the obligee, warrant a conditional release as
described in this subdivision.

The request for judicial review shall be served by the applicant
upon the district attorney who submitted the applicant’s name on the
certified list within seven calendar days of the filing of the petition.
The court has the authority to uphold the action, unconditionally
release the license, or conditionally release the license.

If the judicial review results in a finding by the court that the
obligor is in compliance with the judgment or order for support, the
district attorney shall immediately send a release in accordance with
subdivision (h) to the appropriate board and the applicant. If the
judicial review results in a finding by the court that the needs of the
obligor warrant a conditional release, the court shall make findings
of fact stating the basis for the release and the payment necessary to
satisfy the unrestricted issuance or renewal of the license without
prejudice to a later judicial determination of the amount of support
arrearages, including interest, and shall specify payment terms,
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compliance with which are necessary to allow the release to remain
in effect.

() The State Department of Social Services shall prescribe release
forms for use by district attorneys. When the obligor is in compliance,
the district attorney shall mail to the applicant and the appropriate
board a release stating that the applicant is in compliance. The
receipt of a release shall serve to notify the applicant and the board
that, for the purposes of this section, the applicant is in compliance
with the judgment or order for support.

If the district attorney determines subsequent to the issuance of a
release that the applicant is once again not in compliance with a
judgment or order for support, or with the terms of repayment as
described in this subdivision, the district attorney may notify the
board, the obligor, and the State Department of Social Services in a
format prescribed by the State Department of Social Services that
the obligor is not in compliance.

The State Department of Social Services may, when it is
economically feasible for the department and the boards to develop
an automated process for complying with this subdivision, notify the
boards in a manner prescribed by the department, that the obligor
is once again not in compliance. Upon receipt of this notice, the board
shall immediately notify the obligor on a form prescribed by the
department that the obligor’s license will be suspended on a specific
date, and this date shall be no longer than 30 days from the date the
form is mailed. The obligor shall be further notified that the license
will remain suspended until a new release is issued in accordance
with subdivision (h). Nothing in this section shall be deemed to limit
the obligor from seeking judicial review of suspension pursuant to the
procedures described in subdivision (k).

(m) The State Department of Social Services may enter into
interagency agreements with the state agencies that have
responsibility for the administration of boards necessary to
implement this section, to the extent that it is cost-effective to
implement this section. These agreements shall provide for the
receipt by the other state agencies and boards of federal funds to
cover that portion of costs allowable in federal law and regulation and
incurred by the state agencies and boards in implementing this
section. Notwithstanding any other provision of law, revenue
generated by a board or state agency shall be used to fund the
nonfederal share of costs incurred pursuant to this section. These
agreements shall provide that boards shall reimburse the State
Department of Social Services for the nonfederal share of costs
incurred by the department in implementing this section. The
boards shall reimburse the State Department of Social Services for
the nonfederal share of costs incurred pursuant to this section from
moneys collected from applicants and licensees.

(n) Notwithstanding any other provision of law, in order for the
boards subject to this section to be reimbursed for the costs incurred
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in administering its provisions, the boards may, with the approval of
the appropriate department director, levy on all licensees and
applicants a surcharge on any fee or fees collected pursuant to law,
or, alternatively, with the approval of the appropriate department
director, levy on the applicants or licensees named on a certified list
or supplemental list, a special fee.

(0) The process described in subdivision (h) shall constitute the
sole administrative remedy for contesting the issuance of a
temporary license or the denial or suspension of a license under this
section. The procedures specified in the administrative adjudication
provisions of the Administrative Procedure Act (Chapter 4.5
(commencing with Section 11400) and Chapter 5 (commencing with
Section 11500) of Part 1 of Division 3 of Title 2 of the Government
Code) shall not apply to the denial, suspension, or failure to issue or
renew a license or the issuance of a temporary license pursuant to this
section.

(p) In furtherance of the public policy of increasing child support
enforcement and collections, on or before November 1, 1995, the
State Department of Social Services shall make a report to the
Legislature and the Governor based on data collected by the boards
and the district attorneys in a format prescribed by the State
Department of Social Services. The report shall contain all of the
following:

(1) The number of delinquent obligors certified by district
attorneys under this section.

(2) The number of support obligors who also were applicants or
licensees subject to this section.

(3) The number of new licenses and renewals that were delayed,
temporary licenses issued, and licenses suspended subject to this
section and the number of new licenses and renewals granted and
licenses reinstated following board receipt of releases as provided by
subdivision (h) by May 1, 1995.

(4) The costs incurred in the implementation and enforcement of
this section.

(q) Any board receiving an inquiry as to the licensed status of an
applicant or licensee who has had a license denied or suspended
under this section or has been granted a temporary license under this
section shall respond only that the license was denied or suspended
or the temporary license was issued pursuant to this section.
Information collected pursuant to this section by any state agency,
board, or department shall be subject to the Information Practices
Act of 1977 (Chapter 1 (commencing with Section 1798) of Title 1.8
of Part 4 of Division 3 of the Civil Code).

(r) Any rules and regulations issued pursuant to this section by any
state agency, board, or department may be adopted as emergency
regulations in accordance with the rulemaking provisions of the
Administrative Procedure Act (Chapter 3.5 (commencing with
Section 11340) of Part 1 of Division 3 of Title 2 of the Government
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Code). The adoption of these regulations shall be deemed an
emergency and necessary for the immediate preservation of the
public peace, health, and safety, or general welfare. The regulations
shall become effective immediately upon filing with the Secretary of
State.

(s) The State Department of Social Services and boards, as
appropriate, shall adopt regulations necessary to implement this
section.

(t) The Judicial Council shall develop the forms necessary to
implement this section, except as provided in subdivisions (f) and
o).
(u) The release or other use of information received by a board
pursuant to this section, except as authorized by this section, is
punishable as a misdemeanor.

(v) The State Board of Equalization shall enter into interagency
agreements with the State Department of Social Services and the
Franchise Tax Board that will require the State Department of Social
Services and the Franchise Tax Board to maximize the use of
information collected by the State Board of Equalization, for child
support enforcement purposes, to the extent it is cost-effective and
permitted by the Revenue and Taxation Code.

(w) The suspension or revocation of any driver’s license,
including a commercial driver’s license, under this section shall not
subject the licensee to vehicle impoundment pursuant to Section
14602.6 of the Vehicle Code.

(x) If any provision of this section or the application thereof to any
person or circumstance is held invalid, that invalidity shall not affect
other provisions or applications of this section which can be given
effect without the invalid provision or application, and to this end the
provisions of this section are severable.

(y) All rights to administrative and judicial review afforded by this
section to an applicant shall also be afforded to a licensee.

SEC. 51. Section 11350.7 of the Welfare and Institutions Code is
amended to read:

11350.7. (a) Notwithstanding any other provision of law, if any
support obligor is delinquent in the payment of support for at least
30 days and the district attorney is enforcing the support obligation
pursuant to Section 11475.1, the district attorney may collect the
delinquency or enforce any lien by levy served on all persons having
in their possession, or who will have in their possession or under their
control, any credits or personal property belonging to the delinquent
support obligor, or who owe any debt to the obligor at the time they
receive the notice of levy.

(b) A levy may be issued by a district attorney for a support
obligation which accrued under a court order or judgment if the
obligor had notice of the accrued support arrearage as provided in
this section, and did not make a timely request for review.



3740 STATUTES OF 1997 [ Ch. 599 ]

(c) The notice requirement shall be satisfied by the district
attorney sending a statement of support arrearages to the obligor at
the obligor’s last known address by first-class mail, postage prepaid.
The notice shall advise the obligor of the amount of the support
arrearage. The notice shall advise the obligor that the obligor may
have the arrearage determination reviewed by administrative
procedures and state how such a review may be obtained. The notice
shall also advise the obligor of his or her right to seek a judicial
determination of arrearages pursuant to Section 11350.8 and shall
include a form to be filed with the court to request a judicial
determination of arrearages. If the obligor requests an administrative
review of the arrearage determination within 20 days from the date
the notice was mailed to the obligor, the district attorney shall review
the assessment or determination and shall not issue the levy for a
disputed amount of support until the administrative review
procedure is completed.

(d) If the obligor requests a judicial determination of the
arrearages within 20 days from the date the notice was mailed to the
obligor, the district attorney shall not issue the levy for a disputed
amount of support until the judicial determination is complete.

(e) Any person upon whom a levy has been served having in his
or her possession or under his or her control any credits or personal
property belonging to the delinquent support obligor or owing any
debts to the delinquent support obligor at the time of receipt of the
levy or coming into his or her possession or under his or her control
within one year of receipt of the notice of levy, shall surrender the
credits or personal property to the district attorney or pay to the
district attorney the amount of any debt owing the delinquent
support obligor within 10 days of service of the levy, and shall
surrender the credits or personal property, or the amount of any debt
owing to the delinquent support obligor coming into his or her own
possession or control within one year of receipt of the notice of levy
within 10 days of the date of coming into possession or control of the
credits or personal property or the amount of any debt owing to the
delinquent support obligor.

(f) Any person who surrenders any credits or personal property
or pays the debts owing the delinquent support obligor to the district
attorney pursuant to this section shall be discharged from any
obligation or liability to the delinquent support obligor to the extent
of the amount paid to the district attorney as a result of the levy.

(g) If the levy is made on a deposit or credits or personal property
in the possession or under the control of a bank, savings and loan
association, or other financial institution as defined by Section
669A(d)(1) of Title 42 of the United States Code, the notice of levy
may be delivered or mailed to a centralized location designated by
the bank, savings and loan association, or other financial institution
pursuant to Section 689.040 of the Code of Civil Procedure.



[ Ch. 599 ] STATUTES OF 1997 3741

(h) Any person who is served with a levy pursuant to this section
and who fails or refuses to surrender any credits or other personal
property or pay any debts owing to the delinquent support obligor
shall be liable in his or her own person or estate to the district attorney
in an amount equal to the value of the credits or other personal
property or in the amount of the levy, up to the amount specified in
the levy.

(i) If any amount required to be paid pursuant to a levy under this
section is not paid when due, the district attorney may issue a warrant
for enforcement of any lien and for the collection of any amount
required to be paid to the district attorney under this section. The
warrant shall be directed to any sheriff, constable, marshal, or the
Department of the California Highway Patrol and shall have the
same force and effect as a writ of execution. The warrant shall be
levied and sale made pursuant to it in the manner and with the same
force and effect as a levy and sale pursuant to a writ of execution. The
district attorney may pay or advance to the levying officer the same
fees, commissions, and expenses for his or her services under this
section as are provided by law for similar services pursuant to a writ
of execution, except for those fees and expenses for which the district
attorney is exempt by law from paying. The district attorney, and not
the court, shall approve the fees for publication in a newspaper.

(j) The fees, commissions, expenses, and the reasonable costs
associated with the sale of property levied upon by warrant or levy
pursuant to this section, including, but not limited to, appraisers’ fees,
auctioneers’ fees, and advertising fees are an obligation of the support
obligor and may be collected from the obligor by virtue of the
warrant or levy or in any other manner as though these items were
support payments delinquent for at least 30 days.

SEC. 52. Section 11352 of the Welfare and Institutions Code is
amended to read:

11352. In any action or judgment brought or obtained pursuant
to Section 11350, 11350.1, 11475.1, or 11476.1, a supplemental
complaint may be filed, pursuant to Section 464 of the Code of Civil
Procedure and Section 2330.1 of the Family Code, either before or
after a final judgment, seeking a judgment or order of paternity or
support for a child of the mother and father of the child whose
paternity and support are already in issue before the court. A
supplemental judgment entered in such proceedings shall include,
when appropriate and requested in the supplemental complaint, an
order establishing or modifying support for all children named in the
original or supplemental actions in conformity with the statewide
uniform guideline for child support. A supplemental complaint for
paternity or support of children may be filed without leave of court
either before or after final judgment in the underlying action. Service
of the supplemental summons and complaint shall be made in the
manner provided for the initial service of a summons by the Code of
Civil Procedure.
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SEC. 53. Section 11356 of the Welfare and Institutions Code, as
amended by Section 3 of Chapter 14 of the Statutes of 1997, is
amended to read:

11356. (a) In any action filed by the district attorney pursuant to
Section 11350, 11350.1, or 11475.1, the court may, on any terms that
may be just, relieve the defendant from that part of the judgment or
order concerning the amount of child support to be paid. This relief
may be granted after the six-month time limit of Section 473 of the
Code of Civil Procedure has elapsed, based on the grounds, and
within the time limits, specified in this section.

(b) This section shall apply only to judgments or orders for
support that were based upon presumed income as specified in
subdivision (c) of Section 11475.1 and that were entered after the
entry of the default of the defendant under Section 11355. This
section shall apply only to the amount of support ordered and not that
portion of the judgment or order concerning the determination of
parentage.

(c) The court may set aside the child support order contained in
a judgment described in subdivision (b) if the defendant’s income
was substantially different for the period of time during which the
judgment was effective compared with the income defendant was
presumed to have. A “substantial difference” means that amount of
income that would result in an order for support that deviates from
the order entered by default by 20 percent or more. If the difference
between the defendant’s actual income and the presumed income
would result in an order for support that deviates from the order
entered by default by less than 20 percent, the court may set aside
the child support order only if the court states in writing or on the
record that the defendant is experiencing an extreme financial
hardship due to the circumstances enumerated in Section 4071 of the
Family Code and that a set aside of the default judgment is necessary
to accommodate those circumstances.

(d) Application for relief under this section shall be accompanied
by a copy of the answer or other pleading proposed to be filed
together with an income and expense declaration or simplified
financial statement and tax returns for any relevant years. The
Judicial Council may combine the application for relief under this
section and the proposed answer into a single form.

(e) The burden of proving that the actual income of the defendant
deviated substantially from the presumed income shall be on the
defendant.

(f) A motion for relief under this section shall be filed within 90
days of the first collection of money by the district attorney or the
obligee. The 90-day time period shall run from the date that the
district attorney receives the first collection or from the date that the
defendant is served with notice of the collection, whichever date
occurs first. If service of the notice is by mail, the date of service shall
be as specified in Section 1013 of the Code of Civil Procedure.
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(g) In all proceedings under this section, before granting relief,
the court shall consider the amount of time that has passed since the
entry of the order, the circumstances surrounding the defendant’s
default, the relative hardship on the child or children to whom the
duty of support is owed, the caretaker parent, and the defendant, and
other equitable factors that the court deems appropriate.

(h) If the court grants the relief requested, the court shall issue a
new child support order using the appropriate child support
guidelines currently in effect. The new order shall have the same
commencement date as the order set aside.

SEC. 54. Section 11475.15 is added to the Welfare and Institutions
Code, to read:

11475.15. (a) The district attorney may refer child support
obligations that are not delinquent, or past due amounts, to the
Franchise Tax Board pursuant to Section 19271.5 of the Revenue and
Taxation Code.

(b) The district attorney is the public agency responsible for
administering wage withholding for the purposes of Title IV-D of the
Social Security Act (42 U.S.C. Sec. 651 et seq.). To enhance child
support enforcement, the district attorney may delegate this
responsibility to the Franchise Tax Board for purposes of collecting
child support payments that are not delinquent, or past due amounts,
as authorized under subdivision (a) of Section 19271.5 of the Revenue
and Taxation Code.

Nothing in this section shall limit the authority of the district
attorney granted by other sections of this code or otherwise granted
by law, except to the extent that the law is inconsistent with the
authority to refer child support accounts to the Franchise Tax Board
for collection pursuant to Section 19271.5 of the Revenue and
Taxation Code.

SEC. 55. Section 11478 of the Welfare and Institutions Code is
amended to read:

11478. (a) All state, county, and local agencies shall cooperate
with the district attorney (1) in carrying out Chapter 8 (commencing
with Section 3130) of Part 2 of Division 8 of the Family Code
concerning the location, seizure, and recovery of abducted,
concealed, or detained minor children, (2) in the enforcement of any
child support obligation or to the extent required under the state plan
under Section 11475.2 of this code, Chapter 6 (commencing with
Section 4800) of Part 5 of Division 9 of the Family Code, and Section
270 of the Penal Code, and (3) the enforcement of spousal support
orders and in the location of parents or putative parents. This
subdivision applies irrespective of whether the children are or are
not receiving aid to families with dependent children.

(b) On request, all state, county, and local agencies shall supply
the district attorney of any county in this state or the California
Parent Locator Service with all information on hand relative to the
location, income, or property of any parents, putative parents,



3744 STATUTES OF 1997 [ Ch. 599 ]

spouses, or former spouses, notwithstanding any other provision of
law making the information confidential, and with all information on
hand relative to the location and prosecution of any person who has,
by means of false statement or representation or by impersonation
or other fraudulent device, obtained aid for a child under this
chapter.

(c) The State Department of Social Services’ Statewide
Automated Child Support System, or its replacement, shall be
entitled to the same cooperation and information provided to the
California Parent Locator Service, to the extent allowed by law. The
Statewide Automated Child Support System, or its replacement, shall
be allowed access to criminal offender record information only to the
extent that access is allowed by law.

(d) Information exchanged between the California Parent
Locator Service or the Statewide Automated Child Support System,
or its replacement, and state, county, or local agencies as specified in
Section 666(c)(1)(D) of Title 42 of the United States Code shall be
through automated processes to the maximum extent feasible.

SEC. 56. Section 11478.1 of the Welfare and Institutions Code is
amended to read:

11478.1. (a) It is the intent of the Legislature to protect
individual rights of privacy, and to facilitate and enhance the
effectiveness of the child and spousal support enforcement program,
by ensuring the confidentiality of support enforcement and child
abduction records, and to thereby encourage the full and frank
disclosure of information relevant to all of the following:

(1) The establishment or maintenance of parent and child
relationships and support obligations.

(2) The enforcement of the child support liability of absent
parents.

(3) The enforcement of spousal support liability of the spouse or
former spouse to the extent required by the state plan under Section
11475.2 of this code and Chapter 6 (commencing with Section 4800)
of Part 5 of Division 9 of the Family Code.

(4) The location of absent parents.

(5) The location of parents and children abducted, concealed, or
detained by them.

(b) (1) Except as provided in subdivision (c), all files,
applications, papers, documents, and records established or
maintained by any public entity pursuant to the administration and
implementation of the child and spousal support enforcement
program established pursuant to Part D (commencing with Section
651) of Subchapter IV of Chapter 7 of Title 42 of the United States
Code and this article, shall be confidential, and shall not be open to
examination or released for disclosure for any purpose not directly
connected with the administration of the child and spousal support
enforcement program. No public entity shall disclose any file,
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application, paper, document, or record, or the information
contained therein, except as expressly authorized by this section.

(2) In no case shall information be released or the whereabouts of
one party disclosed to another party, or to the attorney of any other
party, if a protective order has been issued by a court or
administrative agency with respect to the former party, a good cause
claim under Section 11477.04 has been approved or is pending, or the
public agency responsible for establishing paternity or enforcing
support has reason to believe that the release of the information may
result in physical or emotional harm to the former party.

(3) Notwithstanding any other provision of law, a proof of service
filed by the district attorney shall not disclose the address where
service of process was accomplished. Instead, the district attorney
shall keep the address in his or her own records. The proof of service
shall specify that the address is on record at the district attorney’s
office and that the address may be released only upon an order from
the court pursuant to paragraph (6) of subdivision (c).

(c) Disclosure of the information described in subdivision (b) is
authorized as follows:

(1) All files, applications, papers, documents and records as
described in subdivision (b) shall be available and may be used by a
public entity for all administrative, civil, or criminal investigations,
actions, proceedings, or prosecutions conducted in connection with
the administration of the child and spousal support enforcement
program approved under Part D (commencing with Section 651) of
Subchapter IV of Chapter 7 of Title 42 of the United States Code, and
any other plan or program described in Section 303.21 of Title 45 of
the Code of Federal Regulations.

(2) A document requested by a person who wrote, prepared, or
furnished the document may be examined by or disclosed to that
person or his or her designee.

(3) The payment history of an obligor pursuant to a support order
may be examined by or released to the court, the obligor, or the
person on whose behalf enforcement actions are being taken or that
person’s designee.

(4) Income and expense information of either parent may be
released to the other parent for the purpose of establishing or
modifying a support order.

(5) Public records subject to disclosure under the Public Records
Act (Chapter 3.5 (commencing with Section 6250) of Division 7 of
the Government Code) may be released.

(6) After a noticed motion and a finding by the court, in a case in
which establishment or enforcement actions are being taken, that
release or disclosure to the obligor or obligee is required by due
process of law, the court may order a public entity that possesses an
application, paper, document, or record as described in subdivision
(b) to make that item available to the obligor or obligee for
examination or copying, or to disclose to the obligor or obligee the
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contents of that item. Article 9 (commencing with Section 1040) of
Chapter 4 of Division 3 of the Evidence Code shall not be applicable
to proceedings under this part. At any hearing of a motion filed
pursuant to this section, the court shall inquire of the district attorney
and the parties appearing at the hearing if there is reason to believe
that release of the requested information may result in physical or
emotional harm to a party. If the court determines that harm may
occur, the court shall issue any protective orders or injunctive orders
restricting the use and disclosure of the information as are necessary
to protect the individuals.

(7) To the extent not prohibited by federal law or regulation,
information indicating the existence or imminent threat of a crime
against a minor child, or location of a concealed, detained, or
abducted child or the location of the concealing, detaining, or
abducting person, may be disclosed to any district attorney, any
appropriate law enforcement agency, or to any state or county child
protective agency, or may be used in any judicial proceedings to
prosecute that crime or to protect the child.

(8) The social security number, most recent address, and the place
of employment of the absent parent may be released to an authorized
person as defined in Section 653(c) of Title 42 of the United States
Code, only if the authorized person has filed a request for the
information, and only if the information has been provided to the
California Parent Locator Service by the federal Parent Locator
Service pursuant to Section 653 of Title 42 of the United States Code.

(d) (1) “Administration and implementation of the child and
spousal support enforcement program,” as used in this section, means
the carrying out of the state and local plans for establishing,
modifying, and enforcing child support obligations, enforcing spousal
support orders, and determining paternity pursuant to Part D
(commencing with Section 651) of Subchapter IV of Chapter 7 of
Title 42 of the United States Code and this article.

(2) For purposes of this section, “obligor” means any person
owing a duty of support.

(3) As used in this chapter, “putative parent” shall refer to any
person reasonably believed to be the parent of a child for whom the
district attorney is attempting to establish paternity or establish,
modify, or enforce support pursuant to Section 11475.1.

(e) Any person who willfully, knowingly, and intentionally
violates this section is guilty of a misdemeanor.

(f) Nothing in this section shall be construed to compel the
disclosure of information relating to a deserting parent who is a
recipient of aid under a public assistance program for which federal
aid is paid to this state, if that information is required to be kept
confidential by the federal law or regulations relating to the program.

SEC. 57. Section 11478.2 of the Welfare and Institutions Code is
amended to read:
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11478.2. (a) In all actions involving paternity or support,
including, but not limited to, proceedings under the Family Code,
and under this division, the district attorney and Attorney General
represent the public interest in establishing, modifying, and
enforcing support obligations. No attorney-client relationship shall
be deemed to have been created between the district attorney or
Attorney General and any person by virtue of the action of the
district attorney or the Attorney General in carrying out these
statutory duties.

(b) The provisions of subdivision (a) are declarative of existing
law.

(c) In all requests for services of the district attorney or Attorney
General pursuant to Section 11475.1 relating to actions involving
paternity or support, not later than the same day an individual makes
a request for these services in person, and not later than five working
days after either (1) a case is referred for services from the county
welfare department, (2) receipt of a request by mail for an
application for services, or (3) an individual makes a request for
services by telephone, the district attorney or Attorney General shall
give notice to the individual requesting services or on whose behalf
services have been requested that the district attorney or Attorney
General does not represent the individual or the children who are the
subject of the case, that no attorney-client relationship exists between
the district attorney or Attorney General and those persons, and that
no such representation or relationship shall arise if the district
attorney or Attorney General provides the services requested. Notice
shall be in bold print and in plain English and shall be translated into
the language understandable by the recipient when reasonable. The
notice shall include the advice that the absence of an attorney-client
relationship means that communications from the recipient are not
privileged and that the district attorney or Attorney General may
provide support enforcement services to the other parent in the
future.

(d) The district attorney or Attorney General shall give the notice
required pursuant to subdivision (c) to all recipients of services
under Section 11475.1 who have not otherwise been provided that
notice, not later than the date of the next annual notice required
under Section 11476.2. This notice shall include notification to the
recipient of services under Section 11475.1 that the recipient may
inspect the clerk’s file at the county clerk’s office, and that, upon
request, the district attorney, or, if appropriate, the Attorney
General, will furnish a copy of the most recent order entered in the
case.

(e) The district attorney, or, if appropriate, the Attorney General,
shall serve a copy of the complaint for paternity or support, or both
on recipients of support services under Section 11475.1, as specified
in paragraph (2) of subdivision (e) of Section 11350.1. A notice shall
accompany the complaint which informs the recipient that the
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district attorney or Attorney General may enter into a stipulated
order resolving the complaint, and that if the recipient wishes to
assist the prosecuting attorney, he or she should send all information
on the noncustodial parent’s earnings and assets to the prosecuting
attorney.

(f) (1) The district attorney or Attorney General shall provide
written notice to recipients of services under Section 11475.1 of the
initial date and time, and purpose of every hearing in a civil action
for paternity or support. The notice shall include the following
language:

IMPORTANT NOTICE

It may be important that you attend the hearing. The district
attorney does not represent you or your children. You may have
information about the noncustodial parent, such as information
about his or her income or assets, or your need for support that will
not be presented to the court unless you attend the hearing. You
have the right to be heard in court and tell the court what you think
the court should do with the child support order.

If you have a court order for support that arose as part of your
divorce, this hearing could change your rights or your children’s
rights to support. You have the right to attend the hearing and, the
right, to be heard.

If you would like to attend the hearing and be told about any

changes to the hearing date or time, notify this office by
The district attorney or Attorney General will

then have to tell you about any changes to the hearing date or time.

(2) The notice shall state the purpose of the hearing or be attached
to the motion or other pleading which caused the hearing to be
scheduled.

(3) The notice shall be provided separate from all other material
and shall be in at least 14-point type. The failure of the district
attorney or Attorney General to comply with this subdivision shall
not affect the validity of any order.

(4) The notice shall be provided not later than seven calendar
days prior to the hearing, or, if the district attorney or Attorney
General receives notice of the hearing less than seven days prior to
the hearing, within two days of the receipt by the district attorney or
Attorney General of the notice of the hearing.

(5) The district attorney or Attorney General shall, in order to
implement this subdivision, make reasonable efforts to ensure that
the district attorney or Attorney General has current addresses for
recipients of support enforcement services.
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(g) The district attorney or Attorney General shall give notice to
recipients of services under Section 11475.1 of every order obtained
by the district attorney or Attorney General that establishes or
modifies the support obligation for the recipient or the children who
are the subject of the order, by sending a copy of the order to the
recipient. The notice shall be made within 30 calendar days after the
order has been filed. The district attorney or Attorney General shall
also give notice to these recipients of every order obtained in any
other jurisdiction, that establishes or modifies the support obligation
for the recipient or the children who are the subject of the order, and
which is received by the district attorney or Attorney General, by
sending a copy of the order to the recipient within the timeframe
specified by federal law after the district attorney or Attorney
General has received a copy of the order. In any action enforced
under Chapter 6 (commencing with Section 4800) of Part 5 of
Division 9 of the Family Code, the notice shall be made in compliance
with the requirements of that chapter. The failure of the district
attorney or Attorney General to comply with this subdivision shall
not affect the validity of any order.

(h) The district attorney or Attorney General shall give notice to
the noncustodial parent against whom a civil action is filed that the
district attorney or Attorney General is not the attorney representing
any individual, including, but not limited to, the custodial parent, the
child, or the noncustodial parent.

(i) Nothing in this section shall be construed to preclude any
person who is receiving services under Section 11475.1 from filing
and prosecuting an independent action to establish, modify, and
enforce an order for current support on behalf of himself or herself
or a child if that person is not receiving public assistance.

(j) A person who is receiving services under Section 11475.1 but
who is not currently receiving public assistance on his or her own
behalf or on behalf of a child shall be asked to execute, or consent to,
any stipulation establishing or modifying a support order in any
action in which that person is named as a party, before the stipulation
is filed. The district attorney or Attorney General shall not submit to
the court for approval a stipulation to establish or modify a support
order in such an action without first obtaining the signatures of all
parties to the action, their attorneys of record, or persons authorized
to act on their behalf.

(k) The district attorney or Attorney General shall not enter into
a stipulation which reduces the amount of past due support, including
interest and penalties accrued pursuant to an order of current
support, on behalf of a person who is receiving support enforcement
services under Section 11475.1 and who is owed support arrearages
that exceed unreimbursed public assistance paid to the recipient of
the support enforcement services, without first obtaining the consent
of the person who is receiving services under Section 11475.1 on his
or her own behalf or on behalf of the child.
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(/) The notices required in this section shall be provided in the
following manner:

(1) In all cases in which the person receiving services under
Section 11475.1 resides in California, notice shall be provided by
mailing the item by first-class mail to the last known address of, or
personally delivering the item to, that person.

(2) In all actions enforced under Chapter 6 (commencing with
Section 4800) of Part 5 of Division 9 of the Family Code, unless
otherwise specified, notice shall be provided by mailing the item by
first-class mail to the initiating court.

(m) Notwithstanding any other provision of this section, the
notices provided for pursuant to subdivisions (¢) to (g), inclusive,
shall not be required in foster care cases.

SEC. 58. Section 11478.5 of the Welfare and Institutions Code is
amended to read:

11478.5. (a) There is in the Department of Justice the California
Parent Locator Service and Central Registry which shall collect and
disseminate all of the following, with respect to any parent, putative
parent, spouse, or former spouse:

(1) The full and true name of the parent together with any known
aliases.

(2) Date and place of birth.

(3) Physical description.

(4) Social security number.

(5) Employment history and earnings.

(6) Military status and Veterans Administration or military service
serial number.

(7) Last known address, telephone number, and date thereof.

(8) Driver’s license number, driving record, and vehicle
registration information.

(9) Criminal, licensing, and applicant records and information.

(10) (A) Any additional location, asset, and income information,
including income tax return information obtained pursuant to
Section 19285.1 of the Revenue and Taxation Code, and the address,
telephone number, and social security information obtained from a
public utility or cable television corporation that may be of assistance
in locating the parent, putative parent, abducting, concealing, or
detaining parent, spouse, or former spouse, in establishing a parent
and child relationship, in enforcing the child support liability of the
absent parent, or enforcing the spousal support liability of the spouse
or former spouse to the extent required by the state plan pursuant
to Section 11475.2.

(B) For purposes of this subdivision “income tax return
information” means all of the following regarding the taxpayer:

(i) Assets.

(ii) Credits.

(iii) Deductions.

(iv) Exemptions.
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(v) Identity.

(vi) Liabilities.

(vii) Nature, source, and amount of income.

(viii) Net worth.

(ix) Payments.

(x) Receipts.

(xi) Address.

(xii) Social security number.

(b) To effectuate the purposes of this section, the Statewide
Automated Child Support System, or its replacement, the California
Parent Locator Service and Central Registry, and the Franchise Tax
Board shall utilize the federal Parent Locator Service to the extent
necessary, and may request and shall receive from all departments,
boards, bureaus, or other agencies of the state, or any of its political
subdivisions, and those entities shall provide, that assistance and data
which will enable the State Department of Social Services, the
Department of Justice, and other public agencies to carry out their
powers and duties to locate parents, spouses, and former spouses, and
to identify their assets, to establish parent-child relationships, and to
enforce liability for child or spousal support, and for any other
obligations incurred on behalf of children, and shall also provide that
information to any district attorney in fulfilling the duties prescribed
in Section 270 of the Penal Code, and in Chapter 8 (commencing with
Section 3130) of Part 2 of Division 8 of the Family Code, relating to
abducted, concealed, or detained children. The State Department of
Social Services’ Statewide Automated Child Support System, or its
replacement, shall be entitled to the same cooperation and
information as the California Parent Locator Service, to the extent
allowed by law. The Statewide Automated Child Support System, or
its replacement, shall be allowed access to criminal record
information only to the extent that access is allowed by state and
federal law.

(c) (1) To effectuate the purposes of this section, and
notwithstanding any other provision of California law, regulation, or
tariff, and to the extent permitted by federal law, the California
Parent Locator Service and Central Registry and the Statewide
Automated Child Support System, or its replacement, may request
and shall receive from public utilities, as defined in Section 216 of the
Public Utilities Code, and cable television corporations, as defined in
Section 215.5, customer service information, including the full name,
address, telephone number, date of birth, employer name and
address, and social security number of customers of the public utility
or the cable television corporation, to the extent that this information
is stored within the computer data base of the public utility or the
cable television corporation.

(2) In order to protect the privacy of utility and cable television
customers, a request to a public utility or cable television corporation
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for customer service information pursuant to this section shall meet
the following requirements:

(A) Be submitted to the public utility or cable television
corporation in writing, on a transmittal document prepared by the
California Parent Locator Service and Central Registry or the
Statewide Automated Child Support System, or its replacement, and
approved by all of the public utilities and cable television
corporations. The transmittal shall be deemed to be an
administrative subpoena for customer service information.

(B) Have the signature of a representative authorized by the
California Parent Locator Service and Central Registry or the
Statewide Automated Child Support System, or its replacement.

(C) Contain at least three of the following data elements
regarding the person sought:

(i) First and last name, and middle initial, if known.

(ii) Social security number.

(iii) Driver’s license number.

(iv) Birth date.

(v) Last known address.

(vi) Spouse’s name.

(D) The California Parent Locator Service and Central Registry
and the Statewide Automated Child Support System, or its
replacement, shall ensure that each public utility and cable television
corporation has at all times a current list of the names of persons
authorized to request customer service information.

(E) The California Statewide Automated Child Support System,
or its replacement, and the California Parent Locator Service and
Central Registry shall ensure that customer service information
supplied by a public utility or cable television corporation is
applicable to the person who is being sought before releasing the
information pursuant to subdivision (d).

(3) The public utility or cable television corporation may charge
a fee to the California Parent Locator Service and Central Registry
or the Statewide Automated Child Support System, or its
replacement, for each search performed pursuant to this subdivision
to cover the actual costs to the public utility or cable television
corporation for providing this information.

(4) No public utility or cable television corporation, or official or
employee thereof, shall be subject to criminal or civil liability for the
release of customer service information as authorized by this
subdivision.

(d) Notwithstanding Section 14202 of the Penal Code, any records
established pursuant to this section shall be disseminated only to the
Department of Justice, the Statewide Automated Child Support
System or its replacement, the California Parent Locator Service and
Central Registry, the parent locator services and central registries of
other states as defined by federal statutes and regulations, a district
attorney of any county in this state, the federal Parent Locator
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Service, and official child support enforcement agencies. The State
Department of Social Services’ Statewide Automated Child Support
Enforcement System, or its replacement, shall be allowed access to
criminal offender record information only to the extent that access
is allowed by law.

(e) (1) At no time shall any information received by the
California Parent Locator Service and Central Registry or by the
Statewide Automated Child Support System, or its replacement, be
disclosed to any person, agency, or other entity, other than those
persons, agencies, and entities specified pursuant to Section 11478,
this section, or any other provision of law.

(2) This subdivision shall not otherwise affect discovery between
parties in any action to establish, modify, or enforce child, family, or
spousal support, that relates to custody or visitation.

(f) (1) The Department of Justice, in consultation with the State
Department of Social Services, shall promulgate rules and
regulations to facilitate maximum and efficient use of the California
Parent Locator Service and Central Registry.

(2) The State Department of Social Services, the Public Ultilities
Commission, and the cable television corporations shall develop
procedures for obtaining the information described in subdivision
(c) from public utilities, and for compensating the public utilities and
cable television corporations for providing that information.

(g) The California Parent Locator Service and Central Registry
may charge a fee not to exceed eighteen dollars ($18) for any service
it provides pursuant to this section that is not performed or funded
pursuant to Part D (commencing with Section 651) of Subchapter IV
of Chapter 7 of Title 42 of the United States Code.

(h) This section shall be construed in a manner consistent with the
other provisions of this article.

SEC. 59. Section 11478.51 of the Welfare and Institutions Code is
amended to read:

11478.51. The Employment Development Department shall,
when requested by the State Department of Social Services, the
Franchise Tax Board for purposes of administering Article 5
(commencing with Section 19271) of Chapter 5 of Part 10.2 of
Division 2 of the Revenue and Taxation Code, the federal Parent
Locator Service, or the California Parent Locator Service, provide
access to information collected pursuant to Section 1088.5 of the
Unemployment Insurance Code to the requesting department or
agency for purposes of administering the child support enforcement
program, and for purposes of verifying employment of applicants
and recipients of aid under this chapter or food stamps under
Chapter 10 (commencing with Section 18900) of Part 6.

SEC. 60. Section 11478.8 of the Welfare and Institutions Code is
amended to read:

11478.8. (a) Upon receipt of a written request from a district
attorney enforcing the obligation of parents to support their children
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pursuant to Section 11475.1, or from an agency of another state
enforcing support obligations pursuant to Section 654 of Title 42 of
the United States Code, every employer, as specified in Section 5210
of the Family Code, and every labor organization shall cooperate
with and provide relevant employment and income information
which they have in their possession to the district attorney or other
requesting agency for the purpose of establishing, modifying, or
enforcing the support obligation. No employer or labor organization
shall incur any liability for providing this information to the district
attorney or other requesting agency.

Relevant employment and income information shall include, but
not be limited to, all of the following:

(1) Whether a named person has or has not been employed by an
employer or whether a named person has or has not been employed
to the knowledge of the labor organization.

(2) The full name of the employee or member or the first and
middle initial and last name of the employee or member.

(3) The employee’s or member’s last known residence address.

(4) The employee’s or member’s date of birth.

(5) The employee’s or member’s social security number.

(6) The dates of employment.

(7) All earnings paid to the employee or member and reported as
W-2 compensation in the prior tax year and the employee’s or
member’s current basic rate of pay.

(8) Other earnings, as specified in Section 5206 of the Family
Code, paid to the employee or member.

(9) Whether dependent health insurance coverage is available to
the employee through employment or membership in the labor
organization.

The district attorney or other agency shall notify the employer and
labor organization of the district attorney case file number in making
a request pursuant to this section. The written request shall include
at least three of the following elements regarding the person who is
the subject of the inquiry: (A) first and last name and middle initial,
if known; (B) social security number; (C) driver’s license number;
(D) birth date; (E) last known address; or (F) spouse’s name.

The district attorney or other requesting agency shall send a notice
that a request for this information has been made to the last known
address of the person who is the subject of the inquiry.

(b) An employer or labor organization which fails to provide
relevant employment information to the district attorney or other
requesting agency within 30 days of receiving a request pursuant to
subdivision (a) may be assessed a civil penalty of a maximum of one
thousand dollars ($1,000), plus attorneys’ fees and costs. Proceedings
to impose the civil penalty shall be commenced by the filing and
service of an order to show cause.

(c) “Labor organization,” for the purposes of this section means
a labor organization as defined in Section 1117 of the Labor Code or
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any related benefit trust fund covered under the federal Employee
Retirement Income Security Act of 1974 (Chapter 18 (commencing
with Section 1001) of Title 29 of the United States Code).

(d) Any reference to the district attorney in this section shall
apply only when the district attorney is otherwise ordered or
required to act pursuant to existing law. Nothing in this section shall
be deemed to mandate additional enforcement or collection duties
upon the district attorney beyond those imposed under existing law
on the effective date of this section.

SEC. 61. Section 11478.9 is added to the Welfare and Institutions
Code, to read:

11478.9. (a) It is the intent of the Legislature to protect
individual rights of privacy, and to facilitate and enhance the
effectiveness of the child abduction and recovery programs, by
ensuring the confidentiality of child abduction records, and to
thereby encourage the full and frank disclosure of information
relevant to all of the following:

(1) The establishment or maintenance of parent and child
relationships and support obligations.

(2) The enforcement of the child support liability of absent
parents.

(3) The enforcement of spousal support liability of the spouse or
former spouse to the extent required by the state plan under Section
11475.2 of this code and Chapter 6 (commencing with Section 4800)
of Part 5 of Division 9 of the Family Code.

(4) The location of absent parents.

(5) The location of parents and children abducted, concealed, or
detained by them.

(b) (1) Except as provided in this subdivision, all files,
applications, papers, documents, and records, established or
maintained by any public entity for the purpose of locating an
abducted child, locating a person who has abducted a child, or
prosecution of a person who has abducted a child shall be
confidential, and shall not be open to examination or released for
disclosure for any purpose not directly connected with locating or
recovering the abducted child or abducting person or prosecution of
the abducting person.

(2) Except as provided in subdivision (c), no public entity shall
disclose any file, application, paper document, or record described
in this section, or the information contained therein.

(c) (1) All files, application, papers, documents, and records as
described in subdivision (b) shall be available and may be used by a
public entity for all administrative, civil, or criminal investigations,
actions, proceedings, or prosecution conducted in connection with
the child abduction or prosecution of the abducting person.

(2) A document requested by a person who wrote, prepared, or
furnished the document may be examined by or disclosed to that
person or his or her designee.
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(3) Public records subject to disclosure under Chapter 3.5
(commencing with Section 6250) of Division 7 of Title 1 of the
Government Code may be released.

(4) After a noticed motion and a finding by the court, in a case in
which child recovery or abduction prosecution actions are being
taken, that release or disclosure is required by due process of law, the
court may order a public entity that possesses an application, paper,
document, or record described in this subdivision to make that item
available to the defendant or other party for examination or copying,
or to disclose to an appropriate person the contents of that item.
Article 9 (commencing with Section 1040) of Chapter 4 of Division
8 of the Evidence Code shall not be applicable to proceedings under
this part.

(5) To the extent not prohibited by federal law or regulation,
information indicating the existence or imminent threat of a crime
against a minor child, or location of a concealed or abducted child or
the location of the concealing or abducting person, may be disclosed
to any appropriate law enforcement agency, or to any state or county
child protective agency, or may be used in any judicial proceedings
to prosecute that crime or to protect the child.

(6) Information may be released to any state or local agency for
the purposes connected with establishing, modifying, and enforcing
child support obligations, enforcing spousal support orders, and
determining paternity as required by Part D (commencing with
Section 651) of Subchapter IV of Chapter 7 of Title 42 of the United
States Code and this article.

SEC. 62. Section 11489 of the Welfare and Institutions Code is
amended to read:

11489. After judgment in any court action brought to enforce the
support obligation of a noncustodial parent pursuant to the provisions
of this chapter, the court shall issue an earnings assignment order for
support pursuant to Chapter 8 (commencing with Section 5200) of
Part 5 of Division 9 of the Family Code.

SEC. 63. Section 14008.6 of the Welfare and Institutions Code is
amended to read:

14008.6. As a condition of eligibility for medical services provided
under this chapter or Chapter 8 (commencing with Section 14200),
each applicant or beneficiary shall:

(a) Assign to the state any rights to medical support and to
payments for medical care from a third party that an individual may
have in his of her own behalf or in behalf of any other family member
for whom that individual has the legal authority to assign such rights,
and is applying for or receiving medical services. Receipt of medical
services under this chapter or Chapter 8 (commencing with Section
14200) shall operate as an assignment by operation of law. If those
rights are assigned pursuant to this subdivision, the assignee may
become an assignee of record by the district attorney or other public
official filing with the court clerk an affidavit showing that an
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assignment has been made or that there has been an assignment by
operation of law. This procedure does not limit any other means by
which the assignee may become an assignee of record.

(b) Cooperate, as defined by subdivision (b) of Section 11477, with
the district attorney in establishing the paternity of a child born out
of wedlock with respect to whom medical services are requested or
claimed, and for whom that individual can legally assign the rights
described in subdivision (a), and in obtaining any medical support,
as provided in Section 11475.1, and payments, as described in
subdivision (a), due any person for whom medical services are
requested or obtained.

(c) Cooperate with the state in identifying and providing
information to assist the state in pursuing any third party who may
be liable to pay for care and services available under the Medi-Cal
program.

(d) The district attorney shall verify that the applicant or
recipient refused to offer reasonable cooperation prior to
determining that the applicant or recipient is ineligible. The granting
of medical services shall not be delayed or denied if the applicant is
otherwise eligible, if the applicant completes the necessary forms and
agrees to cooperate with the district attorney in securing medical
support and determining paternity, where applicable.

(e) An applicant or beneficiary shall be considered to be
cooperating with the district attorney’s office and shall be eligible for
medical services, if otherwise eligible, if the applicant or beneficiary
cooperates to the best of his or her ability or has good cause for refusal
to cooperate with the requirements in subdivisions (b) and (c), as
defined by Section 11477.04. The county welfare department shall
make the determination of whether good cause for refusal to
cooperate exists.

The county welfare department and the district attorney shall
ensure that all applicants for or beneficiaries of medical services
under this chapter or Chapter 8 (commencing with Section 14200)
are properly notified of the conditions imposed by this section.

SEC. 64. Section 14008.7 is added to the Welfare and Institutions
Code, to read:

14008.7. If the applicant or beneficiary does not cooperate in the
manner described in subdivisions (b) and (c) of Section 14008.6 to
establish paternity and medical support orders against the
noncustodial parents of each of the children for whom Medi-Cal
services are requested or received, without good cause, as described
in Section 11477.04, the applicant or beneficiary shall be ineligible for
aid under this chapter or Chapter 8 (commencing with Section
14200). An applicant’s or beneficiary’s refusal to cooperate shall not
effect the eligibility of the child or children. If otherwise eligible, the
child or children may be granted Medi-Cal or continue to receive
Medi-Cal.
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SEC. 65. This act shall become operative only if Assembly Bill
1395 and Senate Bill 247, both of the 1997-98 Regular Session, are
enacted and become effective on or before January 1, 1998.

CHAPTER 600

An act to amend Sections 18640, 18648, 19008, 19049, 19064, 19104,
19111, 19132, 19280, 19290, 19503, 19717, 21013, 21016, and 21019 of, to
add Sections 21022, 21023, 21024, 21025, 21026, and 21027 to, and to
repeal Section 18525 of, the Revenue and Taxation Code, relating to
taxation.

[Approved by Governor October 1, 1997. Filed with
Secretary of State October 3, 1997.]

The people of the State of California do enact as follows:

SECTION 1. Section 18525 of the Revenue and Taxation Code is
repealed.

SEC. 2. Section 18640 of the Revenue and Taxation Code is
amended to read:

18640. (a) Any corporation allocating amounts as patronage
dividends, rebates, or refunds (whether in cash, merchandise, capital
stock, revolving fund certificates, retain certificates, certificates of
indebtedness, letters of advice, or in some other manner that
discloses to each patron the amount of the dividend, refund, or
rebate) shall render a correct return that shall contain or be verified
by a written declaration that it is made under the penalty of perjury,
stating both of the following:

(1) The name and address of each patron to whom it has made
those allocations amounting to one hundred dollars ($100) or more
during the calendar year.

(2) The amount of those allocations to each patron.

If required by the Franchise Tax Board, any corporation described
in this subdivision shall render a correct return, which shall contain
or be verified by a written declaration that it is under penalty of
perjury, of all patronage dividends, rebates, or refunds made during
the calendar year to its patrons. This section shall not apply in the case
of any corporation exempt from tax under Article 1 (commencing
with Section 23701) of Chapter 4 of Part 11.

(b) Every cooperative required to make a return under
subdivision (a) shall furnish to each person whose name is required
to be set forth in that return a written statement showing both of the
following:

(1) The name, address, and telephone number of the cooperative
required to make that return.
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(2) The aggregate amount of the allocations required to be made
to the person as shown on that return.

(c) The written statement required under subdivision (b) shall be
furnished (either in person or in a separate mailing by first-class mail
which includes adequate notice that the statement is enclosed) to the
person on or before January 31 of the year following the calendar year
for which the return under subdivision (a) was required to be made,
and shall be in the form which the Franchise Tax Board may
prescribe.

(d) The amendments made by this act adding this subdivision are
operative for information returns required to be filed on or after
January 1, 1999.

SEC. 3. Section 18648 of the Revenue and Taxation Code is
amended to read:

18648. (a) Any person who is a promoter of tax shelters, as
defined in subdivision (c), shall, within 60 days of a request, make a
complete return to the Franchise Tax Board containing the full
identification of each investment sold during the reporting period.
For each investment, all of the following information shall be
provided:

(1) Name of investment.

(2) Description of the business activities of the investment.

(3) Form of investment, such as limited partnership, limited
liability company, investment plan, or arrangement.

(4) A list of investors showing full name, address, social security
number, and the amount invested by each investor in the investment
during the reporting period.

(5) The total amount invested by all investors during the
reporting period in the investment.

(6) Any other related information which the Franchise Tax Board
may request.

The return shall be verified by a written declaration that it is made
under penalty of perjury.

(b) Every person making a return under subdivision (a) shall
furnish, within 60 days of the request, to each investor whose name
is set forth in the return a written statement showing all of the
following:

(1) The name, address, and telephone number of the person
making the return.

(2) The aggregate amount of investments of each investor as
shown on that return for each reporting period.

(c) For purposes of this section, the term “a promoter of tax
shelters” shall mean any person who:

(1) (A) Organizes (or assists in the organization of) any entity,
any investment plan or arrangement, or any other plan or
arrangement which generates a loss for any investor in excess of his
or her cash investment from an activity described in Section 465(c)
of the Internal Revenue Code.
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(B) Participates in the sale of any interest in any entity or plan or
arrangement referred to in subparagraph (A).

(2) Makes or furnishes (in connection with that organization or
sale):

(A) A statement with respect to the allowability of any deduction
or credit, the excludability of any income, or the securing of any other
tax benefit by reason of holding an interest in the entity or
participating in the plan or arrangement.

(B) A statement as to the value of any property or services.

(d) A promoter of tax shelters shall keep records necessary to
substantiate the information required to be contained on a return.

(e) “Reporting period,” as used in subdivision (a), shall mean
each calendar year specified on the request from the Franchise Tax
Board.

(f) A return filed by a partnership or limited liability company
classified as a partnership for California income tax purposes under
this part shall be deemed to have satisfied the reporting requirement
of this section for the reporting period covered by the partnership or
limited liability company return with respect to the investors in the
partnership.

(g) The Franchise Tax Board shall establish a review process for
all requests for information under this section comparable to the
process of obtaining an administrative subpoena, including the
requirement that a member of the Franchise Tax Board shall
approve each request.

(h) The amendments made by the act adding this subdivision are
operative for information returns required to be filed on or after
January 1, 1999.

SEC. 4. Section 19008 of the Revenue and Taxation Code is
amended to read:

19008. (a) The Franchise Tax Board may, in cases of financial
hardship, as determined by the Franchise Tax Board, allow an
individual or fiduciary to enter into installment payment agreements
with the Franchise Tax Board to pay taxes due, plus applicable
interest and penalties over the life of the installment period. Failure
by an individual or fiduciary to comply fully with the terms of the
installment payment agreement shall render the agreement null and
void, unless the Franchise Tax Board determines that the failure was
due to a reasonable cause, and the total amount of tax, interest, and
all penalties shall be immediately due and payable.

(b) Except in any case where the Franchise Tax Board finds
collection of the tax to which an installment payment agreement
relates to be in jeopardy, or there is a mutual consent to terminate,
alter, or modify the agreement, the agreement shall not be
considered null and void, or otherwise terminated, unless both of the
following occur:

(1) A notice of termination is provided to the individual or
fiduciary not later than 30 days before the date of termination.
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(2) The notice includes an explanation of why the Franchise Tax
Board intends to terminate the agreement.

(c) The Taxpayers’ Advocate shall establish procedures for an
independent departmental administrative review for installment
payment agreements that are rendered null and void, or otherwise
terminated under this section, for individuals or fiduciaries who
request that review. This administrative review shall not stay
collection of the tax to which the installment payment agreement
relates.

(d) The amendments made by the act adding this subdivision are
operative January 1, 1998.

SEC. 5. Section 19049 of the Revenue and Taxation Code is
amended to read:

19049. (a) When a deficiency is determined and the assessment
becomes final, the Franchise Tax Board shall mail notice and demand
to the taxpayer for the payment thereof. The deficiency assessed is
due and payable at the expiration of 15 days from the date of the
notice and demand.

(b) The amendments made by the act adding this subdivision are
operative for notices issued on or after January 1, 1998.

SEC. 6. Section 19064 of the Revenue and Taxation Code is
amended to read:

19064. (a) If any person initiates a motion to quash a subpoena,
as provided by Sections 7465 to 7476, inclusive, of the Government
Code, and that person is the person with respect to whose liability the
subpoena is issued (or is the agent, nominee, or other person acting
under the direction or control of that person), then the running of
any period of limitations under Section 19057 (relating to deficiency
assessments), Section 19087 (relating to false or fraudulent returns),
or Section 19704 (relating to criminal prosecutions) with respect to
that person shall be suspended for the period during which a
proceeding, and appeals therein, with respect to the enforcement of
the subpoena is pending.

(b) In the absence of the resolution of a response to a subpoena
served to a third-party recordkeeper (as defined in Section
7609(a)(3) of the Internal Revenue Code, as amended by Section
1001 of Public Law 104-168) issued under Section 19504 (power of
examination) the running of any period of limitations under Section
19057 (relating to deficiency assessments), Section 19087 (relating to
false or fraudulent returns), or Section 19704 (relating to criminal
prosecutions) with respect to any person whose liability the
subpoena was issued (other than a person taking action as provided
by subdivision (a)) shall be suspended for the period beginning on
the date which is six months after the service of the subpoena and
ending with the final resolution of that response.

SEC. 7. Section 19104 of the Revenue and Taxation Code is
amended to read:



3762 STATUTES OF 1997 [ Ch. 600 ]

19104. (a) Interest upon the amount assessed as a deficiency shall
be assessed, collected, and paid in the same manner as the tax at the
adjusted annual rate established pursuant to Section 19521 from the
date prescribed for the payment of the tax or, if the tax is paid in
installments, from the date prescribed for payment of the first
installment, until the date the tax is paid. If any portion of the
deficiency is paid prior to the date it is assessed, interest shall accrue
on such portion only to the date paid.

(b) If the Franchise Tax Board makes or allows a refund or credit
which it determines to be erroneous, in whole or in part, the amount
erroneously made or allowed may be assessed and collected after
notice and demand pursuant to Section 19051 (pertaining to
mathematical errors), except that the rights of protest and appeal
shall apply with respect to amounts assessable as deficiencies without
regard to the running of any period of limitations provided elsewhere
in this part. Notice and demand for repayment must be made within
two years after the refund or credit was made or allowed, or during
the period within which the Franchise Tax Board may mail a notice
of proposed deficiency assessment, whichever period expires the
later. Interest on amounts erroneously made or allowed shall not
accrue until 30 days from the date the Franchise Tax Board mails a
notice and demand for repayment as provided by this subdivision.

(c) (1) In the case of any assessment of interest, the Franchise
Tax Board may abate the assessment of all or any part of that interest
for any period in either of the following circumstances:

(A) Any deficiency attributable in whole or in part to any
unreasonable error or delay by an officer or employee of the
Franchise Tax Board (acting in his or her official capacity) in
performing a ministerial or managerial act.

(B) Any payment of any tax described in Section 19033 to the
extent that any delay in that payment is attributable to that officer
or employee being dilatory in performing a ministerial or managerial
act.

(C) For purposes of this paragraph:

(i) An error or delay shall be taken into account only if no
significant aspect of that error or delay can be attributed to the
taxpayer involved, and after the Franchise Tax Board has contacted
the taxpayer in writing with respect to that deficiency or payment.

(i) Within 180 days after the Franchise Tax Board mails its notice
of determination not to abate interest, a taxpayer may appeal the
Franchise Tax Board’s determination to the State Board of
Equalization. The State Board of Equalization shall have jurisdiction
over the appeal to determine whether the Franchise Tax Board’s
failure to abate interest under this section was an abuse of discretion,
and may order an abatement.

(iii) Except for the amendment adding clause (ii), the
amendments made by the act adding this clause are operative with
respect to taxable or income years beginning on or after January 1,
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1998. The amendment adding clause (ii) is operative for requests for
abatement made on or after January 1, 1998.

(2) The Franchise Tax Board shall abate the assessment of all
interest on any erroneous refund for which an action for recovery is
provided under Section 19411 until 30 days after the date demand for
repayment is made, unless either of the following has occurred:

(A) The taxpayer (or a related party) has in any way caused that
erroneous refund.

(B) That erroneous refund exceeds fifty thousand dollars
($50,000).

SEC. 8. Section 19111 of the Revenue and Taxation Code is
amended to read:

19111. (a) If notice is made for payment of any amount, and if
that amount is paid within 15 days after the date of the notice, interest
under this article on the amount so paid shall not be imposed for the
period after the date of the notice.

(b) The amendments made by the act adding this subdivision are
operative for notices issued on or after January 1, 1998.

SEC. 9. Section 19132 of the Revenue and Taxation Code is
amended to read:

19132. (a) (1) Unless it is shown that the failure is due to
reasonable cause and not due to willful neglect, a penalty computed
in accordance with paragraph (2) is hereby imposed in the case of
failure to pay any of the following:

(A) The amount shown as tax on any return on or before the date
prescribed for payment of that tax determined with regard to any
extension of time for payment.

(B) Any amount in respect of any tax required to be shown on a
return which is not so shown including an assessment made pursuant
to Section 19051 within 15 days of the date of the notice and demand
therefor.

(C) The amount required to be paid by Section 19021, if
applicable, that is not paid.

(D) The amount required to be paid by Section 17941 or 23091, if
applicable, that is not paid.

(E) The amount required to be paid by Section 17951 or 23097, if
applicable, that is not paid.

(2) The penalty imposed under paragraph (1) shall consist of both
of the following:

(A) Five percent of the total tax unpaid as defined in subdivision
(c).
(B) An amount computed at the rate of 0.5 percent per month of
the “remaining tax” as defined in subdivision (d) for each additional
month or fraction thereof not to exceed 40 months during which the
“remaining tax’ is greater than zero.

(3) The aggregate amount of penalty imposed by this subdivision
shall not exceed 25 percent of the total unpaid tax and shall be due
and payable upon notice and demand by the Franchise Tax Board.
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The tender of a check or money order does not constitute payment
of the tax for purposes of this section unless the check or money order
is paid on presentment.

(b) The penalty prescribed by subdivision (a) shall not be assessed
if, for the same taxable year, the sum of any penalties imposed under
Section 19131 relating to failure to file return and Section 19133
relating to failure to file return after demand is equal to or greater
than the subdivision (a) penalty. In the event the penalty imposed
under subdivision (a) is greater than the sum of any penalties
imposed under Sections 19131 and 19133, the penalty imposed under
subdivision (a) shall be the amount which exceeds the sum of any
penalties imposed under Sections 19131 and 19133.

(c) For purposes of this section, total tax unpaid means the
amount of tax shown on the return reduced by both of the following:

(1) The amount of any part of the tax which is paid on or before
the date prescribed for payment of the tax.

(2) The amount of any credit against the tax which may be
claimed upon the return.

(d) For purposes of this section, “remaining tax” means total tax
unpaid reduced by the amount of any payment of the tax.

(e) If the amount required to be shown as a tax on a return is less
than the amount shown as tax on that return, subdivisions (a), (c),
and (d) shall be applied by substituting that lower amount.

(f) No interest shall accrue on the portion of the penalty
prescribed in subparagraph (B) of paragraph (2) of subdivision (a).

(g) The amendments made by the act adding this subdivision are
operative for notices issued on or after January 1, 1998.

SEC. 10. Section 19280 of the Revenue and Taxation Code is
amended to read:

19280. (a) Fines, state or local penalties, forfeitures, restitution
fines, or restitution orders imposed by a superior, municipal, or
justice court of the State of California upon a person or any other
entity that is in an amount totaling no less than two hundred fifty
dollars ($250), in the aggregate, and due a county or the state for
criminal offenses, including all offenses involving a violation of the
Vehicle Code except offenses relating to parking or registration or
offenses by pedestrians or bicyclists, may, no sooner than 90 days after
payment of that amount becomes delinquent, be referred by the
county or the state to the Franchise Tax Board for collection under
guidelines prescribed by the Franchise Tax Board. The Franchise Tax
Board shall establish criteria for referral, which shall include setting
forth a minimum dollar amount subject to referral and collection.

(b) For the period January 1, 1995, to December 31, 1997,
inclusive, for purposes of a manageable implementation and
evaluation of the program authorized by this article, the Franchise
Tax Board may limit referrals to nine counties.

(c) Upon written notice to the obligor from the Franchise Tax
Board, any amount referred to the Franchise Tax Board under
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subdivision (a) and any interest thereon, including any interest on
the amount referred under subdivision (a) that accrued prior to the
date of referral, shall be treated as final and due and payable to the
State of California, and shall be collected from the obligor by the
Franchise Tax Board in any manner authorized under the law for
collection of a delinquent personal income tax liability, including, but
not limited to, issuance of an order and levy under Article 4
(commencing with Section 706.070) of Chapter 5 of Division 2 of Title
9 of Part 2 of the Code of Civil Procedure in the manner provided for
earnings withholding orders for taxes.

(d) (1) Part 10 (commencing with Section 17001), this part, Part
10.7 (commencing with Section 21001), and Part 11 (commencing
with Section 23001) shall apply to amounts referred under this article
in the same manner and with the same force and effect and to the full
extent as if the language of those laws had been incorporated in full
into this article, except to the extent that any provision is either
inconsistent with this article or is not relevant to this article.

(2) Any information, information sources, or enforcement
remedies and capabilities available to the court referring the amount
due described in subdivision (a), shall be available to the Franchise
Tax Board to be used in conjunction with, or independent of, the
information, information sources, or remedies and capabilities
available to the Franchise Tax Board for purposes of administering
Part 10 (commencing with Section 17001), this part, Part 10.7
(commencing with Section 21001), or Part 11 (commencing with
Section 23001).

(e) The activities required to implement and administer this part
shall not interfere with the primary mission of the Franchise Tax
Board to administer Part 10 (commencing with Section 17001) and
Part 11 (commencing with Section 23001).

(f) For amounts referred for collection under subdivision (a),
interest shall accrue at the greater of the rate applicable to the
amount due being collected or the rate provided under Section
19521. When notice of the amount due includes interest and is mailed
to the obligor and the amount is paid within 15 days after the date of
notice, interest shall not be imposed for the period after the date of
notice.

(g) In no event shall a collection under this article be construed
as a payment of income taxes imposed under Part 10 (commencing
with Section 17001) or Part 11 (commencing with Section 23001).

(h) The amendments made by the act adding this subdivision are
operative for notices issued on or after January 1, 1998.

SEC. 11. Section 19290 of the Revenue and Taxation Code is
amended to read:

19290. (a) The Department of Industrial Relations shall enter
into an agreement with the Franchise Tax Board that transfers
responsibility from the department to the Franchise Tax Board for
the collection of delinquent fees, wages, penalties, and costs, and any
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interest thereon, effective July 1, 1995. Under the agreement, the
Franchise Tax Board shall collect unsatisfied judgments that are
issued pursuant to Sections 98.2, 226.5, 1023, 1289, 2681, and 6650 of
the Labor Code. The agreement shall also provide for the collection
of delinquent debts that result from a final determination by the
department after the exhaustion of appeal remedies pursuant to
Sections 98.3, 210, 1174.5, 1193.6, 1194, 1194.2, 1197.1, 1197.5, 1771,
1774, 3722, 7314, 7350, 7721, and 7904 of the Labor Code. The
agreement shall specify the terms under which fees, wages, penalties,
and costs, and any interest thereon, become subject to collection by
the Franchise Tax Board.

The agreement may also provide for reimbursement to the
Franchise Tax Board on the basis of a percentage of the amount of
revenue realized as a result of the Franchise Tax Board’s services,
provided that the amount of any reimbursement shall not exceed the
actual costs of collection, including court costs and reasonable
attorney’s fees. Wherever possible the collection costs shall be borne
by the judgment debtor. Any fee for the recovery of wages shall not
be paid by the workers. The department shall adopt rules and
regulations to provide for a reasonable fee to cover actual collection
costs. The Franchise Tax Board shall be entitled to court costs and
reasonable attorney’s fees as a judgment creditor under subdivision
(i) of Section 98.2 of the Labor Code.

(b) Upon written notice to the obligor from the Franchise Tax
Board, any amount referred to the Franchise Tax Board under
subdivision (a) and any interest thereon, including any interest on
the amount referred under subdivision (a) that accrued prior to the
date of referral and any fee imposed to cover collection costs as
provided under subdivision (a), shall be treated as final and due and
payable to the State of California, and shall be collected from the
obligor by the Franchise Tax Board in any manner authorized under
the law for collection of a delinquent personal income tax liability,
including, but not limited to, issuance of an order and levy under
Article 4 (commencing with Section 706.070) of Chapter 5 of Division
2 of Title 9 of Part 2 of the Code of Civil Procedure, in the manner
provided for earnings withholding orders for taxes.

(c) (1) Part 10 (commencing with Section 17001), this part, Part
10.7 (commencing with Section 21001), and Part 11 (commencing
with Section 23001) shall apply to amounts referred under this article
in the same manner and with the same force and effect and to the full
extent as if the language of those laws had been incorporated in full
into this article, except to the extent that any provision is either
inconsistent with this article or is not relevant to this article.

(2) Any information, information sources, or enforcement
remedies and capabilities available to the agency referring the
amount due described in subdivision (a), shall be available to the
Franchise Tax Board to be used in conjunction with, or independent
of, the information, information sources, or remedies and capabilities
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available to the Franchise Tax Board for purposes of administering
Part 10 (commencing with Section 17001), this part, Part 10.7
(commencing with Section 21001), or Part 11 (commencing with
Section 23001).

(d) The activities required to implement and administer this part
shall not interfere with the primary mission of the Franchise Tax
Board to administer Part 10 (commencing with Section 17001) and
Part 11 (commencing with Section 23001).

(e) For amounts referred for collection under subdivision (a),
interest shall accrue at the greater of the rate applicable to the
amount due being collected or the rate provided under Section
19521. When notice of the amount due includes interest and is mailed
to the obligor, and the amount is paid within 15 days after the date
of notice, interest shall not be imposed for the period after the date
of notice.

(f) In no event shall a collection under this article be construed as
a payment of income taxes imposed under Part 10 (commencing with
Section 17001) or Part 11 (commencing with Section 23001).

(g) The amendments made by the act adding this subdivision are
operative for notices issued on or after January 1, 1998.

SEC. 12. Section 19503 of the Revenue and Taxation Code is
amended to read:

19503. (a) The Franchise Tax Board shall prescribe all rules and
regulations necessary for the enforcement of Part 10 (commencing
with Section 17001), Part 10.7 (commencing with Section 21001),
Part 11 (commencing with Section 23001), and this part and may
prescribe the extent to which any ruling (including any judicial
decision or any administrative determination other than by
regulation) shall be applied without retroactive effect.

(b) (1) Except as otherwise provided in this subdivision, no
regulation relating to Part 10 (commencing with Section 17001), Part
10.7 (commencing with Section 21001), Part 11 (commencing with
Section 23001), or this part shall apply to any taxable or income year
ending before the date on which any notice substantially describing
the expected contents of any regulation is issued to the public.

(2) Paragraph (1) shall not apply to either of the following:

(A) Regulations issued within 24 months of the date of the
enactment of the statutory provision to which the regulation relates.

(B) Regulations issued within 24 months of the date that
temporary or final federal regulations with respect to statutory
provisions to which California conforms are filed with the Federal
Register.

(3) The Franchise Tax Board may provide that any regulation
may take effect or apply retroactively to prevent abuse.

(4) The Franchise Tax Board may provide that any regulation
may apply retroactively to correct a procedural defect in the issuance
of any prior regulation.
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(5) The limitation of paragraph (1) shall not apply to any
regulation relating to the Franchise Tax Board’s policies, practices,
or procedures.

(6) The limitation of paragraph (1) may be superseded by a
legislative grant of authority to the Franchise Tax Board to prescribe
the effective date with respect to any regulation.

(7) The Franchise Tax Board may provide for any taxpayer to
elect to apply any regulation before the dates specified in paragraph
(1).
(c) The amendments made by the act adding this subdivision are
operative with respect to regulations which relate to California
statutory provisions enacted on or after January 1, 1998.

SEC. 13. Section 19717 of the Revenue and Taxation Code is
amended to read:

19717. (a) The prevailing party may be awarded a judgment for
reasonable litigation costs incurred, in the case of any civil
proceeding brought by or against the State of California in a court of
record of this state in connection with the determination, collection,
or refund of any tax, interest, or penalty under this part.

(b) (1) A judgment for reasonable litigation costs shall not be
awarded under subdivision (a) unless the court determines that the
prevailing party has exhausted all administrative remedies available
to that party under this part, including the filing of an appeal as
provided in Section 19324. Any failure to agree to an extension of the
time for the assessment of any tax shall not be taken into account for
purposes of determining whether the prevailing party meets the
requirements of the preceding sentence.

(2) An award under subdivision (a) shall be made only for
reasonable litigation costs which are allocable to the State of
California and not to any other party to the action or proceeding.

(3) No award for reasonable litigation costs may be made under
subdivision (a) with respect to any portion of the civil proceeding
during which the prevailing party has unreasonably protracted that
proceeding.

(c) For purposes of this section:

(1) “Reasonable litigation costs” includes any of the following:

(A) Reasonable court costs.

(B) Based upon prevailing market rates for the kind or quality of
services furnished, any of the following:

(i) The reasonable expenses of expert witnesses in connection
with the civil proceeding, except that no expert witness shall be
compensated at a rate in excess of the highest rate of compensation
for expert witnesses paid by the State of California.

(ii) The reasonable cost of any study, analysis, engineering report,
test, or project which is found by the court to be necessary for the
preparation of the party’s case.

(iii) Reasonable fees paid or incurred for the services of attorneys
in connection with the civil proceeding, except that those fees shall
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not be in excess of one hundred ten dollars ($110) per hour unless the
court determines that a special factor, such as the limited availability
of qualified attorneys for the proceeding, justifies a higher rate. In the
case of each calendar year beginning with calendar year 1999, the
Franchise Tax Board shall recompute the dollar amount referred to
in the preceding sentence. That computation shall be made by
increasing the amount in this clause by an amount equal to the
cost-of-living adjustment determined under subdivision (h) of
Section 17041. If any resulting dollar amount is not a multiple of ten
dollars ($10), that dollar amount shall be rounded to the nearest
multiple of ten dollars ($10).

(2) (A) “Prevailing party” means any party to any proceeding
described in subdivision (a) (other than the State of California or any
creditor of the taxpayer involved) that meets either of the following
criteria:

(i) Has substantially prevailed with respect to the amount in
controversy.

(i) Has substantially prevailed with respect to the most significant
issue or set of issues presented.

(B) (i) A party shall not be treated as the prevailing party in a
proceeding to which subdivision (a) applies if the State of California
establishes that its position in the proceeding was substantially
justified.

(i) For purposes of clause (i), the position of the State of
California shall be presumed not to be substantially justified if the
Franchise Tax Board did not follow its applicable published guidance
in the administrative proceeding. This presumption may be
rebutted.

(iii) For purposes of clause (ii), the term ‘“applicable published
guidance” means either of the following:

(I) A regulation, legal ruling, notice, information release, or
announcement.

(IT) Any chief counsel ruling or determination letter issued to the
taxpayer.

(C) Any determination under this paragraph as to whether a
party is a prevailing party shall be made by either of the following:

(i) The court.

(ii) An agreement of the parties.

(3) The term “civil proceeding” includes a civil action.

(d) For purposes of this section, in the case of multiple actions
which could have been joined or consolidated, or a case or cases
involving a return or returns of the same taxpayer (including joint
returns of married individuals) which could have been joined in a
single proceeding in the same court, the actions or cases shall be
treated as one civil proceeding regardless of whether the joinder or
consolidation actually occurs, unless the court in which the action is
brought determines, in its discretion, that it would be inappropriate
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to treat the actions or cases as joined or consolidated for purposes of
this section.

(¢) An order granting or denying an award for reasonable
litigation costs under subdivision (a), in whole or in part, shall be
incorporated as a part of the decision or judgment in the case and
shall be subject to appeal in the same manner as the decision or
judgment.

(f) For purposes of this section, “position of the State of
California” includes either of the following:

(1) The position taken by the State of California in the civil
proceeding.

(2) Any administrative action or inaction by the Franchise Tax
Board (and all subsequent administrative action or inaction) upon
which that proceeding is based.

(g) The amendments made by the act adding this subdivision are
operative for costs and expenses incurred in proceedings beginning
on or after January 1, 1998.

SEC. 14. Section 21013 of the Revenue and Taxation Code is
amended to read:

21013. (a) (1) Every taxpayer is entitled to be reimbursed for
any reasonable fees and expenses related to an appeal before the
State Board of Equalization if all of the following conditions are met:

(A) The taxpayer files a claim for the fee and expenses with the
State Board of Equalization.

(B) The State Board of Equalization, in its sole discretion, finds
that the action taken by the Franchise Tax Board staff was
unreasonable.

(2) For purposes of this section, fees and expenses related to an
appeal before the State Board of Equalization do not include fees and
expenses incurred in cases where an appeal has been filed, but
resolved before the Franchise Tax Board’s written statement of its
position has been submitted to the State Board of Equalization.

(b) (1) To determine whether the Franchise Tax Board staff has
been unreasonable, the State Board of Equalization shall consider
whether the Franchise Tax Board has established that its position in
the appeal was substantially justified.

(2) For purposes of paragraph (1), the position of the Franchise
Tax Board shall be presumed not to be substantially justified if its staff
did not follow its applicable published guidance in the appeal. This
presumption may be rebutted.

(3) For purposes of paragraph (2), the term “applicable published
guidance” means either of the following:

(A) A regulation, legal ruling, notice, information release, or
announcement.

(B) Any chief counsel ruling or determination letter issued to a
taxpayer.
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(c) The amount of reimbursed fees and expenses shall be
determined by the State Board of Equalization and shall be limited
to the following:

(1) Fees and expenses incurred after the date of filing an appeal
of a notice of action with respect to a deficiency assessment or
jeopardy assessment, or denials of claims for refunds.

(2) If the State Board of Equalization finds that the Franchise Tax
Board staff was unreasonable with respect to certain issues but
reasonable with respect to other issues, the amount of reimbursed
fees and expenses shall be limited to those which relate to the issues
where the Franchise Tax Board staff was unreasonable.

(d) Any proposed determination by the State Board of
Equalization pursuant to this section shall be available as a public
record for at least 10 days prior to the effective date of that
determination.

(e) The amendments made by the act adding this subdivision are
operative for fees and expenses related to appeals filed on or after
January 1, 1998.

SEC. 15. Section 21016 of the Revenue and Taxation Code is
amended to read:

21016. (a) The board shall release any levy issued pursuant to
Part 10.2 (commencing with Section 18401) on any property in the
event of any circumstances deemed appropriate by the board,
including, but not limited to, the following:

(1) The expense of the sale process to the state exceeds the liability
for which the levy is made.

(2) The Taxpayers’ Rights Advocate orders the release of the levy
upon his or her finding that the levy threatens the health or welfare
of the taxpayer or his or her spouse and dependents or family.

(3) The proceeds from the sale would not result in a reasonable
reduction of the debt.

(4) The levy was issued not in accordance with administrative
procedures.

(5) The taxpayer has entered into an installment payment
agreement under Section 19008 to satisfy the tax liability for which
the levy was made, unless that or another agreement allows for the
levy.

(6) The release of the levy will facilitate the collection of the tax
liability or will be in the best interest of the taxpayer and the state.

(b) The board shall not sell any seized property until it has first
notified the taxpayer in writing of the exemptions from levy under
Chapter 4 (commencing with Section 703.010) of Title 9 of the Code
of Civil Procedure.

(c) This section shall not apply to the seizure of any property as
a result of a jeopardy assessment authorized by Article 5
(commencing with Section 19081) of Chapter 4 of Part 10.2.

(d) The amendments made by the act adding this subdivision are
operative on or after January 1, 1998.
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SEC. 16. Section 21019 of the Revenue and Taxation Code is
amended to read:

21019. (a) At least 30 days prior to the filing or recording of liens
under Chapter 14 (commencing with Section 7150) or Chapter 14.5
(commencing with Section 7220) of Division 7 of Title 1 of the
Government Code, the board shall mail to the taxpayer a preliminary
notice. The notice shall specify the statutory authority of the board
for filing or recording the lien, indicate the earliest date on which the
lien may be filed or recorded, and state the remedies available to the
taxpayer to prevent the filing or recording of the lien. In the event
tax liens are filed for the same liability in multiple counties, only one
preliminary notice shall be sent.

(b) The lien shall not be filed or recorded if the taxpayer
demonstrates to the board by substantial evidence, within 30 days
after receiving the notice, that a filing or recording of a lien would
be in error. The preliminary notice required by this section shall not
apply to jeopardy assessments authorized by Article 5 (commencing
with Section 19081) of Chapter 4 of Part 10.2.

(c) If after filing or recording the lien, the board determines that
its action was in error, it shall mail a release to the taxpayer and the
entity recording the lien as soon as possible, but not later than seven
working days, after this determination or the receipt of the lien
recording information, whichever is later. The release shall contain
a statement that the lien was filed in error. If the erroneous lien is
obstructing a lawful transaction, the board shall immediately issue a
release of lien to the appropriate party. Upon the request of the
taxpayer, a copy of the release shall be mailed to the major credit
reporting companies in the county where the lien was filed.

(d) The procedures described in subdivision (c) shall apply to
liens that are filed or recorded in either of the following ways:

(1) Not in accordance with administrative procedures.

(2) After the taxpayer has entered into an installment payment
agreement under Section 19008 to satisfy the tax liability for which
the lien was filed or recorded, unless the agreement provides for the
filing or recording of the lien.

(e) If after filing or recording the lien, the board determines that
a release of the lien will facilitate the collection of the tax liability or
will be in the best interest of the taxpayer and the state, it shall mail
a release of that lien to the taxpayer and the entity recording the lien.
If the lien is obstructing a lawful transaction and its release will
facilitate the collection of the tax liability, or will be in the best
interest of the taxpayer and the state, the board shall immediately do
both of the following:

(1) Issue a release of lien to the appropriate party.

(2) Upon the request of the taxpayer, mail a copy of the release to
the credit reporting companies, financial institutions, or any creditor
whose name and address is provided by the taxpayer.
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(f) This section shall not limit the circumstances in which the
Franchise Tax Board may release a lien. The Franchise Tax Board
may release a lien under any circumstances to facilitate the collection
of the tax liability or, if that release is in the best interest of the
taxpayer and state, and take any action associated with the release of
that lien it deems appropriate.

(g) The amendments made by the act adding this subdivision are
operative on or after January 1, 1998.

SEC. 17. Section 21022 is added to the Revenue and Taxation
Code, to read:

21022. (a) Except as provided in subdivision (f), if any officer or
employee of the board intentionally settles the determination or
compromises the collection of any tax due from an attorney, certified
public accountant, or tax preparer (as defined in subdivision (b) of
Section 19169) representing a taxpayer, in exchange for information
conveyed by the taxpayer to the attorney, certified public
accountant, or tax preparer for purposes of obtaining advice
concerning the taxpayer’s tax liability, the taxpayer may bring a civil
action for damages against the State of California in superior court.
The civil action shall be the exclusive remedy for recovering damages
resulting from the acts described in this subdivision.

(b) In any action brought under subdivision (a), upon the finding
of liability on the part of the defendant, the defendant shall be liable
to the plaintiff in an amount equal to the lesser of five hundred
thousand dollars ($500,000) or the sum of all the following:

(1) Actual, direct economic damages sustained by the plaintiff as
a proximate result of the information disclosure.

(2) The costs of the action.

(c) Damages shall not include the taxpayer’s liability for any civil
or criminal penalties or other losses attributable to incarceration or
the imposition of other criminal sanctions.

(d) Notwithstanding any other provision of law, an action to
enforce liability created under this section may be brought without
regard to the amount in controversy, and may be brought only within
two years after the date the actions creating the liability would have
been discovered by the exercise of reasonable care.

(e) Upon certification of the executive officer of the board, or the
executive officer’s delegate, that criminal charges have been filed
against the taxpayer, the court before which an action under this
section is pending shall stay all proceedings with respect to the action,
pending the resolution of those criminal charges. Certification
authorized by this subdivision shall comply with the requirements of
Section 19542.

(f) Subdivision (a) shall not apply to information conveyed to an
attorney, certified public accountant, or tax preparer for the purpose
of perpetrating a fraud or crime.

(g) This section is operative for actions filed on or after January 1,
1998.
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SEC. 18. Section 21023 is added to the Revenue and Taxation
Code, to read:

21023. (a) Notwithstanding Article 2 (commencing with Section
19542) of Chapter 7 of Part 10.2, if any amount with respect to a joint
return is due and payable and the individuals filing the return are no
longer married or no longer reside in the same household, the board
shall, upon request in writing by either of these individuals, disclose
in writing to the requesting individual whether the board has
attempted to collect the amount due from the other individual, the
general nature of the collection activities, and the amount collected.

(b) This section is operative for requests made on or after January
1, 1998.

SEC. 19. Section 21024 is added to the Revenue and Taxation
Code, to read:

21024. For appeals filed under Section 19045 or 19324, on or after
January 1, 1998, the board shall have the burden of producing
reasonable and probative information, in addition to the information
described in subdivision (a), concerning the amount assessed if a
taxpayer does both of the following:

(a) Asserts a reasonable dispute with respect to either of the
following:

(1) An item of income reported on an information return filed
with the board pursuant to Section 18637, 18638, 18639, 18640, 18641,
18642, 18643, 18644, 18645, 18646, or 18647 by a third party.

(2) Wage information reported or furnished to the Employment
Development Department and accessible to the board under
subdivision (g) of Section 1088 of, or subdivision (¢) of Section 13050
of, the Unemployment Insurance Code or an exchange of
information agreement.

(b) Fully cooperates with the board, including, but not limited to,
providing, within a reasonable period of time, access to and
inspection of all witnesses, information, and documents within the
control of the taxpayer as reasonably requested by the board.

SEC. 20. Section 20125 is added to the Revenue and Taxation
Code, to read:

20125. If any payment is received on or after January 1, 1998, by
the board from any taxpayer and the board cannot associate the
payment with the taxpayer, the board shall make reasonable efforts
to notify the taxpayer of the inability within 60 days after the receipt
of the payment.

SEC. 21. Section 21026 is added to the Revenue and Taxation
Code, to read:

21026. (a) Except as otherwise provided in subdivision (b), for
income or taxable years beginning on or after January 1, 1998, the
board shall, not less than annually, mail a written notice to each
taxpayer who has a tax delinquent account of the amount of the tax
delinquency as of the date of the notice.
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(b) Subdivision (a) shall not apply to accounts where a previously
mailed notice to the address of record was returned to the board as
undeliverable, or to accounts that are discharged from accountability
pursuant to Chapter 3 (commencing with Section 13940) of Part 4 of
Division 3 of Title 2 of the Government Code.

SEC. 22. Section 21027 is added to the Revenue and Taxation
Code, to read:

21027. (a) For purposes of Part 10 (commencing with Section
17001), Part 11 (commencing with Section 23001), or this part or any
other law that is applicable to the mailing of any returns, payments,
or any other items required to be filed under Part 10 (commencing
with Section 17001), Part 11 (commencing with Section 23001), or
this part, any reference in Section 11003 of the Government Code to
the United States mail shall be treated as including a reference to any
designated delivery service, and any reference in that section to a
post office cancellation mark shall be treated as including a reference
to any date recorded electronically by a designated delivery service,
kept in the regular course of the designated delivery service’s
business, or marks on the cover in which any item is to be delivered
to the board that indicate the date on which the item was given to
the designated delivery service for delivery.

(b) For purposes of this section, ‘“designated delivery service”
means any delivery service provided by a trade or business if that
service is designated by the Secretary of the Treasury under the
authority of Section 7502(f) of the Internal Revenue Code, as
amended by Public Law 104-168.

(c) This section is operative for items given to designated delivery
services on or after January 1, 1998.

SEC. 23. Section 1 of this act is operative for taxable years
beginning on or after January 1, 1997.

CHAPTER 601

An act to amend Section 102425 of the Health and Safety Code, to
amend Section 19272 of, and to amend and renumber Section 19532
of, the Revenue and Taxation Code, and to amend Section 11475.1 of
the Welfare and Institutions Code, relating to support.

[Approved by Governor October 1, 1997. Filed with
Secretary of State October 3, 1997.]

The people of the State of California do enact as follows:

SECTION 1. Section 102425 of the Health and Safety Code is
amended to read:

102425. (a) The certificate of live birth for any live birth
occurring on or after January 1, 1980, shall contain those items
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necessary to establish the fact of the birth and shall contain only the
following information:

(1) Full name and sex of child.

(2) Date of birth, including month, day, hour, and year.

(3) Planned place of birth and place of birth.

(4) Full name of the father, birthplace, and date of birth of the
father including month, day, and year. If the parents are not married
to each other, the father’s name shall not be listed on the birth
certificate unless the father and the mother sign a voluntary
declaration of paternity at the hospital before the birth certificate is
prepared. The birth certificate may be amended to add the father’s
name at a later date only if paternity for the child has been
established by a judgment of a court of competent jurisdiction or by
the filing of a voluntary declaration of paternity.

(5) Full birth name of the mother, birthplace, and date of birth of
the mother including month, day, and year.

(6) Multiple births and birth order of multiple births.

(7) Signature, and relationship to child, of a parent or other
informant, and date signed.

(8) Name, title, and mailing address of attending physician and
surgeon or principal attendant, signature, and certification of live
birth by attending physician and surgeon or principal attendant or
certifier, date signed, and name and title of certifier if other than
attending physician and surgeon or principal attendant.

(9) Date accepted for registration and signature of local registrar.

(10) A state birth certificate number and local registration district
and number.

(11) A blank space for entry of date of death with a caption
reading “Date of Death.”

(b) In addition to the items listed in subdivision (a), the certificate
of live birth shall contain the following medical and social
information, provided that the information is kept confidential
pursuant to Sections 102430 and 102447 and is clearly labeled
“Confidential Information for Public Health Use Only:”

(1) Birth weight.

(2) Pregnancy history.

(3) Race and ethnicity of the mother and father.

(4) Residence address of the mother.

(5) A blank space for entry of census tract for the mother’s
address.

(6) Month prenatal care began and number of prenatal visits.

(7) Date of last normal menses.

(8) Description of complications of pregnancy and concurrent
illnesses, congenital malformation, and any complication of labor and
delivery, including surgery; provided that this information is
essential medical information and appears in total on the face of the
certificate.
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(9) Mother’s and father’s occupations and kind of business or
industry.

(10) Education level of mother and father.

(11) Principal source of pay for prenatal care, which shall include
all of the following: Medi-Cal, health maintenance organization or
prepaid health plan, private insurance companies, medically
indigent, self-pay, other sources which shall include, Medicare,
workers’  compensation, Title V, other government or
nongovernment programs, no charge, and other categories as
determined by the State Department of Health Services.

This paragraph shall become inoperative on January 1, 1999, or on
the implementation date of the decennial birth certificate revision
due to occur on or about January 1, 1999, whichever occurs first.

(12) Expected principal source of pay for delivery, which shall
include all of the following: Medi-Cal, health maintenance
organization or prepaid health plan, private insurance companies,
medically indigent, self-pay, other sources which shall include,
Medicare, workers’ compensation, Title V, other government or
nongovernment programs, no charge, and other categories as
determined by the State Department of Health Services.

This paragraph shall become inoperative on January 1, 1999, or on
the implementation date of the decennial birth certificate revision
due to occur on or about January 1, 1999, whichever occurs first.

(13) An indication of whether or not the child’s parent desires the
automatic issuance of a Social Security number to the child.

(14) On and after January 1, 1995, the Social Security numbers of
the mother and father, unless subdivision (b) of Section 102150
applies.

(c) Item 8, specified in subdivision (b), shall be completed by the
attending physician and surgeon or the attending physician’s and
surgeon’s designated representative. The names and addresses of
children born with congenital malformations, who require followup
treatment, as determined by the child’s physician and surgeon, shall
be furnished by the physician and surgeon to the local health officer,
if permission is granted by either parent of the child.

(d) The parent shall only be asked to sign the form after both the
public portion and the confidential medical and social information
items have been entered upon the certificate of live birth.

(e) The State Registrar shall instruct all local registrars to collect
the information specified in this section with respect to certificates
of live birth. The information shall be transcribed on the certificate
of live birth in use at the time and shall be limited to the information
specified in this section.

Information relating to concurrent illnesses, complications of
pregnancy and delivery, and congenital malformations shall be
completed by the physician and surgeon, or physician’s and surgeon’s
designee, inserting in the space provided on the confidential portion
of the certificate the appropriate number or numbers listed on the
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VS-10A supplemental worksheet. The VS-10A supplemental form
shall be used as a worksheet only and shall not in any manner be
linked with the identity of the child or the mother, nor submitted
with the certificate to the State Registrar. All information transferred
from the worksheet to the certificate shall be fully explained to the
parent or other informant prior to the signing of the certificate. No
questions relating to drug or alcohol abuse may be asked.

(f) If the implementation date of the decennial birth certificate
revision occurs prior to January 1, 1999, within 30 days of this
implementation date the State Department of Health Services shall
file a letter with the Secretary of the Senate and with the Chief Clerk
of the Assembly, so certifying.

SEC. 2. Section 19272 of the Revenue and Taxation Code is
amended to read:

19272. (a) Any child support delinquency collected by the
Franchise Tax Board, including those amounts that result in
overpayment of a child support delinquency, shall be deposited in
the State Treasury, after clearance of the remittance, to the credit of
the Special Deposit Fund and distributed as specified by interagency
agreement executed by the Franchise Tax Board and the State
Department of Social Services, with the concurrence of the
Controller. Notwithstanding Section 13340 of the Government Code,
all moneys deposited in the Special Deposit Fund pursuant to this
article are hereby continuously appropriated, without regard to fiscal
years, for purposes of making distributions.

(b) When a child support delinquency, or any portion thereof, has
been collected by the Franchise Tax Board pursuant to this article,
the district attorney shall be notified that the delinquency or some
portion thereof has been collected and shall be provided any other
necessary relevant information requested.

(c) The referring county district attorney shall receive credit for
the amount of collections made pursuant to the referral, and shall
receive the applicable child support enforcement incentives
pursuant to Section 15200.85 of the Welfare and Institutions Code.
Collection costs incurred by the Franchise Tax Board shall be paid by
federal reimbursement with any balance to be paid from the General
Fund.

SEC. 3. Section 19532 of the Revenue and Taxation Code, as
amended by Chapter 1001 of the Statutes of 1996, is amended and
renumbered to read:

19533. In the event the debtor has more than one debt being
collected by the Franchise Tax Board and the amount collected by
the Franchise Tax Board is insufficient to satisfy the total amount
owing, the amount collected shall be applied in the following priority:

(a) Payment of any taxes, additions to tax, penalties, interest, fees,
or other amounts due and payable under Part 7.5 (commencing with
Section 13201), Part 10 (commencing with Section 17001), Part 11
(commencing with Section 23001), or this part.
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(b) Payment of any debts referred for collection under Article 5
(commencing with Section 19271) of Chapter 5.

(c) Payment of delinquent wages collected pursuant to the Labor
Code.

(d) Payment of delinquencies collected under Section 10878.

(e) Payment of any amounts due that are referred for collection
under Article 6 (commencing with Section 19280) of Chapter 5.

(f) Payment of any amounts that are referred for collection
pursuant to Section 62.9 of the Labor Code.

(g) Payment of delinquent penalties collected for the
Department of Industrial Relations pursuant to the Labor Code.

(h) Payment of delinquent fees collected for the Department of
Industrial Relations pursuant to the Labor Code.

(i) Payment of delinquencies referred by the Student Aid
Commission pursuant to Section 16583.5 of the Government Code.

(j) Notwithstanding the payment priority established by this
section, voluntary payments made by an obligated parent for a child
support obligation pursuant to subparagraph (B) of paragraph (1) of
subdivision (b) of Section 19271 shall not be applied pursuant to this
priority but shall instead be applied solely to the child support
obligation for which the voluntary payment was made.

SEC. 4. Section 11475.1 of the Welfare and Institutions Code is
amended to read:

11475.1. (a) Each county shall maintain a single organizational
unit located in the office of the district attorney which shall have the
responsibility for promptly and effectively establishing, modifying,
and enforcing child support obligations, including medical support,
enforcing spousal support orders established by a court of competent
jurisdiction, and determining paternity in the case of a child born out
of wedlock. The district attorney shall take appropriate action, both
civil and criminal, to establish, modify, and enforce child support and,
when appropriate, enforce spousal support orders when the child is
receiving public assistance, including Medi-Cal, and, when
appropriate, may take the same actions on behalf of a child who is not
receiving public assistance, including Medi-Cal. The district attorney
shall refer all child support delinquencies to the Franchise Tax Board
pursuant to Section 19271 of the Revenue and Taxation Code.

(b) Actions brought by the district attorney to establish paternity
or child support or to enforce child support obligations shall be
completed within the time limits set forth by federal law. The district
attorney’s responsibility applies to spousal support only where the
spousal support obligation has been reduced to an order of a court of
competent jurisdiction. In any action brought for modification or
revocation of an order that is being enforced under Title IV-D of the
Social Security Act (42 U.S.C. Sec. 651 et seq.), the effective date of
the modification or revocation shall be as prescribed by federal law
(42 U.S.C. Sec. 666(a)(9)), or any subsequent date.
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(c) (1) The Judicial Council, in consultation with the department
and representatives of the California Family Support Council, the
Senate Committee on Judiciary, the Assembly Committee on
Judiciary, and a legal services organization providing representation
on child support matters, shall develop simplified summons,
complaint, and answer forms for any action for support brought
pursuant to this section or Section 11350.1. The Judicial Council may
combine the summons and complaint in a single form.

(2) The simplified complaint form shall provide the defendant
with notice of the amount of child support that is sought pursuant to
the guidelines set forth in Article 2 (commencing with Section 4050)
of Chapter 2 of Part 2 of the Family Code based upon the income or
income history of the defendant as known to the district attorney. If
the defendant’s income or income history is unknown to the district
attorney, the complaint shall inform the defendant that income shall
be presumed in an amount that results in a court order equal to the
minimum basic standard of adequate care provided in Section 11452
unless information concerning the defendant’s income is provided to
the court. The complaint form shall be accompanied by a proposed
judgment. The complaint form shall include a notice to the defendant
that the proposed judgment will become effective if he or she fails to
file an answer with the court within 30 days of service.

(3) (A) The simplified answer form shall be written in simple
English and shall permit a defendant to answer and raise defenses by
checking applicable boxes. The answer form shall include
instructions for completion of the form and instructions for proper
filing of the answer.

(B) The answer form shall be accompanied by a blank income and
expense declaration or simplified financial statement and
instructions on how to complete the financial forms. The answer form
shall direct the defendant to file the completed income and expense
declaration or simplified financial statement with the answer, but
shall state that the answer will be accepted by a court without the
income and expense declaration or simplified financial statement.

(C) The clerk of the court shall accept and file answers, income
and expense declarations, and simplified financial statements that
are completed by hand provided they are legible.

(4) (A) The simplified complaint form prepared pursuant to this
subdivision shall be used by the district attorney or the Attorney
General in all cases brought under this section or Section 11350.1.

(B) The simplified answer form prepared pursuant to this
subdivision shall be served on all defendants with the simplified
complaint. Failure to serve the simplified answer form on all
defendants shall not invalidate any judgment obtained. However,
failure to serve the answer form may be used as evidence in any
proceeding under Section 11356 of this code or Section 473 of the
Code of Civil Procedure.
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(C) The Judicial Council shall add language to the governmental
summons, for use by the district attorney with the governmental
complaint to establish parental relationship and child support,
informing defendants that a blank answer form should have been
received with the summons and additional copies may be obtained
from either the district attorney’s office or the superior court clerk.

(d) In any action brought or enforcement proceedings instituted
by the district attorney pursuant to this section for payment of child
or spousal support, an action to recover an arrearage in support
payments may be maintained by the district attorney at any time
within the period otherwise specified for the enforcement of a
support judgment, notwithstanding the fact that the child has
attained the age of majority.

(e) The county shall undertake an outreach program to inform
the public that the services described in subdivisions (a) to (c),
inclusive, are available to persons not receiving public assistance.
There shall be prominently displayed in every public area of every
office of the units established by this section a notice, in clear and
simple language prescribed by the Director of Social Services, that
the services provided in subdivisions (a) to (c), inclusive, are
provided to all individuals whether or not they are recipients of
public social services.

(f) In any action to establish a child support order brought by the
district attorney in the performance of duties under this section, the
district attorney may make a motion for an order effective during the
pendency of that action, for the support, maintenance, and education
of the child or children that are the subject of the action. This order
shall be referred to as an order for temporary support. This order shall
have the same force and effect as a like or similar order under the
Family Code.

The district attorney shall file a motion for an order for temporary
support within the following time limits:

(1) If the defendant is the mother, a presumed father under
Section 7611 of the Family Code, or any father where the child is at
least six months old when the defendant files his answer, the time
limit is 90 days after the defendant files an answer.

(2) In any other case where the defendant has filed an answer
prior to the birth of the child or not more than six months after the
birth of the child, then the time limit is nine months after the birth
of the child.

If more than one child is the subject of the action, the limitation on
reimbursement shall apply only as to those children whose parental
relationship and age would bar recovery were a separate action
brought for support of that child or those children.

If the district attorney fails to file a motion for an order for
temporary support within time limits specified in this section, the
district attorney shall be barred from obtaining a judgment of
reimbursement for any support provided for that child during the
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period between the date the time limit expired and the motion was
filed, or, if no such motion is filed, when a final judgment is entered.

Nothing in this section prohibits the district attorney from entering
into cooperative arrangements with other county departments as
necessary to carry out the responsibilities imposed by this section
pursuant to plans of cooperation with the departments approved by
the State Department of Social Services.

Nothing in this section shall otherwise limit the ability of the
district attorney from securing and enforcing orders for support of a
spouse or former spouse as authorized under any other provision of
law.

(g) As used in this article, “enforcing obligations” includes, but is
not limited to, (1) the use of all interception and notification systems
operated by the State Department of Social Services for the purposes
of aiding in the enforcement of support obligations, (2) the obtaining
by the district attorney of an initial order for child support, which
may include medical support or which is for medical support only, by
civil or criminal process, (3) the initiation of a motion or order to
show cause to increase an existing child support order, and the
response to a motion or order to show cause brought by an obligor
parent to decrease an existing child support order, or the initiation
of a motion or order to show cause to obtain an order for medical
support, and the response to a motion or order to show cause brought
by an obligor parent to decrease or terminate an existing medical
support order, without regard to whether the child is receiving
public assistance, (4) the response to a notice of motion or order to
show cause brought by an obligor parent to decrease an existing
spousal support order when the child or children are residing with
the obligee parent and the district attorney is also enforcing a related
child support obligation owed to the obligee parent by the same
obligor, and (5) the use of the collection services of the Franchise Tax
Board to enforce the collection of child support delinquencies under
Section 19271 of the Revenue and Taxation Code.

(h) As used in this section, “out of wedlock” means that the
biological parents of the child were not married to each other at the
time of the child’s conception.

(i) The district attorney is the public agency responsible for
administering wage withholding for the purposes of Title IV-D of the
Social Security Act (42 U.S.C. Sec. 651 et seq.). Notwithstanding any
other law, the district attorney shall utilize the collection services of
the Franchise Tax Board under Section 19271 of the Revenue and
Taxation Code.

Nothing in this section shall limit the authority of the district
attorney granted by other sections of this code or otherwise granted
by law, except to the extent that the law is inconsistent with the
requirement to refer child support delinquencies to the Franchise
Tax Board for collection pursuant to Section 19271 of the Revenue
and Taxation Code.
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(j) In the exercise of the authority granted under this article, the
district attorney may intervene, pursuant to subdivision (b) of
Section 387 of the Code of Civil Procedure, by ex parte application,
in any action under the Family Code, or other proceeding wherein
child support is an issue or a reduction in spousal support is sought.
By notice of motion, order to show cause, or responsive pleading
served upon all parties to the action, the district attorney may request
such relief as appropriate which the district attorney is authorized to
seek.

(k) The district attorney shall comply with any guidelines
established by the State Department of Social Services which set time
standards for responding to requests for assistance in locating absent
parents, establishing paternity, establishing child support awards,
and collecting child support payments.

(/) As used in this article, medical support activities which the
district attorney is authorized to perform are limited to the following:

(1) The obtaining and enforcing of court orders for health
insurance coverage.

(2) Any other medical support activity mandated by federal law
or regulation.

(m) (1) Notwithstanding any other provision of law, venue for an
action or proceeding under this part shall be determined as follows:

(A) Venue shall be in the superior court in the county that is
currently expending public assistance.

(B) If public assistance is not currently being expended, venue
shall be in the superior court in the county where the child who is
entitled to current support resides or is domiciled.

(C) If current support is no longer payable through, or
enforceable by, the district attorney, venue shall be in the superior
court in the county that last provided public assistance for actions to
enforce arrearages assigned pursuant to Section 11477.

(D) If subparagraphs (A), (B), and (C) do not apply, venue shall
be in the superior court in the county of residence of the support
obligee.

(E) If the support obligee does not reside in California, and
subparagraphs (A), (B), (C), and (D) do not apply, venue shall be
in the superior court of the county of residence of the obligor.

(2) Notwithstanding paragraph (1), if the child becomes a
resident of another county after an action under this part has been
filed, venue may remain in the county where the action was filed
until the action is completed.

(n) The district attorney of one county may appear on behalf of
the district attorney of any other county in an action or proceeding
under this part.

SEC. 5. No reimbursement is required by this act pursuant to
Section 6 of Article XIII B of the California Constitution because this
act provides for offsetting savings to local agencies or school districts
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that result in no net costs to the local agencies or school districts,
within the meaning of Section 17556 of the Government Code.

Notwithstanding Section 17580 of the Government Code, unless
otherwise specified, the provisions of this act shall become operative
on the same date that the act takes effect pursuant to the California
Constitution.

SEC. 6. This act shall become operative only if Assembly Bill 573
and Assembly Bill 1395, both of the 1997-98 Regular Session, are
enacted and become effective on or before January 1, 1998.

CHAPTER 602

An act to add Chapter 12.93 (commencing with Section 7097) to
Division 7 of Title 1 of the Government Code, and to amend Sections
17039, 17276.2, 23036, and 24416.2 of, and to add Sections 17053.33,
17053.34, 17267.6, 23633, 23634, and 24356.6 to, the Revenue and
Taxation Code, relating to economic development.

[Approved by Governor October 1, 1997. Filed with
Secretary of State October 3, 1997.]

The people of the State of California do enact as follows:

SECTION 1. Chapter 12.93 (commencing with Section 7097) is
added to Division 7 of Title 1 of the Government Code, to read:

CHAPTER 12.93. TARGETED TAX AREAS

7097. (a) The Trade and Commerce Agency shall rank applicant
communities and shall designate the first ranking community whose
governing 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 percent.

(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.
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(b) For purposes of applying any provision of the Revenue and
Taxation Code, any targeted tax area designated pursuant to this
section shall not be considered an enterprise zone designated
pursuant to Chapter 12.8 (commencing with Section 7070).

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

(d) Only one targeted tax area shall be designated by the agency,
and a renewed or replacement designation shall not be made after
the initial designation expires or is revoked.

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

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

SEC. 2. 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 imposed under either Section 17041 or 17048 plus
the tax imposed under Section 17504 (relating to lump-sum
distributions) less the credits allowed by Section 17054 (relating to
personal exemption credits) and any amount imposed 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 shall be allowed against “net tax” in the following order:

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

(2) Credits that contain carryover provisions but do not contain
refundable provisions.

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

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

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

(6) Credits that contain refundable provisions but do not contain
carryover provisions.

The order within each paragraph shall be determined by the
Franchise Tax Board.
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(b) Notwithstanding the provisions of Sections 17053.5 (relating to
the renter’s credit), 17061 (relating to refunds pursuant to the
Unemployment Insurance Code), and 19002 (relating to tax
withholding), the credits provided in those sections shall be allowed
in the order provided in paragraph (6) of subdivision (a).

(c) (1) Notwithstanding any other provision of this part, no tax
credit shall reduce the tax imposed under Section 17041 or 17048 plus
the tax imposed under Section 17504 (relating to the separate tax on
lump-sum distributions) below the tentative minimum tax, as
defined by Section 17062, except the following credits, but only after
allowance of the credit allowed by Section 17063:

(A) The credit allowed by former Section 17052.4 (relating to solar

energy).
(B) The credit allowed by former Section 17052.5 (relating to solar

energy).
(C) The credit allowed by Section 17052.5 (relating to solar

energy).

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

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

(F) The credit allowed by Section 17052.15 (relating to Los
Angeles Revitalization Zone sales tax credit).

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

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

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

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

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

(L) The credit allowed by Section 17053.33 (relating to targeted
tax area sales or use tax credit).

(M) The credit allowed by Section 17053.34 (relating to targeted
tax area hiring credit).

(N) The credit allowed by Section 17053.49 (relating to qualified
property).

(O) The credit allowed by Section 17053.70 (relating to enterprise
zone sales or use tax credit).

(P) The credit allowed by Section 17053.74 (relating to enterprise
zone hiring credit).

(Q) The credit allowed by Section 17057 (relating to clinical
testing expenses).

(R) The credit allowed by Section 17058 (relating to low-income
housing).
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(S) The credit allowed by Section 17061 (relating to refunds
pursuant to the Unemployment Insurance Code).

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

(U) 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.

(e) (1) Unless otherwise provided, if two or more taxpayers
(other 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.

(f) 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 each partner.

SEC. 3. Section 17053.33 is added to the Revenue and Taxation
Code, to read:

17053.33. (a) For each taxable year beginning on or after January
1, 1998, there shall be allowed as a credit against the “net tax” (as
defined in Section 17039) for the taxable year an amount equal to the
sales or use tax paid or incurred during the taxable year by the
qualified taxpayer in connection with the qualified taxpayer’s
purchase of qualified property.

(b) For purposes of this section:

(1) “Qualified property” means property that meets all of the
following requirements:

(A) Is any of the following:

(i) Machinery and machinery parts used for fabricating,
processing, assembling, and manufacturing.

(ii) Machinery and machinery parts used for the production of
renewable energy resources.
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(iii) Machinery and machinery parts used for either of the
following:

(I) Air pollution control mechanisms.

(IT) Water pollution control mechanisms.

(iv) Data processing and communications equipment, such as
computers, computer-automated drafting systems, copy machines,
telephone systems, and faxes.

(v) Motion  picture = manufacturing equipment central to
production and post production, such as cameras, audio recorders,
and digital image and sound processing equipment.

(B) The total cost of qualified property purchased and placed in
service in any taxable year that may be taken into account by any
qualified taxpayer for purposes of claiming this credit shall not
exceed one million dollars ($1,000,000).

(C) The qualified property is used by the qualified taxpayer
exclusively in a targeted tax area.

(D) The qualified property is purchased and placed in service
before the date the targeted tax area designation expires, is revoked,
is no longer binding, or becomes inoperative.

(2) (A) “Qualified taxpayer” means a person or entity that meets
both of the following:

(i) Is engaged in 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.

(ii) 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.

(B) In the case of any pass-through entity, the determination of
whether a taxpayer is a qualified taxpayer under this section shall be
made at the entity level and any credit under this section or Section
23633 shall be allowed to the pass-through entity and passed through
to the partners or shareholders in accordance with applicable
provisions of this part or Part 11 (commencing with Section 23001).
For purposes of this subparagraph, the term “pass-through entity”
means any partnership or S corporation.

(3) “Targeted tax area” means the area designated pursuant to
Chapter 12.93 (commencing with Section 7097) of Division 7 of Title
1 of the Government Code.

(c) If the qualified taxpayer is allowed a credit for qualified
property pursuant to this section, only one credit shall be allowed to
the taxpayer under this part with respect to that qualified property.

(d) If the qualified taxpayer has purchased property upon which
a use tax has been paid or incurred, the credit provided by this section
shall be allowed only if qualified property of a comparable quality and
price is not timely available for purchase in this state.
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(e) In the case where the credit otherwise allowed under this
section exceeds the “net tax” for the taxable year, that portion of the
credit that exceeds the “net tax” may be carried over and added to
the credit, if any, in the following year, and succeeding years if
necessary, until the credit is exhausted. The credit shall be applied
first to the earliest taxable years possible.

(f) Any qualified taxpayer who elects to be subject to this section
shall not be entitled to increase the basis of the qualified property as
otherwise required by Section 164(a) of the Internal Revenue Code
with respect to sales or use tax paid or incurred in connection with
the qualified taxpayer’s purchase of qualified property.

(g) (1) The amount of the credit otherwise allowed under this
section and Section 17053.34, including any credit carryover from
prior years, that may reduce the “net tax” for the taxable year shall
not exceed the amount of tax that would be imposed on the qualified
taxpayer’s business income attributable to the targeted tax area
determined as if that attributable income represented all of the
income of the qualified taxpayer subject to tax under this part.

(2) The amount of attributable income described in paragraph
(1) shall be determined in accordance with Chapter 17
(commencing with Section 25101) of Part 11, modified for purposes
of this section as follows:

(A) Business income shall be apportioned to the targeted tax area
by multiplying the total business income by a fraction, the numerator
of which is the property factor plus the payroll factor, and the
denominator of which is two.

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

(3) The portion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable years,
as if it were an amount exceeding the “net tax” for the taxable year,
as provided in subdivision (e).

(4) In the event that a credit carryover is allowable under
subdivision (e¢) for any taxable year after the targeted tax area
designation has expired, has been revoked, is no longer binding, or
has become inoperative, the targeted tax area shall be deemed to
remain in existence for purposes of computing the limitation
specified in this subdivision.

SEC. 4. Section 17053.34 is added to the Revenue and Taxation
Code, to read:

17053.34. (a) For each taxable year beginning on or after January
1, 1998, there shall be allowed a credit against the “net tax” (as
defined in Section 17039) to a qualified taxpayer who employes a
qualified employee in a targeted tax area during the taxable year. The
credit shall be equal to the sum of each of the following:

(1) Fifty percent of qualified wages in the first year of
employment.

(2) Forty percent of qualified wages in the second year of
employment.



3790 STATUTES OF 1997 [ Ch. 602 ]

(3) Thirty percent of qualified wages in the third year of
employment.

(4) Twenty percent of qualified wages in the fourth year of
employment.

(5) Ten percent of qualified wages in the fifth year of
employment.

(b) For purposes of this section:

(1) “Qualified wages” means:

(A) That portion of wages paid or incurred by the qualified
taxpayer during the taxable year to qualified employees that does not
exceed 150 percent of the minimum wage.

(B) Wages received during the 60-month period beginning with
the day the employee commences employment with the qualified
taxpayer.

(C) Qualified wages do not include any wages paid or incurred by
the qualified taxpayer on or after the targeted tax area expiration
date. However, wages paid or incurred with respect to qualified
employees who are employed by the qualified taxpayer within the
targeted tax area within the 60-month period prior to the targeted tax
area expiration date shall continue to qualify for the credit under this
section after the targeted tax area expiration date, in accordance with
all provisions of this section applied as if the targeted tax area
designation were still in existence and binding.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the Labor
Code.

(3) “Targeted tax area expiration date” means the date the
targeted tax area designation expires, is revoked, is no longer binding,
or becomes inoperative.

(4) (A) “Qualified employee” means an individual who meets all
of the following requirements:

(i) At least 90 percent of his or her services for the qualified
taxpayer during the taxable year are directly related to the conduct
of the qualified taxpayer’s trade or business located in a targeted tax
area.

(ii) Performs at least 50 percent of his or her services for the
qualified taxpayer during the taxable year in a targeted tax area.

(iii) Is hired by the qualified taxpayer after the date of original
designation of the area in which services were performed as a
targeted tax area.

(iv) Is any of the following:

(I) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was a
person eligible for services under the federal Job Training
Partnership Act (29 U.S.C. Sec. 1501 et seq.), or its successor, who is
receiving, or is eligible to receive, subsidized employment, training,
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or services funded by the federal Job Training Partnership Act, or its
successor.

(IT) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was a
person eligible to be a voluntary or mandatory registrant under the
Greater Avenues for Independence Act of 1985 (GAIN) provided for
pursuant to Article 3.2 (commencing with Section 11320) of Chapter
2 of Part 3 of Division 9 of the Welfare and Institutions Code, or its
successor.

(IIT) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was an
economically disadvantaged individual 14 years of age or older.

(IV) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was a
dislocated worker who meets any of the following:

(aa) Has been terminated or laid off or who has received a notice
of termination or layoff from employment, is eligible for or has
exhausted entitlement to unemployment insurance benefits, and is
unlikely to return to his or her previous industry or occupation.

(bb) Has been terminated or has received a notice of termination
of employment as a result of any permanent closure or any substantial
layoff at a plant, facility, or enterprise, including an individual who
has not received written notification but whose employer has made
a public announcement of the closure or layoff.

(cc) Is long-term unemployed and has limited opportunities for
employment or reemployment in the same or a similar occupation
in the area in which the individual resides, including an individual 55
years of age or older who may have substantial barriers to
employment by reason of age.

(dd) Was self-employed (including farmers and ranchers) and is
unemployed as a result of general economic conditions in the
community in which he or she resides or because of natural disasters.

(ee) Was a civilian employee of the Department of Defense
employed at a military installation being closed or realigned under
the Defense Base Closure and Realignment Act of 1990.

(ff) Was an active member of the armed forces or National Guard
as of September 30, 1990, and was either involuntarily separated or
separated pursuant to a special benefits program.

(gg) Is a seasonal or migrant worker who experiences chronic
seasonal unemployment and underemployment in the agriculture
industry, aggravated by continual advancements in technology and
mechanization.

(hh) Has been terminated or laid off, or has received a notice of
termination or layoff, as a consequence of compliance with the Clean
Air Act.

(V) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was a
disabled individual who is eligible for or enrolled in, or has completed



3792 STATUTES OF 1997 [ Ch. 602 ]

a state rehabilitation plan or is a service-connected disabled veteran,
veteran of the Vietnam era, or veteran who is recently separated
from military service.

(VD) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was an
ex-offender. An individual shall be treated as convicted if he or she
was placed on probation by a state court without a finding of guilty.

(VII) Immediately  preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was a
person eligible for or a recipient of any of the following:

(aa) Federal Supplemental Security Income benefits.

(bb) Aid to Families with Dependent Children.

(cc) Food stamps.

(dd) State and local general assistance.

(VIII) Immediately  preceding  the  qualified  employee’s
commencement of employment with the qualified taxpayer, was a
member of a federally recognized Indian tribe, band, or other group
of Native American descent.

(IX) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was a
resident of a targeted tax area.

(B) Priority for employment shall be provided to an individual
who is enrolled in a qualified program under the federal Job Training
Partnership Act or the Greater Avenues for Independence Act of
1985 or who is eligible under the federal Targeted Jobs Tax Credit
Program.

(5) (A) “Qualified taxpayer” means a person or entity that meets
both of the following:

(i) Is engaged in 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.

(ii) 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.

(B) In the case of any pass-through entity, the determination of
whether a taxpayer is a qualified taxpayer under this section shall be
made at the entity level and any credit under this section or Section
23634 shall be allowed to the pass-through entity and passed through
to the partners or shareholders in accordance with applicable
provisions of this part or Part 11 (commencing with Section 23001).
For purposes of this subdivision, the term “pass-through entity”
means any partnership or S corporation.

(c) If the qualified taxpayer is allowed a credit for qualified wages
pursuant to this section, only one credit shall be allowed to the
taxpayer under this part with respect to those qualified wages.

(d) The qualified taxpayer shall do both of the following:
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(1) Obtain  from  either the Employment Development
Department, as permitted by federal law, or the local county or city
Job Training Partnership Act administrative entity or the local
county GAIN office or social services agency, as appropriate, a
certification that provides that a qualified employee meets the
eligibility requirements specified in clause (iv) of subparagraph (A)
of paragraph (4) of subdivision (b). The Employment Development
Department may provide preliminary screening and referral to a
certifying agency. The Employment Development Department
shall develop a form for this purpose.

(2) Retain a copy of the certification and provide it upon request
to the Franchise Tax Board.

(e) (1) For purposes of this section:

(A) All employees of trades or businesses, which are not
incorporated, that are under common control shall be treated as
employed by a single taxpayer.

(B) The credit, if any, allowable by this section with respect to
each trade or business shall be determined by reference to its
proportionate share of the expense of the qualified wages giving rise
to the credit, and shall be allocated in that manner.

(C) Principles that apply in the case of controlled groups of
corporations, as specified in subdivision (d) of Section 23634, shall
apply with respect to determining employment.

(2) If an employer acquires the major portion of a trade or
business of another employer (hereinafter in this paragraph referred
to as the “predecessor”) or the major portion of a separate unit of a
trade or business of a predecessor, then, for purposes of applying this
section (other than subdivision (f)) for any calendar year ending
after that acquisition, the employment relationship between a
qualified employee and an employer shall not be treated as
terminated if the employee continues to be employed in that trade
or business.

(f) (1) If the employment of any qualified employee, with
respect to whom qualified wages are taken into account under
subdivision (a) is terminated by the qualified taxpayer at any time
during the first 270 days of that employment (whether or not
consecutive) or before the close of the 270th calendar day after the
day in which that employee completes 90 days of employment with
the qualified taxpayer, the tax imposed by this part for the taxable
year in which that employment is terminated shall be increased by
an amount equal to the credit allowed under subdivision (a) for that
taxable year and all prior taxable years attributable to qualified wages
paid or incurred with respect to that employee.

(2) (A) Paragraph (1) shall not apply to any of the following:

(i) A termination of employment of a qualified employee who
voluntarily leaves the employment of the qualified taxpayer.

(ii) A termination of employment of a qualified employee who,
before the close of the period referred to in paragraph (1), becomes
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disabled and unable to perform the services of that employment,
unless that disability is removed before the close of that period and
the qualified taxpayer fails to offer reemployment to that employee.

(iii) A termination of employment of a qualified employee, if it is
determined under the applicable employment compensation
provisions that the termination was due to the misconduct of that
employee.

(iv) A termination of employment of a qualified employee due to
a substantial reduction in the trade or business operations of the
qualified taxpayer.

(v) A termination of employment of a qualified employee, if that
employee is replaced by other qualified employees so as to create a
net increase in both the number of employees and the hours of
employment.

(B) For purposes of paragraph (1), the employment relationship
between the qualified taxpayer and a qualified employee shall not be
treated as terminated by reason of a mere change in the form of
conducting the trade or business of the qualified taxpayer, if the
qualified employee continues to be employed in that trade or
business and the qualified taxpayer retains a substantial interest in
that trade or business.

(3) Any increase in tax under paragraph (1) shall not be treated
as tax imposed by this part for purposes of determining the amount
of any credit allowable under this part.

(g) In the case of an estate or trust, both of the following apply:

(1) The qualified wages for any taxable year shall be apportioned
between the estate or trust and the beneficiaries on the basis of the
income of the estate or trust allocable to each.

(2) Any beneficiary to whom any qualified wages have been
apportioned under paragraph (1) shall be treated, for purposes of
this part, as the employer with respect to those wages.

(h) For purposes of this section, “targeted tax area” means an area
designated pursuant to Chapter 12.93 (commencing with Section
7097) of Division 7 of Title 1 of the Government Code.

(i) In the case where the credit otherwise allowed under this
section exceeds the “net tax” for the taxable year, that portion of the
credit that exceeds the “net tax” may be carried over and added to
the credit, if any, in succeeding taxable years, until the credit is
exhausted. The credit shall be applied first to the earliest taxable
years possible.

() (1) The amount of the credit otherwise allowed under this
section and Section 17053.33, including any credit carryover from
prior years, that may reduce the “net tax” for the taxable year shall
not exceed the amount of tax that would be imposed on the qualified
taxpayer’s business income attributable to the targeted tax area
determined as if that attributable income represented all of the
income of the qualified taxpayer subject to tax under this part.
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(2) The amount of attributable income described in paragraph
(1) shall be determined in accordance with Chapter 17
(commencing with Section 25101) of Part 11, modified for purposes
of this section as follows:

(A) Business income shall be apportioned to the targeted tax area
by multiplying the total business income by a fraction, the numerator
of which is the property factor plus the payroll factor, and the
denominator of which is two.

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

(3) The portion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable years,
as if it were an amount exceeding the “net tax” for the taxable year,
as provided in subdivision (h).

(4) In the event that a credit carryover is allowable under
subdivision (h) for any taxable year after the targeted tax area
expiration date, the targeted tax area shall be deemed to remain in
existence for purposes of computing the limitation specified in this
subdivision.

SEC. 5. Section 17267.6 is added to the Revenue and Taxation
Code, to read:

17267.6. (a) For each taxable year beginning on or after January
1, 1998, a qualified taxpayer may elect to treat 40 percent of the cost
of any Section 17267.6 property as an expense that is not chargeable
to a capital account. Any cost so treated shall be allowed as a
deduction for the taxable year in which the qualified taxpayer places
the Section 17267.6 property in service.

(b) In the case of a husband and wife filing separate returns for a
taxable year, the applicable amount under subdivision (a) shall be
equal to 50 percent of the percentage specified in subdivision (a).

(c) (1) An election under this section for any taxable year shall do
both of the following:

(A) Specify the items of Section 17267.6 property to which the
election applies and the percentage of the cost of each of those items
that are to be taken into account under subdivision (a).

(B) Be made on the qualified taxpayer’s original return 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 revoked except with the
consent of the Franchise Tax Board.

(d) (1) For purposes of this section, “Section 17267.6 property”
means any recovery property that is:

(A) Section 1245 property (as defined in Section 1245(a)(3) of the
Internal Revenue Code).

(B) Purchased and placed in service by the qualified taxpayer for
exclusive use in a trade or business conducted 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.
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(C) Purchased and placed in service before the date the targeted
tax area designation expires, is revoked, is no longer binding, or
becomes inoperative.

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

(A) The property is not acquired from a person whose
relationship to the person acquiring it would result in the
disallowance of losses under Section 267 or Section 707(b) of the
Internal Revenue Code. However, in applying Sections 267(b) and
267(c) for purposes of this section, Section 267(c)(4) shall be treated
as providing that the family of an individual shall include only the
individual’s spouse, ancestors, and lineal descendants.

(B) The basis of the property in the hands of the person acquiring
it is not determined in whole or in part by reference to the adjusted
basis of that property in the hands of the person from whom it is
acquired.

(3) For purposes of this section, the cost of property does not
include that portion of the basis of the property that is determined
by reference to the basis of other property held at any time by the
person acquiring the property.

(4) This section shall not apply to estates and trusts.

(5) This section shall not apply to any property for which the
qualified taxpayer may not make an election for the taxable year
under Section 179 of the Internal Revenue Code because of the
application of the provisions of Section 179(d) of the Internal
Revenue Code.

(6) In the case of a partnership, the percentage limitation
specified in subdivision (a) shall apply at the partnership level and
at the partner level.

(e) (1) For purposes of this section, “qualified taxpayer” means
a person or entity that meets both of the following:

(A) Is engaged in 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.

(B) 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 State
Office of Management and Budget, 1987 edition.

(2) In the case of any pass-through entity, the determination of
whether a taxpayer is a qualified taxpayer under this section shall be
made at the entity level and any deduction under this section or
Section 24356.6 shall be allowed to the pass-through entity and passed
through to the partners or shareholders in accordance with
applicable provisions of this part of Part 11 (commencing with
Section 23001). For purposes of this subparagraph, the term
“pass-through entity” means any partnership or S corporation.
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(f) Any qualified taxpayer who elects to be subject to this section
shall not be entitled to claim for the same property, the deduction
under Section 179 of the Internal Revenue Code, relating to an
election to expense certain depreciable business assets. However, the
qualified taxpayer may claim depreciation by any method permitted
by Section 168 of the Internal Revenue Code, commencing with the
taxable year following the taxable year in which the Section 17267.6
property is placed in service.

(g) The aggregate cost of all Section 17267.6 property that may be
taken into account under subdivision (a) for any taxable year shall
not exceed the following applicable amount for the taxable year of
the designation of the relevant targeted tax area and taxable years
thereafter:

The applicable
amount is:
Taxable year of designation .................... $100,000
1st taxable year thereafter ..................... 100,000
2nd taxable year thereafter .................... 75,000
3rd taxable year thereafter .................... 75,000
Each taxable year thereafter ................... 50,000

(h) Any amounts deducted under subdivision (a) with respect to
Section 17267.6 property that ceases to be used in the qualified
taxpayer’s trade or business within a targeted tax area at any time
before the close of the second taxable year after the property is
placed in service shall be included in income in the taxable year in
which the property ceases to be so used.

SEC. 6. Section 17276.2 of the Revenue and Taxation Code is
amended to read:

17276.2. The term “qualified taxpayer” as used in Section 17276.1
means any of the following:

(a) A person or entity engaged in the conduct of a trade or
business within an enterprise zone designated pursuant to chapter
12.8 (commencing with Section 7070) of Division 7 of Title 1 of the
Government Code.

(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 trade or business is designated as an enterprise zone shall
be a net operating loss carryover to each of the 15 taxable years
following the taxable year of loss.

(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 business activities within the enterprise
zone (as defined in Chapter 12.8 (commencing with Section 7070)
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of Division 7 of Title 1 of the Government Code) prior to the
enterprise zone expiration date. That attributable loss shall be
determined in accordance with Chapter 17 (commencing with
Section 25101) of Part 11, modified for purposes of this section by
substituting “enterprise zone” for “this state.”

(B) A net operating loss carryover shall be a deduction only with
respect to the taxpayer’s business income attributable to the
enterprise zone (as defined in Chapter 12.8 (commencing with
Section 7070) of Division 7 of Title 1 of the Government Code)
determined in accordance with Chapter 17 (commencing with
Section 25101) of Part 11, modified for purposes of this section by
substituting “enterprise zone” for “this state.”

(C) “Enterprise zone expiration date” means the date the
enterprise zone designation expires, is no longer binding, or becomes
inoperative.

(b) A person or entity engaged in the conduct of a trade or
business within the Los Angeles Revitalization Zone designated
pursuant to Section 7102 of the Government Code.

(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 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 taxable year of loss, if longer.

(2) For the 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 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:

(i) 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 two.

(ii) “The Los Angeles Revitalization Zone” shall be substituted for
“this state.”

(B) 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 paragraph (3).

(3) 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
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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 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 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 two.

(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 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.

(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.

(4) “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.

(5) This subdivision 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 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 subdivision.

(6) This subdivision shall cease to be operative on January 1, 1998.
However, any unused net operating loss may continue to be carried
over to following years as provided in this subdivision.

(c) For each taxable year beginning on or after January 1, 1995,
and before January 1, 2003, a taxpayer engaged in the conduct of a
trade or business within a LAMBRA.

(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
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conducts a trade or business is designated a LAMBRA shall 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) For the purposes of this subdivision:

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

(B) “Taxpayer” means a person or entity 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 employee per
year) of one or more employees in the LAMBRA and this state.

(i) 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. The deduction shall be allowed only if the taxpayer has a net
increase in jobs in the state, and if one or more full-time employees
is employed within the LAMBRA.

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

(iii) In the case of a taxpayer who first commences doing business
in the LAMBRA during the taxable year, for purposes of subclauses
(I) and (II), respectively, of clause (ii) 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.

(C) “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 a LAMBRA
prior to the LAMBRA expiration date. The attributable loss shall be
determined in accordance with Chapter 17 (commencing with
Section 25101) of Part 11, modified as follows:

(i) 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
is two.
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(i) “The LAMBRA” shall be substituted for “this state.”

(D) A net operating loss carryover shall be a deduction only with
respect to the taxpayer’s business income attributable to a LAMBRA
determined in accordance with Chapter 17 (commencing with
Section 25101) of Part 11, modified as follows:

(i) Business income shall be apportioned to a LAMBRA by
multiplying total business income by a fraction, the numerator of
which is the property factor plus the payroll factor, and the
denominator of which is two.

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

(iii) 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 in existence for purposes of
computing this limitation.

(E) “LAMBRA expiration date” means the date the LAMBRA
designation expires, is no longer binding, or becomes inoperative
pursuant to Section 7110 of the Government Code.

(d) (1) For each taxable year beginning on or after January 1,
1998, a person or entity that meets both of the following:

(A) Is engaged in 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.

(B) 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 under this section shall be made at the entity level.

(2) 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 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 following the taxable year of loss.

(3) 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 qualified taxpayer’s business activities within the
targeted tax area (as defined in 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 in accordance with Chapter 17 (commencing with
Section 25101) of Part 11, modified for purposes of this subdivision as
follows:

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

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

(B) 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)
determined in accordance with Chapter 17 (commencing with
Section 25101) of Part 11, modified for purposes of this subdivision as
follows:

(i) Business income shall be apportioned to the targeted tax area
by multiplying the total business income by a fraction, the numerator
of which is the property factor plus the payroll factor, and the
denominator of which is two.

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

(C) 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 purposes of computing the limitation specified in this
subparagraph.

(D) “Targeted tax area expiration date” means the date the
targeted tax area designation expires, is revoked, is no longer binding,
or becomes inoperative.

(e) A taxpayer who qualifies as a “qualified taxpayer” 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 subdivision of this section which applies
to that taxpayer with respect to that net operating loss. If the taxpayer
is eligible to qualify under more than one subdivision of this section,
the designation is to be made after taking into account subdivision
(f).
(f) If a taxpayer is eligible to qualify under more than one
subdivision of this section as a “qualified taxpayer,” with respect to
a net operating loss in a taxable year, the taxpayer shall designate
which subdivision of this section is to apply to the taxpayer.

(g) Notwithstanding Section 17276, the amount of the loss
determined under this section shall be the only net operating loss
allowed to be carried over from that taxable year and the designation
under subdivision (d) shall be included in the election under Section
17276.1.

SEC. 7. 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 imposed under Chapter 2 (commencing with Section
23101).

(B) The tax imposed under Chapter 3 (commencing with Section
23501).
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(C) The tax on unrelated business taxable income, imposed under
Section 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 (e) 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 (commencing 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 19005, the term “tax” shall also
include all of the following:

(1) The tax on limited partnerships, imposed under Section 17935
or Section 23081, the tax on limited liability companies, imposed
under Section 17941 or Section 23091, and the tax on registered
limited liability = partnerships and foreign limited liability
partnerships imposed under Section 17948 or Section 23097.

(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 shall
be allowed against the “tax” in the following order:

(1) Credits that do not contain carryover provisions.

(2) Credits that, when the credit exceeds the “tax,” allow the
excess to be carried over to offset the “tax” in succeeding taxable
years. The order of credits within this paragraph shall be determined
by the Franchise Tax Board.

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

(4) Credits for taxes withheld under Section 18662.

(d) Notwithstanding any other provision of this part, each of the
following shall be applicable:

(1) No credit shall reduce the “tax” below the tentative minimum
tax (as defined by paragraph (1) of subdivision (a) of Section 23455),
except the following credits, but only after allowance of the credit
allowed by Section 23453:

(A) The credit allowed by former Section 23601 (relating to solar
energy).

(B) The credit allowed by former Section 23601.4 (relating to solar

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

energy).

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

(E) The credit allowed by Section 23609.5 (relating to clinical
testing expenses).
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(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 Section 23612.2 (relating to enterprise
zone sales or use tax credit).

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

(J) The credit allowed by former Section 23622 (relating to
enterprise zone hiring credit).

(K) The credit allowed by Section 23622.5 (relating to enterprise
zone hiring credit).

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

(M) For each income year beginning on or after January 1, 1994,
the credit allowed by Section 23623.5 (relating to Los Angeles
Revitalization Zone hiring credit).

(N) The credit allowed by Section 23625 (relating to Los Angeles
Revitalization Zone hiring credit).

(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 shall 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) shall be 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 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.

(g) 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 shall be eligible to receive the tax credit in proportion
to its 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 shall be computed at the S corporation
level, and any limitation on the expenses qualifying for the credit or
limitation upon the amount of the credit shall be applied to the S
corporation and to each shareholder.

SEC. 8. Section 23633 is added to the Revenue and Taxation Code,
to read:
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23633. (a) For each income year beginning on or after January
1, 1998, there shall be allowed as a credit against the “tax” (as defined
by Section 23036) for the income year an amount equal to the sales
or use tax paid or incurred during the income year by the qualified
taxpayer in connection with the qualified taxpayer’s purchase of
qualified property.

(b) For purposes of this section:

(1) “Qualified property” means property that meets all of the
following requirements:

(A) Is any of the following:

(i) Machinery and machinery parts used for fabricating,
processing, assembling, and manufacturing.

(ii) Machinery and machinery parts used for the production of
renewable energy resources.

(iii) Machinery and machinery parts used for either of the
following:

(I) Air pollution control mechanisms.

(II) Water pollution control mechanisms.

(iv) Data processing and communications equipment, such as
computers, computer-automated drafting systems, copy machines,
telephone systems, and faxes.

(v) Motion picture manufacturing equipment central to
production and post production, such as cameras, audio recorders,
and digital image and sound processing equipment.

(B) The total cost of qualified property purchased and placed in
service in any income year that may be taken into account by any
qualified taxpayer for purposes of claiming this credit shall not
exceed twenty million dollars ($20,000,000).

(C) The qualified property is used by the qualified taxpayer
exclusively in a targeted tax area.

(D) The qualified property is purchased and placed in service
before the date the targeted tax area designation expires, is revoked,
is no longer binding, or becomes inoperative.

(2) (A) “Qualified taxpayer” means a corporation that meets
both of the following:

(i) Is engaged in 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.

(ii) 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.

(B) In the case of any pass-through entity, the determination of
whether a taxpayer is a qualified taxpayer under this section shall be
made at the entity level and any credit under this section or Section
17053.33 shall be allowed to the pass-through entity and passed
through to the partners or shareholders in accordance with
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applicable provisions of this part or Part 10 (commencing with
Section 17001). For purposes of this subparagraph, the term
“pass-through entity” means any partnership or S corporation.

(3) “Targeted tax area” means the area designated pursuant to
Chapter 12.93 (commencing with Section 7097) of Division 7 of Title
1 of the Government Code.

(c) If the qualified taxpayer is allowed a credit for qualified
property pursuant to this section, only one credit shall be allowed to
the taxpayer under this part with respect to that qualified property.

(d) If the qualified taxpayer has purchased property upon which
a use tax has been paid or incurred, the credit provided by this section
shall be allowed only if qualified property of a comparable quality and
price is not timely available for purchase in this state.

(e) In the case where the credit otherwise allowed under this
section exceeds the “tax” for the income year, that portion of the
credit that exceeds the “tax” may be carried over and added to the
credit, if any, in the following year, and succeeding years if necessary,
until the credit is exhausted. The credit shall be applied first to the
earliest income years possible.

(f) Any qualified taxpayer who elects to be subject to this section
shall not be entitled to increase the basis of the qualified property as
otherwise required by Section 164(a) of the Internal Revenue Code
with respect to sales or use tax paid or incurred in connection with
the qualified taxpayer’s purchase of qualified property.

(g) (1) The amount of credit otherwise allowed under this
section and Section 23634, including any credit carryover from prior
years, that may reduce the “tax” for the income year shall not exceed
the amount of tax that would be imposed on the qualified taxpayer’s
business income attributable to the targeted tax area determined as
if that attributable income represented all of the income of the
qualified taxpayer subject to tax under this part.

(2) The amount of attributable income described in paragraph
(1) shall be determined in accordance with Chapter 17
(commencing with Section 25101), modified for purposes of this
section, as follows:

(A) Business income shall be apportioned to the targeted tax area
by multiplying the total business income by a fraction, the numerator
of which is the property factor plus the payroll factor, and the
denominator of which is two.

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

(3) The portion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding income years,
as if it were an amount exceeding the “tax” for the income year, as
provided in subdivision (e).

(4) In the event that a credit carryover is allowable under
subdivision (e) for any income year after the targeted tax area
designation has expired, has been revoked, is no longer binding, or
has become inoperative, the targeted tax area shall be deemed to
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remain in existence for purposes of computing the limitation
specified in this subdivision.

SEC. 9. Section 23634 is added to the Revenue and Taxation Code,
to read:

23634. (a) For each income year beginning on or after January
1, 1998, there shall be allowed a credit against the “tax” (as defined
by Section 23036) to a qualified taxpayer who employs a qualified
employee in a targeted tax area during the income year. The credit
shall be equal to the sum of each of the following:

(1) Fifty percent of qualified wages in the first year of
employment.

(2) Forty percent of qualified wages in the second year of
employment.

(3) Thirty percent of qualified wages in the third year of
employment.

(4) Twenty percent of qualified wages in the fourth year of
employment.

(5) Ten percent of qualified wages in the fifth year of
employment.

(b) For purposes of this section:

(1) “Qualified wages” means:

(A) That portion of wages paid or incurred by the qualified
taxpayer during the income year to qualified employees that does not
exceed 150 percent of the minimum wage.

(B) Wages received during the 60-month period beginning with
the day the employee commences employment with the qualified
taxpayer.

(©) Qualified wages do not include any wages paid or incurred by
the qualified taxpayer on or after the targeted tax area expiration
date. However, wages paid or incurred with respect to qualified
employees who are employed by the qualified taxpayer within the
targeted tax area within the 60-month period prior to the targeted tax
area expiration date shall continue to qualify for the credit under this
section after the targeted tax area expiration date, in accordance with
all provisions of this section applied as if the targeted tax area
designation were still in existence and binding.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the Labor
Code.

(3) “Targeted tax area expiration date” means the date the
targeted tax area designation expires, is revoked, is no longer binding,
or becomes inoperative.

(4) (A) “Qualified employee” means an individual who meets all
of the following requirements:

(i) At least 90 percent of his or her services for the qualified
taxpayer during the income year are directly related to the conduct
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of the qualified taxpayer’s trade or business located in a targeted tax
area.

(ii) Performs at least 50 percent of his or her services for the
qualified taxpayer during the income year in a targeted tax area.

(iii) Is hired by the qualified taxpayer after the date of original
designation of the area in which services were performed as a
targeted tax area.

(iv) Is any of the following:

(I) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was a
person eligible for services under the federal Job Training
Partnership Act (29 U.S.C. Sec. 1501 et seq.), or its successor, who is
receiving, or is eligible to receive, subsidized employment, training,
or services funded by the federal Job Training Partnership Act, or its
successor.

(II) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was a
person eligible to be a voluntary or mandatory registrant under the
Greater Avenues for Independence Act of 1985 (GAIN) provided for
pursuant to Article 3.2 (commencing with Section 11320) of Chapter
2 of Part 3 of Division 9 of the Welfare and Institutions Code, or its
successor.

(IIT) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was an
economically disadvantaged individual 14 years of age or older.

(IV) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was a
dislocated worker who meets any of the following:

(aa) Has been terminated or laid off or who has received a notice
of termination or layoff from employment, is eligible for or has
exhausted entitlement to unemployment insurance benefits, and is
unlikely to return to his or her previous industry or occupation.

(bb) Has been terminated or has received a notice of termination
of employment as a result of any permanent closure or any substantial
layoff at a plant, facility, or enterprise, including an individual who
has not received written notification but whose employer has made
a public announcement of the closure or layoff.

(cc) Is long-term unemployed and has limited opportunities for
employment or reemployment in the same or a similar occupation
in the area in which the individual resides, including an individual 55
years of age or older who may have substantial barriers to
employment by reason of age.

(dd) Was self-employed (including farmers and ranchers) and is
unemployed as a result of general economic conditions in the
community in which he or she resides or because of natural disasters.

(ee) Was a civilian employee of the Department of Defense
employed at a military installation being closed or realigned under
the Defense Base Closure and Realignment Act of 1990.
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(ff) Was an active member of the armed forces or National Guard
as of September 30, 1990, and was either involuntarily separated or
separated pursuant to a special benefits program.

(gg) Is a seasonal or migrant worker who experiences chronic
seasonal unemployment and underemployment in the agriculture
industry, aggravated by continual advancements in technology and
mechanization.

(hh) Has been terminated or laid off, or has received a notice of
termination or layoff, as a consequence of compliance with the Clean
Air Act.

(V) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was a
disabled individual who is eligible for or enrolled in, or has completed
a state rehabilitation plan or is a service-connected disabled veteran,
veteran of the Vietnam era, or veteran who is recently separated
from military service.

(VD) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was an
ex-offender. An individual shall be treated as convicted if he or she
was placed on probation by a state court without a finding of guilty.

(VII) Immediately  preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was a
person eligible for or a recipient of any of the following:

(aa) Federal Supplemental Security Income benefits.

(bb) Aid to Families with Dependent Children.

(cc) Food stamps.

(dd) State and local general assistance.

(VIII) Immediately  preceding  the  qualified  employee’s
commencement of employment with the qualified taxpayer, was a
member of a federally recognized Indian tribe, band, or other group
of Native American descent.

(IX) Immediately preceding the qualified employee’s
commencement of employment with the qualified taxpayer, was a
resident of a targeted tax area.

(B) Priority for employment shall be provided to an individual
who is enrolled in a qualified program under the federal Job Training
Partnership Act or the Greater Avenues for Independence Act of
1985 or who is eligible under the federal Targeted Jobs Tax Credit
Program.

(5) (A) “Qualified taxpayer” means a person or entity that meets
both of the following:

(i) Is engaged in 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.

(ii) 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
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Industrial Classification (SIC) Manual published by the United States
Office of Management and Budget, 1987 edition.

(B) In the case of any pass-through entity, the determination of
whether a taxpayer is a qualified taxpayer under this section shall be
made at the entity level and any credit under this section or Section
17053.34 shall be allowed to the pass-through entity and passed
through to the partners or shareholders in accordance with
applicable provisions of this part or Part 10 (commencing with
Section 17001). For purposes of this subparagraph, the term
“pass-through entity” means any partnership or S corporation.

(c) If the qualified taxpayer is allowed a credit for qualified wages
pursuant to this section, only one credit shall be allowed to the
taxpayer under this part with respect to those qualified wages.

(d) The qualified taxpayer shall do both of the following:

(1) Obtain  from  either the Employment Development
Department, as permitted by federal law, or the local county or city
Job Training Partnership Act administrative entity or the local
county GAIN office or social services agency, as appropriate, a
certification that provides that a qualified employee meets the
eligibility requirements specified in clause (iv) of subparagraph (A)
of paragraph (4) of subdivision (b). The Employment Development
Department may provide preliminary screening and referral to a
certifying agency. The Employment Development Department
shall develop a form for this purpose.

(2) Retain a copy of the certification and provide it upon request
to the Franchise Tax Board.

(e) (1) For purposes of this section:

(A) All employees of all corporations that are members of the
same controlled group of corporations shall be treated as employed
by a single taxpayer.

(B) The credit, if any, allowable by this section to each member
shall be determined by reference to its proportionate share of the
expense of the qualified wages giving rise to the credit, and shall be
allocated in that manner.

(C) For purposes of this subdivision, “controlled group of
corporations” means ‘“‘controlled group of corporations” as defined
in Section 1563(a) of the Internal Revenue Code, except that:

(i) “More than 50 percent” shall be substituted for “at least 80
percent” each place it appears in Section 1563(a)(1) of the Internal
Revenue Code.

(ii) The determination shall be made without regard to
subsections (a)(4) and (e)(3)(C) of Section 1563 of the Internal
Revenue Code.

(2) If an employer acquires the major portion of a trade or
business of another employer (hereinafter in this paragraph referred
to as the “predecessor”) or the major portion of a separate unit of a
trade or business of a predecessor, then, for purposes of applying this
section (other than subdivision (f)) for any calendar year ending
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after that acquisition, the employment relationship between a
qualified employee and an employer shall not be treated as
terminated if the employee continues to be employed in that trade
or business.

(f) (1) If the employment of any qualified employee with respect
to whom qualified wages are taken into account under subdivision
(a) is terminated by the qualified taxpayer at any time during the
first 270 days of that employment (whether or not consecutive) or
before the close of the 270th calendar day after the day in which that
employee completes 90 days of employment with the qualified
taxpayer, the tax imposed by this part for the income year in which
that employment is terminated shall be increased by an amount
equal to the credit allowed under subdivision (a) for that income year
and all prior income years attributable to qualified wages paid or
incurred with respect to that employee.

(2) (A) Paragraph (1) shall not apply to any of the following:

(i) A termination of employment of a qualified employee who
voluntarily leaves the employment of the qualified taxpayer.

(i) A termination of employment of a qualified employee who,
before the close of the period referred to in paragraph (1), becomes
disabled and unable to perform the services of that employment,
unless that disability is removed before the close of that period and
the qualified taxpayer fails to offer reemployment to that employee.

(ili) A termination of employment of a qualified employee, if it is
determined under the applicable unemployment compensation
provisions that the termination was due to the misconduct of that
employee.

(iv) A termination of employment of a qualified employee due to
a substantial reduction in the trade or business operations of the
taxpayer.

(v) A termination of employment of a qualified employee, if that
employee is replaced by other qualified employees so as to create a
net increase in both the number of employees and the hours of
employment.

(B) For purposes of paragraph (1), the employment relationship
between the qualified taxpayer and a qualified employee shall not be
treated as terminated by either of the following:

(i) By a transaction to which Section 381(a) of the Internal
Revenue Code applies, if the qualified employee continues to be
employed by the acquiring corporation.

(ii) By reason of a mere change in the form of conducting the
trade or business of the qualified taxpayer, if the qualified employee
continues to be employed in that trade or business and the qualified
taxpayer retains a substantial interest in that trade or business.

(3) Any increase in tax under paragraph (1) shall not be treated
as tax imposed by this part for purposes of determining the amount
of any credit allowable under this part.
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(g) Rules similar to the rules provided in Sections 46(e) and (h)
of the Internal Revenue Code shall apply to both of the following:

(1) An organization to which Section 593 of the Internal Revenue
Code applies.

(2) A regulated investment company or a real estate investment
trust subject to taxation under this part.

(h) For purposes of this section, “targeted tax area” means an area
designated pursuant to Chapter 12.93 (commencing with Section
7097) of Division 7 of Title 1 of the Government Code.

(i) In the case where the credit otherwise allowed under this
section exceeds the ‘“tax” for the income year, that portion of the
credit that exceeds the “tax” may be carried over and added to the
credit, if any, in succeeding income years, until the credit is
exhausted. The credit shall be applied first to the earliest income
years possible.

() (1) The amount of the credit otherwise allowed under this
section and Section 23633, including any credit carryover from prior
years, that may reduce the “tax” for the income year shall not exceed
the amount of tax that would be imposed on the qualified taxpayer’s
business income attributable to the targeted tax area determined as
if that attributable income represented all of the income of the
qualified taxpayer subject to tax under this part.

(2) The amount of attributable income described in paragraph
(1) shall be determined in accordance with Chapter 17
(commencing with Section 25101), modified for purposes of this
section as follows:

(A) Business income shall be apportioned to the targeted tax area
by multiplying the total business income by a fraction, the numerator
of which is the property factor plus the payroll factor, and the
denominator of which is two.

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

(3) The portion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding income years,
as if it were an amount exceeding the “tax” for the income year, as
provided in subdivision (h).

(4) In the event that a credit carryover is allowable under
subdivision (h) for any income year after the targeted tax area
designation has expired or been revoked, the targeted tax area shall
be deemed to remain in existence for purposes of computing the
limitation specified in this subdivision.

SEC. 10. Section 24356.6 is added to the Revenue and Taxation
Code, to read:

24356.6. (a) For each income year beginning on or after January
1, 1998, a qualified taxpayer may elect to treat 40 percent of the cost
of any Section 24356.6 property as an expense that is not chargeable
to a capital account. Any cost so treated shall be allowed as a
deduction for the income year in which the qualified taxpayer places
the Section 24356.6 property in service.



[ Ch. 602 ] STATUTES OF 1997 3813

(b) (1) An election under this section for any income year shall
do both of the following:

(A) Specify the items of Section 24356.6 property to which the
election applies and the percentage of the cost of each of those items
that are to be taken into account under subdivision (a).

(B) Be made on the qualified taxpayer’s original return of the tax
imposed by this part for the income year.

(2) Any election made under this section, and any specification
contained in that election, may not be revoked except with the
consent of the Franchise Tax Board.

(c) (1) For purposes of this section, “Section 24356.6 property”
means any recovery property that is:

(A) Section 1245 property (as defined in Section 1245 (a)(3) of the
Internal Revenue Code).

(B) Purchased and placed in service by the qualified taxpayer for
exclusive use in a trade or business conducted 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.

(C) Purchased and placed in service before the date the targeted
tax area designation expires, is revoked, is no longer binding, or
becomes inoperative.

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

(A) The property is not acquired from a person whose
relationship to the person acquiring it would result in the
disallowance of losses under Section 267 or 707(b) of the Internal
Revenue Code. However, in applying Sections 267(b) and 267(c) for
purposes of this section, Section 267(c)(4) shall be treated as
providing that the family of an individual shall include only the
individual’s spouse, ancestors, and lineal descendants.

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

(C) The basis of the property in the hands of the person acquiring
it is not determined in whole or in part by reference to the adjusted
basis of that property in the hands of the person from who it is
acquired.

(3) For purposes of this section, the cost of property does not
include that portion of the basis of that property that is determined
by reference to the basis of other property held at any time by the
person acquiring that property.

(4) This section shall not apply to any property for which the
qualified taxpayer may not make an election under Section 179 of the
Internal Revenue Code because of the application of the provisions
of Section 179(d) of the Internal Revenue Code.

(5) For purposes of subdivision (b), both of the following apply:

(A) All members of an affiliated group shall be treated as one
qualified taxpayer.
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(B) The qualified taxpayer shall apportion the dollar limitation
contained in subdivision (f) among the members of the affiliated
group in whatever manner the board shall prescribe.

(6) For purposes of paragraphs (2) and (5), “affiliated group”
means “affiliated group” as defined in Section 1504 of the Internal
Revenue Code, except that, for these purposes, the phrase “more
than 50 percent” shall be substituted for the phrase “at least 80
percent” each place it appears in Section 1504(a) of the Internal
Revenue Code.

(d) (1) For purposes of this section, “qualified taxpayer” means
a corporation that meets both of the following:

(A) Is engaged in conducting 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.

(B) 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.

(2) In the case of any pass-through entity, the determination of
whether a taxpayer is a qualified taxpayer under this section shall be
made at the entity level and any deduction under this section or
Section 17267.6 shall be allowed to the pass-through entity and passed
through to the partners or sharcholders in accordance with
applicable provisions of this part or Part 10 (commencing with
Section 17001). For purposes of this subparagraph, the term
“pass-through entity” means any partnership or S corporation.

(e) Any qualified taxpayer who elects to be subject to this section
shall not be entitled to claim additional depreciation pursuant to
Section 24356 with respect to any property that constitutes Section
24356.6 property. However, the qualified taxpayer may claim
depreciation by any method permitted by Section 24349
commencing with the income year following the income year in
which Section 24356.6 property is placed in service.

(f) The aggregate cost of all Section 24356.6 property that may be
taken into account under subdivision (a) for any income year shall
not exceed the following applicable amount for the income year of
the designation of the relevant targeted tax area and income years
thereafter:

The applicable
amount is:
Income year of designation .................... $100,000
1st income year thereafter ..................... 100,000
2nd income year thereafter .................... 75,000
3rd income year thereafter .................... 75,000

Each income year thereafter ................... 50,000
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(g) Any amounts deducted under subdivision (a) with respect to
Section 24356.6 property that ceases to be used in the qualified
taxpayer’s trade or business within a targeted tax area at any time
before the close of the second income year after the property is
placed in service shall be included in income in the income year in
which the property ceases to be so used.

SEC. 11. Section 24416.2 of the Revenue and Taxation Code is
amended to read:

24416.2. The term “qualified taxpayer” as used in Section 24416.1
means any of the following:

(a) A bank or corporation engaged in the conduct of a trade or
business within an enterprise zone designated pursuant to Chapter
12.8 (commencing with Section 7070) of Division 7 of Title 1 of the
Government Code.

(1) A net operating loss shall not be a net operating loss carryback
for any income year and a net operating loss for any income year
beginning on or after the date that the area in which the taxpayer
conducts a trade or business is designated as an enterprise zone shall
be a net operating loss carryover to each of the 15 income years
following the income year of loss.

(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 24416.1,
attributable to the taxpayer’s business activities within the enterprise
zone (as defined in Chapter 12.8 (commencing with Section 7070)
of Division 7 of Title 1 of the Government Code) prior to the
enterprise zone expiration date. That attributable loss shall be
determined in accordance with Chapter 17 (commencing with
Section 25101), modified for purposes of this section by substituting
“enterprise zone” for “this state.”

(B) A net operating loss carryover shall be a deduction only with
respect to the taxpayer’s business income attributable to the
enterprise zone (as defined in Chapter 12.8 (commencing with
Section 7070) of Division 7 of Title 1 of the Government Code)
determined in accordance with Chapter 17 (commencing with
Section 25101), modified for purposes of this section by substituting
“enterprise zone” for “this state.”

(C) “Enterprise zone expiration date” means the date the
enterprise zone designation expires, is no longer binding, or becomes
inoperative.

(b) A bank or 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.

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

(B) 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 income year beginning on or after January 1, 1984, shall be a net
operating loss carryover to each of the five years following the
income year of the loss. Subdivision (b) of Section 24416.1 shall not
apply.

(2) For the purposes of this subdivision:

(A) “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 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),
modified as follows:

(i) 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 two.

(ii) “The Los Angeles Revitalization Zone” shall be substituted for
this state.

(B) 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 paragraph (3).

(3) 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 apportioned to
the Los Angeles Revitalization Zone in accordance with Article 2
(commencing with Section 25120) of Chapter 17, 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 two.

(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 income 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 income year.
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(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 income year for compensation, and the denominator
of which is the total compensation paid by the taxpayer in this state
during the income year.

(4) “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.

(5) This subdivision shall be inoperative on the first day of the
income year beginning on or after the determination date, and each
income 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 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 subdivision.

(6) This subdivision shall cease to be operative on January 1, 1998.
However, any unused net operating loss may continue to be carried
over to following years as provided in this subdivision.

(c) For each income year beginning on or after January 1, 1995,
and before January 1, 2003, a taxpayer engaged in the conduct of a
trade or business within a LAMBRA.

(1) (A) A net operating loss shall not be a net operating loss
carryback for any income year and, except as provided in
subparagraph (B), a net operating loss for any income year
beginning on or after the date the area in which the taxpayer
conducts a trade or business is designated a LAMBRA shall be a net
operating loss carryover to each following income year that ends
before the LAMBRA expiration date or to each of the 15 income years
following the income year of loss, if longer.

(B) 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 income year beginning on or after January 1, 1984, shall be a net
operating loss carryover to each of the five years following the
income year of the loss. Subdivision (b) of Section 24416.1 shall not
apply.

(2) For the purposes of this subdivision:

(A) “LAMBRA” means a local agency military base recovery area
designated in accordance with Section 7114 of the Government
Code.
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(B) “Taxpayer” means a bank or corporation that conducts a trade
or business within a LAMBRA and, for the first two income years, has
a net increase in jobs (defined as 2,000 paid hours per employee per
year) of one or more employees in the LAMBRA and this state.

(i) 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 income 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 income 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 income year
prior to commencing business operations in the LAMBRA shall be
zero. The deduction shall be allowed only if the taxpayer has a net
increase in jobs in the state, and if one or more full-time employees
is employed within the LAMBRA.

(ii) The total number of employees employed in 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.

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

(iii) In the case of a taxpayer that first commences doing business
in the LAMBRA during the income year, for purposes of subclauses
(I) and (II), respectively, of clause (ii) the divisors “2,000” and “12”
shall be multiplied by a fraction, the numerator of which is the
number of months of the income year that the taxpayer was doing
business in the LAMBRA and the denominator of which is 12.

(C) “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 as follows:

(i) Loss shall be apportioned to a LAMBRA 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 two.

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

(D) A net operating loss carryover shall be a deduction only with
respect to the taxpayer’s business income attributable to a LAMBRA
determined in accordance with Chapter 17 (commencing with
Section 25101), modified as follows:

(i) Business income shall be apportioned to a LAMBRA by
multiplying total business income by a fraction, the numerator of
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which is the property factor plus the payroll factor, and the
denominator of which is two.

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

(iii) If a loss carryover is allowable pursuant to this section for any
income year after the LAMBRA designation has expired, the
LAMBRA shall be deemed to remain in existence for purposes of
computing this limitation.

(E) “LAMBRA expiration date” means the date the LAMBRA
designation expires, is no longer binding, or becomes inoperative
pursuant to Section 7110 of the Government Code.

(d) (1) For each income year beginning on or after January 1,
1998, a corporation that meets both of the following:

(A) 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.

(B) 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.

(2) A net operating loss shall not be a net operating loss carryback
for any income year and a net operating loss for any income 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 income
years following the income year of loss.

(3) 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 24416.1,
attributable to the qualified taxpayer’s business activities within the
targeted tax area (as defined in 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 in accordance with Chapter 17 (commencing with
Section 25101), modified for purposes of this subdivision as follows:

(i) 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 two.

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

(B) 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)
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determined in accordance with Chapter 17 (commencing with
Section 25101), modified for purposes of this subdivision as follows:

(i) Business income shall be apportioned to the targeted tax area
by multiplying the total business income by a fraction, the numerator
of which is the property factor plus the payroll factor, and the
denominator of which is two.

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

(C) If a loss carryover is allowable pursuant to this subdivision for
any income year after the targeted tax area expiration date, the
targeted tax area designation shall be deemed to remain in existence
for purposes of computing the limitation specified in this
subparagraph.

(D) “Targeted tax area expiration date” means the date the
targeted tax area designation expires, is revoked, is no longer binding,
or becomes inoperative.

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

(g) Notwithstanding Section 24416, the amount of the loss
determined under this section shall be the only net operating loss
allowed to be carried over from that income year and the designation
under subdivision (d) shall be included in the election under Section
24416.1.

CHAPTER 603

An act to add Section 7089 to the Government Code, and to amend
Sections 17053.17, 17053.74, 17256, 17260, 23036, 23622.7, 23623.5,
24345, 24349.1, 24356.5, 24422, and 24916 of, to repeal Sections
17053.70, 17053.73, 17053.8, 17235, 17267, 23612.2, 23622, 23622.5,
24356.7, and 24384.5 of, and to repeal and amend Section 17053.75 of,
the Revenue and Taxation Code, relating to economic development,
to take effect immediately, tax levy.

[Approved by Governor October 1, 1997. Filed with
Secretary of State October 3, 1997.]
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The people of the State of California do enact as follows:

SECTION 1. Section 7089 is added to the Government Code, to
read:

7089. For purposes of the Revenue and Taxation Code, each of
the following shall apply:

(a) Enterprise zones designated pursuant to former Chapter 12.8
(commencing with Section 7070), as that chapter read prior to
January 1, 1997, shall be deemed to remain in existence for taxable
or income years beginning on or after January 1, 1996, and before
January 1, 1997.

(b) Program areas designated pursuant to former Chapter 12.9
(commencing with Section 7080), as that chapter read prior to
January 1, 1997, shall be deemed to remain in existence for taxable
or income years beginning on or after January 1, 1996, and before
January 1, 1997.

(c) For taxable or income years beginning on or after January 1,
1996, and before January 1, 1997, a taxpayer conducting business
activities located in an enterprise zone designated pursuant to this
chapter shall be treated as conducting business activities in an
enterprise zone designated pursuant to former Chapter 12.8
(commencing with Section 7070), as that chapter read prior to
January 1, 1997, or a program area designated pursuant to former
Chapter 12.9 (commencing with Section 7080), as that chapter read
prior to January 1, 1997.

(d) For taxable or income years beginning on or after January 1,
1997, the carryover of any unused credits or deductions attributable
to a taxpayer’s business activities in an enterprise zone designated
pursuant to former Chapter 12.8 (commencing with Section 7070),
as that chapter read prior to January 1, 1997, or a program area
designated pursuant to former Chapter 12.9 (commencing with
Section 7080), as that chapter read prior to January 1, 1997, from
taxable or income years beginning prior to January 1, 1997, shall be
allowed, but shall be treated as if earned by a taxpayer or entity
engaged in a trade or business within an enterprise zone designated
pursuant to this chapter. The amount of carryovers of unused
enterprise zone or program area credits shall not be recomputed
under the enterprise zone tax provisions that become effective for
taxable or income years beginning on or after January 1, 1997.

SEC. 2. Section 17053.17 of the Revenue and Taxation Code is
amended to read:

17053.17. (a) For each taxable year beginning on or after January
1, 1992, and before January 1, 1998, the taxpayer shall be allowed for
hiring qualified disadvantaged individuals on or after May 1, 1992, a
credit against the “net tax,” as defined in Section 17039, for the
taxable year equal to the sum of each of the following:

(1) Fifty percent of qualified wages in the first year of
employment.
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(2) Forty percent of qualified wages in the second year of
employment.

(3) Thirty percent of qualified wages in the third year of
employment.

(4) Twenty percent of qualified wages in the fourth year of
employment.

(5) Ten percent of qualified wages in the fifth year of
employment.

(b) For purposes of this section:

(1) “Qualified wages” means all of the following:

(A) That portion of wages paid or incurred by the taxpayer during
the taxable year to qualified disadvantaged individuals that does not
exceed 150 percent of the minimum wage.

(B) Wages received during the 60-month period beginning with
the day the individual commences employment with the taxpayer.

(C) Qualified wages do not include any wages paid or incurred by
the taxpayer on or after the zone expiration date.

(D) If, after a taxpayer hires a qualified disadvantaged individual,
the geographic area in which the taxpayer’s trade or business is
located is excluded from the map of the Los Angeles Revitalization
Zone by the Trade and Commerce Agency pursuant to Section 7102
or 7104 of the Government Code, wages paid or incurred with
respect to the disadvantaged individual may continue to be qualified
wages and may qualify for the credit under this section, provided all
provisions of this section are satisfied, applied as if the taxpayer’s
trade or business was still located within the Los Angeles
Revitalization Zone.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the Labor
Code.

(3) “Qualified disadvantaged individual” means an individual
who is a qualified employee and a resident of the Los Angeles
Revitalization Zone.

(4) “Los Angeles Revitalization Zone” means the area designated
under Section 7102 of the Government Code.

(5) “Qualified employee” means an individual that meets both of
the following:

(A) At least 90 percent of whose services for the taxpayer during
the taxable year are directly related to the conduct of the taxpayer’s
trade or business located in the Los Angeles Revitalization Zone.

(B) Who performs at least 50 percent of his or her services for the
taxpayer during the taxable year in the Los Angeles Revitalization
Zone.

(6) “Resident” means a resident as defined in Section 7101 of the
Government Code.

(7) “Taxpayer” means a person or entity engaged in a trade or
business within the Los Angeles Revitalization Zone.
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(8) “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.

(9) (A) All employees of trades or businesses, that are not
incorporated, that are under common control shall be treated as
employed by a single taxpayer.

(B) The credit, if any, allowable by this section with respect to
each trade or business shall be determined by reference to its
proportionate share of the expense of the qualified wages giving rise
to the credit and allocated in that manner.

Principles similar to the principles that apply in the case of
controlled groups of corporations as specified in paragraph (9) of
subdivision (b) of Section 23623.5 shall apply with respect to
determining common control of employees.

(10) If an employer acquires the major portion of a trade or
business of another employer (hereafter in this paragraph referred
to as the “predecessor”) or the major portion of a separate unit of a
trade or business of a predecessor, then, for the purposes of applying
this section (other than subdivision (c)) for any calendar year ending
after that acquisition, the employment relationship between a
disadvantaged individual and an employer shall not be treated as
terminated if the individual continues to be employed in that trade
or business.

(c) (1) If the employment of any disadvantaged individual, with
respect to whom qualified wages are taken into account under
subdivision (a), is terminated by the taxpayer at any time during the
first 270 days of that employment, whether or not consecutive, or
before the close of the 270th calendar day after the day in which that
individual completes 90 days of employment with the taxpayer, the
tax imposed by this part for the taxable year in which that
employment is terminated shall be increased by an amount equal to
the credit allowed under subdivision (a) for that taxable year and all
prior taxable years attributable to qualified wages paid or incurred
with respect to that individual.

(2) (A) Paragraph (1) shall not apply to any of the following:

(i) A termination of employment of a disadvantaged individual
who voluntarily leaves the employment of the taxpayer.

(ii) A termination of employment of a disadvantaged individual
who, before the close of the period referred to in paragraph (1),
becomes disabled and unable to perform the services of that
employment, unless that disability is removed before the close of that
period and the taxpayer fails to offer reemployment to that
individual.

(iii) A termination of employment of a disadvantaged individual,
if it is determined under the applicable employment compensation
provisions that the termination was due to the misconduct of that
individual.
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(iv) A termination of employment of a disadvantaged individual
due to a substantial reduction in the trade or business operations of
the taxpayer.

(v) A termination of employment of a disadvantaged individual,
if that individual is replaced by other qualified employees so as to
create a net increase in both the number of employees and the hours
of employment.

(B) For purposes of paragraph (1), the employment relationship
between the taxpayer and a disadvantaged individual shall not be
treated as terminated by reason of a mere change in the form of
conducting the trade or business of the taxpayer, if the individual
continues to be employed in that trade or business and the taxpayer
retains a substantial interest in that trade or business.

(3) Any increase in tax under paragraph (1) shall not be treated
as tax imposed by this part for purposes of determining the amount
of any credit allowable under this part.

(d) In the case of an estate or trust, both of the following apply:

(1) The qualified wages for any taxable year shall be apportioned
between the estate or trust and the beneficiaries on the basis of the
income of the estate or trust allocable to each.

(2) Any beneficiary to whom any qualified wages have been
apportioned under paragraph (1) shall be treated, for purposes of
this part, as the employer with respect to those wages.

(e) The credit shall be reduced by the credits allowed under
Sections 17053.7, 17053.10, and 17053.74, claimed for the same
disadvantaged individual. The credit shall also be reduced by the
federal credit allowed under Section 51 of the Internal Revenue
Code.

In addition, any deduction otherwise allowed under this part for
the wages or salaries paid or incurred by the taxpayer upon which the
credit is based shall be reduced by the amount of the credit, prior to
any reduction required by subdivision (f) or (g).

(f) In the case where the credit otherwise allowed under this
section exceeds the net tax for the taxable year, that portion of the
credit that exceeds the net tax may be carried over and added to the
credit, if any, in succeeding taxable years while the designation of the
Los Angeles Revitalization Zone under Section 7102 of the
Government Code is operative, or 15 taxable years, if longer, until the
credit is exhausted. The credit shall be applied first to the earliest
taxable years possible.

(g) (1) The amount of the credit otherwise allowed under this
section and Sections 17052.15 and 17053.10, including any credit
carryover from prior years, that may reduce the net tax for the
taxable year shall not exceed the amount of tax that would be
imposed on the taxpayer’s business income attributable to the Los
Angeles Revitalization Zone determined as if that attributable
income represented all of the income of the taxpayer subject to tax
under this part.
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(2) The amount of attributable income described in paragraph
(1) 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 the
provisions of Chapter 17 (commencing with Section 25101) of Part
11. That business income shall be further apportioned to the Los
Angeles Revitalization Zone in accordance with the provisions of
Article 2 (commencing with Section 25120) of Chapter 17 of Part 11,
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 two.

(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 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.

(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.

(3) The portion of the credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable years,
as if it were an amount exceeding the net tax for the taxable year, as
provided in subdivision (f).

(h) Except as provided in subparagraph (D) of paragraph (1) of
subdivision (b), this section shall cease to be operative as of 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 Government Code, or an
excluded area determined pursuant to Section 7104 of the
Government Code. For purposes of this subdivision, “determination
date” means 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 credit amount as of the date this section
becomes inoperative, that unused credit amount may continue to be
carried forward as provided in subdivision (f).

(i) This section shall remain in effect only until December 1, 1998,
and as of that date is repealed. However, any unused credit may
continue to be carried forward, as specified in subdivision (f).



3826 STATUTES OF 1997 [ Ch. 603 ]

SEC. 3. Section 17053.70 of the Revenue and Taxation Code, as
added by Section 9 of Chapter 953 of the Statutes of 1996, is repealed.

SEC. 4. Section 17053.73 of the Revenue and Taxation Code is
repealed.

SEC. 5. Section 17053.74 of the Revenue and Taxation Code is
amended to read:

17053.74. (a) There shall be allowed a credit against the “net tax”
(as defined in Section 17039) to a taxpayer who employs a qualified
employee in an enterprise zone during the taxable year. The credit
shall be equal to the sum of each of the following:

(1) Fifty percent of qualified wages in the first year of
employment.

(2) Forty percent of qualified wages in the second year of
employment.

(3) Thirty percent of qualified wages in the third year of
employment.

(4) Twenty percent of qualified wages in the fourth year of
employment.

(5) Ten percent of qualified wages in the fifth year of
employment.

(b) For purposes of this section:

(1) “Qualified wages” means:

(A) (i) Except as provided in clause (ii), that portion of wages
paid or incurred by the taxpayer during the taxable year to qualified
employees that does not exceed 150 percent of the minimum wage.

(i) For up to 1,350 qualified employees who are employed by the
taxpayer in the Long Beach Enterprise Zone in aircraft
manufacturing activities described in Codes 3721 to 3728, inclusive,
and Code 3812 of the Standard Industrial Classification (SIC) Manual
published by the United States Office of Management and Budget,
1987 edition, “qualified wages” means that portion of hourly wages
that does not exceed 202 percent of the minimum wage.

(B) Wages received during the 60-month period beginning with
the day the employee commences employment with the taxpayer.

(C) Qualified wages do not include any wages paid or incurred by
the taxpayer on or after the zone expiration date. However, wages
paid or incurred with respect to qualified employees who are
employed by the taxpayer within the enterprise zone within the
60-month period prior to the zone expiration date shall continue to
qualify for the credit under this section after the zone expiration date,
in accordance with all provisions of this section applied as if the
enterprise zone designation were still in existence and binding.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the Labor
Code.

(3) “Zone expiration date” means the date the enterprise zone
designation expires, is no longer binding, or becomes inoperative.
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(4) (A) “Qualified employee” means an individual who meets all
of the following requirements:

(i) At least 90 percent of whose services for the taxpayer during
the taxable year are directly related to the conduct of the taxpayer’s
trade or business located in an enterprise zone.

(ii) Performs at least 50 percent of his or her services for the
taxpayer during the taxable year in an enterprise zone.

(iii) Is hired by the taxpayer after the date of original designation
of the area in which services were performed as an enterprise zone.

(iv) Is any of the following:

(I) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was a person
eligible for services under the federal Job Training Partnership Act
(29 U.S.C. Sec. 1501 et seq.), or its successor, who is receiving, or is
eligible to receive, subsidized employment, training, or services
funded by the federal Job Training Partnership Act, or its successor.

(II) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was a person
eligible to be a voluntary or mandatory registrant under the Greater
Avenues for Independence Act of 1985 (GAIN) provided for
pursuant to Article 3.2 (commencing with Section 11320) of Chapter
2 of Part 3 of Division 9 of the Welfare and Institutions Code, or its
successor.

(III) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was an
economically disadvantaged individual 14 years of age or older.

(IV) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was a dislocated
worker who meets any of the following:

Has been terminated or laid off or who has received a notice of
termination or layoff from employment, is eligible for or has
exhausted entitlement to unemployment insurance benefits, and is
unlikely to return to his or her previous industry or occupation.

Has been terminated or has received a notice of termination of
employment as a result of any permanent closure or any substantial
layoff at a plant, facility, or enterprise, including an individual who
has not received written notification but whose employer has made
a public announcement of the closure or layoff.

Is long-term unemployed and has limited opportunities for
employment or reemployment in the same or a similar occupation
in the area in which the individual resides, including an individual 55
years of age or older who may have substantial barriers to
employment by reason of age.

Was self-employed (including farmers and ranchers) and is
unemployed as a result of general economic conditions in the
community in which he or she resides or because of natural disasters.
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Was a civilian employee of the Department of Defense employed
at a military installation being closed or realigned under the Defense
Base Closure and Realignment Act of 1990.

Was an active member of the armed forces or National Guard as
of September 30, 1990, and was either involuntarily separated or
separated pursuant to a special benefits program.

Is a seasonal or migrant worker who experiences chronic seasonal
unemployment and underemployment in the agriculture industry,
aggravated by continual advancements in technology and
mechanization.

Has been terminated or laid off, or has received a notice of
termination or layoff, as a consequence of compliance with the Clean
Air Act.

(V) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was a disabled
individual who is eligible for or enrolled in, or has completed a state
rehabilitation plan or is a service-connected disabled veteran,
veteran of the Vietnam era, or veteran who is recently separated
from military service.

(VD) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was an
ex-offender. An individual shall be treated as convicted if he or she
was placed on probation by a state court without a finding of guilt.

(VII) Immediately  preceding the qualified employee’s
commencement of employment with the taxpayer, was a person
eligible for or a recipient of any of the following:

Federal Supplemental Security Income benefits.

Aid to Families with Dependent Children.

Food stamps.

State and local general assistance.

(VIII) Immediately  preceding  the  qualified  employee’s
commencement of employment with the taxpayer, was a member of
a federally recognized Indian tribe, band, or other group of Native
American descent.

(IX) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was a resident of
a targeted employment area, as defined in Section 7072 of the
Government Code.

(X) An employee who qualified the taxpayer for the enterprise
zone hiring credit under former Section 17053.8 or the program area
hiring credit under former Section 17053.11.

(XI) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was a member of
a targeted group, as defined in Section 51(d) of the Internal Revenue
Code, or its successor.

(B) Priority for employment shall be provided to an individual
who is enrolled in a qualified program under the federal Job Training
Partnership Act or the Greater Avenues for Independence Act of
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1985 or who is eligible as a member of a targeted group under the
Work Opportunity Tax Credit (Section 51 of the Internal Revenue
Code), or its successor.

(5) “Taxpayer” means a person or entity engaged in a trade or
business within an enterprise zone designated pursuant to Chapter
12.8 (commencing with Section 7070) of the Government Code.

(c) The taxpayer shall do both of the following:

(1) Obtain  from  either the Employment Development
Department, as permitted by federal law, or the local county or city
Job Training Partnership Act administrative entity or the local
county GAIN office or social services agency, as appropriate, a
certification which provides that a qualified employee meets the
eligibility requirements specified in clause (iv) of subparagraph (A)
of paragraph (4) of subdivision (b). The Employment Development
Department may provide preliminary screening and referral to a
certifying agency. The Employment Development Department
shall develop a form for this purpose.

(2) Retain a copy of the certification and provide it upon request
to the Franchise Tax Board.

(d) (1) For purposes of this section:

(A) All employees of trades or businesses, which are not
incorporated, that are under common control shall be treated as
employed by a single taxpayer.

(B) The credit, if any, allowable by this section with respect to
each trade or business shall be determined by reference to its
proportionate share of the expense of the qualified wages giving rise
to the credit, and shall be allocated in such manner.

(C) Principles that apply in the case of controlled groups of
corporations, as specified in subdivision (d) of Section 23622.7, shall
apply with respect to determining employment.

(2) If an employer acquires the major portion of a trade or
business of another employer (hereinafter in this paragraph referred
to as the “predecessor”) or the major portion of a separate unit of a
trade or business of a predecessor, then, for purposes of applying this
section (other than subdivision (e)) for any calendar year ending
after that acquisition, the employment relationship between a
qualified employee and an employer shall not be treated as
terminated if the employee continues to be employed in that trade
or business.

(e) (1) If the employment of any qualified employee, with
respect to whom qualified wages are taken into account under
subdivision (a) is terminated by the taxpayer at any time during the
first 270 days of that employment (whether or not consecutive) or
before the close of the 270th calendar day after the day in which that
employee completes 90 days of employment with the taxpayer, the
tax imposed by this part for the taxable year in which that
employment is terminated shall be increased by an amount equal to
the credit allowed under subdivision (a) for that taxable year and all
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prior taxable years attributable to qualified wages paid or incurred
with respect to that employee.

(2) (A) Paragraph (1) shall not apply to any of the following:

(i) A termination of employment of a qualified employee who
voluntarily leaves the employment of the taxpayer.

(ii) A termination of employment of a qualified employee who,
before the close of the period referred to in paragraph (1), becomes
disabled and unable to perform the services of that employment,
unless that disability is removed before the close of that period and
the taxpayer fails to offer reemployment to that employee.

(iii) A termination of employment of a qualified employee, if it is
determined under the applicable employment compensation
provisions that the termination was due to the misconduct of that
employee.

(iv) A termination of employment of a qualified employee due to
a substantial reduction in the trade or business operations of the
taxpayer.

(v) A termination of employment of a qualified employee, if that
employee is replaced by other qualified employees so as to create a
net increase in both the number of employees and the hours of
employment.

(B) For purposes of paragraph (1), the employment relationship
between the taxpayer and a qualified employee shall not be treated
as terminated by reason of a mere change in the form of conducting
the trade or business of the taxpayer, if the qualified employee
continues to be employed in that trade or business and the taxpayer
retains a substantial interest in that trade or business.

(3) Any increase in tax under paragraph (1) shall not be treated
as tax imposed by this part for purposes of determining the amount
of any credit allowable under this part.

(f) In the case of an estate or trust, both of the following apply:

(1) The qualified wages for any taxable year shall be apportioned
between the estate or trust and the beneficiaries on the basis of the
income of the estate or trust allocable to each.

(2) Any beneficiary to whom any qualified wages have been
apportioned under paragraph (1) shall be treated, for purposes of
this part, as the employer with respect to those wages.

(g) For purposes of this section, “enterprise zone” means an area
designated pursuant to Chapter 12.8 (commencing with Section
7070) of Division 7 of Title 1 of the Government Code.

(h) The credit allowable under this section shall be reduced by the
credit allowed under Sections 17053.10, 17053.17 and 17053.46
claimed for the same employee. The credit shall also be reduced by
the federal credit allowed under Section 51 of the Internal Revenue
Code.

In addition, any deduction otherwise allowed under this part for
the wages or salaries paid or incurred by the taxpayer upon which the
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credit is based shall be reduced by the amount of the credit, prior to
any reduction required by subdivision (i) or (j).

(i) In the case where the credit otherwise allowed under this
section exceeds the “net tax” for the taxable year, that portion of the
credit that exceeds the “net tax” may be carried over and added to
the credit, if any, in succeeding taxable years, until the credit is
exhausted. The credit shall be applied first to the earliest taxable
years possible.

() (1) The amount of the credit otherwise allowed under this
section and Section 17053.70, including any credit carryover from
prior years, that may reduce the “net tax” for the taxable year shall
not exceed the amount of tax which would be imposed on the
taxpayer’s business income attributable to the enterprise zone
determined as if that attributable income represented all of the
income of the taxpayer subject to tax under this part.

(2) The amount of attributable income described in paragraph
(1) shall be determined in accordance with the provisions of Chapter
17 (commencing with Section 25101) of Part 11, modified for
purposes of this section by substituting “the enterprise zone” for “this
state.”

(3) The portion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable years,
as if it were an amount exceeding the “net tax” for the taxable year,
as provided in subdivision (i).

(k) The changes made to this section by the act adding this
subdivision shall apply to taxable years beginning on or after January
1,1997.

SEC. 6. Section 17053.75 of the Revenue and Taxation Code, as
added by Section 11 of Chapter 953 of the Statutes of 1996, is repealed.

SEC. 7. Section 17053.75 of the Revenue and Taxation Code, as
added by Section 11 of Chapter 955 of the Statutes of 1996, is amended
to read:

17053.75. (a) There shall be allowed as a credit against the “net
tax” (as defined by Section 17039) for the taxable year an amount
equal to five percent of the qualified wages received by the taxpayer
during the taxable year.

(b) For purposes of this section:

(1) “Qualified employee” means a taxpayer who meets both of the
following:

(A) Is described in clauses (i) and (ii) of subparagraph (A) of
paragraph (4) of subdivision (b) of Section 17053.74.

(B) Is not an employee of the federal government or of this state
or of any political subdivision of this state.

(2) (A) “Qualified wages” means “wages,” as defined in
subsection (b) of Section 3306 of the Internal Revenue Code,
attributable to services performed for an employer with respect to
whom the taxpayer is a qualified employee in an amount that does
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not exceed one and one-half times the dollar limitation specified in
that subsection.

(B) “Qualified wages” does not include any compensation
received from the federal government or this state or any political
subdivision of this state.

(©) “Qualified wages” does not include any wages received on or
after the date the enterprise zone designation expires, is no longer
binding, or becomes inoperative.

(3) “Enterprise zone” means any area designated pursuant to
Chapter 12.8 (commencing with Section 7070) of Division 7 of Title
1 of the Government Code.

(c) For each dollar of income received by the taxpayer in excess
of qualified wages, as defined in this section, the credit shall be
reduced by nine cents ($0.09).

(d) The amount of the credit allowed by this section in any taxable
year shall not exceed the amount of tax that would be imposed on the
taxpayer’s income attributable to employment within the enterprise
zone as if that income represented all of the income of the taxpayer
subject to tax under this part.

SEC. 8. Section 17053.8 of the Revenue and Taxation Code is
repealed.

SEC. 9. Section 17235 of the Revenue and Taxation Code, as
added by Section 13 of Chapter 953 of the Statutes of 1996, is repealed.

SEC. 10. Section 17256 of the Revenue and Taxation Code is
amended to read:

17256. Section 179A of the Internal Revenue Code, relating to
deduction for clean-fuel vehicles and certain refueling property, shall
apply to property placed in service after June 30, 1993, without regard
to taxable year, and is modified as follows:

(a) Section 179A(e)(5) of the Internal Revenue Code, relating to
property used outside the United States, is modified to also refer to
Section 17266 or 17267.2.

(b) Section 179A(g) of the Internal Revenue Code, relating to
termination, is modified to substitute “December 31, 1994 for
“December 31, 2004.”

SEC. 11. Section 17260 of the Revenue 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 not apply
to expenditures for which a deduction is allowed under Section 17266
or 17267.2.

SEC. 12. Section 17267 of the Revenue and Taxation Code, as
added by Section 16 of Chapter 953 of the Statutes of 1996, is repealed.

SEC. 13. Section 23036 of the Revenue and Taxation Code is
amended to read:

23036. (a) (1) The term “tax” includes any of the following:
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(A) The tax imposed under Chapter 2 (commencing with Section
23101).

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

(C) The tax on unrelated business taxable income, imposed under
Section 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 (e) 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 (commencing 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 19005, the term “tax” shall also
include all of the following:

(1) The tax on limited partnerships, imposed under Section 17935
or Section 23081, the tax on limited liability companies, imposed
under Section 17941 or Section 23091, and the tax on registered
limited liability = partnerships and foreign limited liability
partnerships imposed under Section 17948 or Section 23097.

(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 238009.

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

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

(1) Credits that do not contain carryover provisions.

(2) Credits that, when the credit exceeds the “tax,” allow the
excess to be carried over to offset the “tax” in succeeding taxable
years. The order of credits within this paragraph shall be determined
by the Franchise Tax Board.

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

(4) Credits for taxes withheld under Section 18662.

(d) Notwithstanding any other provision of this part, each of the
following shall be applicable:

(1) No credit shall reduce the “tax” below the tentative minimum
tax (as defined by paragraph (1) of subdivision (a) of Section 23455),
except the following credits, but only after allowance of the credit
allowed by Section 23453:

(A) The credit allowed by former Section 23601 (relating to solar
energy).

(B) The credit allowed by former Section 23601.4 (relating to solar

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

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

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

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

(J) The credit allowed by former Section 23622 (relating to
enterprise zone hiring credit).

(K) The credit allowed by Section 23622.7 (relating to enterprise
zone hiring credit).

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

(M) For each income year beginning on or after January 1, 1994,
the credit allowed by Section 23623.5 (relating to Los Angeles
Revitalization Zone hiring credit).

(N) The credit allowed by Section 23625 (relating to Los Angeles
Revitalization Zone hiring credit).

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

(2) No credit against the tax shall 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) shall be 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 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.

(g) 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 shall be eligible to receive the tax credit in proportion
to its 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 shall be computed at the S corporation
level, and any limitation on the expenses qualifying for the credit or
limitation upon the amount of the credit shall be applied to the S
corporation and to each shareholder.

SEC. 14. Section 23612.2 of the Revenue and Taxation Code, as
added by Section 20 of Chapter 953 of the Statutes of 1996, is repealed.
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SEC. 15. Section 23622 of the Revenue and Taxation Code is
repealed.

SEC. 16. Section 23622.5 of the Revenue and Taxation Code is
repealed.

SEC. 17. Section 23622.7 of the Revenue and Taxation Code is
amended to read:

23622.7. (a) There shall be allowed a credit against the “tax” (as
defined by Section 23036) to a taxpayer who employs a qualified
employee in an enterprise zone during the income year. The credit
shall be equal to the sum of each of the following:

(1) Fifty percent of qualified wages in the first year of
employment.

(2) Forty percent of qualified wages in the second year of
employment.

(3) Thirty percent of qualified wages in the third year of
employment.

(4) Twenty percent of qualified wages in the fourth year of
employment.

(5) Ten percent of qualified wages in the fifth year of
employment.

(b) For purposes of this section:

(1) “Qualified wages” means:

(A) (i) Except as provided in clause (ii), that portion of wages
paid or incurred by the taxpayer during the income year to qualified
employees that does not exceed 150 percent of the minimum wage.

(i) For up to 1,350 qualified employees who are employed by the
taxpayer in the Long Beach Enterprise Zone in aircraft
manufacturing activities described in Codes 3721 to 3728, inclusive,
and Code 3812 of the Standard Industrial Classification (SIC) Manual
published by the United States Office of Management and Budget,
1987 edition, “qualified wages” means that portion of hourly wages
that does not exceed 202 percent of the minimum wage.

(B) Wages received during the 60-month period beginning with
the day the employee commences employment with the taxpayer.

(C) Qualified wages do not include any wages paid or incurred by
the taxpayer on or after the zone expiration date. However, wages
paid or incurred with respect to qualified employees who are
employed by the taxpayer within the enterprise zone within the
60-month period prior to the zone expiration date shall continue to
qualify for the credit under this section after the zone expiration date,
in accordance with all provisions of this section applied as if the
enterprise zone designation were still in existence and binding.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the Labor
Code.

(3) “Zone expiration date” means the date the enterprise zone
designation expires, is no longer binding, or becomes inoperative.
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(4) (A) “Qualified employee” means an individual who meets all
of the following requirements:

(i) At least 90 percent of whose services for the taxpayer during
the income year are directly related to the conduct of the taxpayer’s
trade or business located in an enterprise zone.

(ii) Performs at least 50 percent of his or her services for the
taxpayer during the income year in an enterprise zone.

(iii) Is hired by the taxpayer after the date of original designation
of the area in which services were performed as an enterprise zone.

(iv) Is any of the following:

(I) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was a person
eligible for services under the federal Job Training Partnership Act
(29 U.S.C. Sec. 1501 et seq.), or its successor, who is receiving, or is
eligible to receive, subsidized employment, training, or services
funded by the federal Job Training Partnership Act, or its successor.

(II) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was a person
eligible to be a voluntary or mandatory registrant under the Greater
Avenues for Independence Act of 1985 (GAIN) provided for
pursuant to Article 3.2 (commencing with Section 11320) of Chapter
2 of Part 3 of Division 9 of the Welfare and Institutions Code, or its
successor.

(III) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was an
economically disadvantaged individual 14 years of age or older.

(IV) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was a dislocated
worker who meets any of the following:

Has been terminated or laid off or who has received a notice of
termination or layoff from employment, is eligible for or has
exhausted entitlement to unemployment insurance benefits, and is
unlikely to return to his or her previous industry or occupation.

Has been terminated or has received a notice of termination of
employment as a result of any permanent closure or any substantial
layoff at a plant, facility, or enterprise, including an individual who
has not received written notification but whose employer has made
a public announcement of the closure or layoff.

Is long-term unemployed and has limited opportunities for
employment or reemployment in the same or a similar occupation
in the area in which the individual resides, including an individual 55
years of age or older who may have substantial barriers to
employment by reason of age.

Was self-employed (including farmers and ranchers) and is
unemployed as a result of general economic conditions in the
community in which he or she resides or because of natural disasters.



[ Ch. 603 ] STATUTES OF 1997 3837

Was a civilian employee of the Department of Defense employed
at a military installation being closed or realigned under the Defense
Base Closure and Realignment Act of 1990.

Was an active member of the armed forces or National Guard as
of September 30, 1990, and was either involuntarily separated or
separated pursuant to a special benefits program.

Is a seasonal or migrant worker who experiences chronic seasonal
unemployment and underemployment in the agriculture industry,
aggravated by continual advancements in technology and
mechanization.

Has been terminated or laid off, or has received a notice of
termination or layoff, as a consequence of compliance with the Clean
Air Act.

(V) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was a disabled
individual who is eligible for or enrolled in, or has completed a state
rehabilitation plan or is a service-connected disabled veteran,
veteran of the Vietnam era, or veteran who is recently separated
from military service.

(VD) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was an
ex-offender. An individual shall be treated as convicted if he or she
was placed on probation by a state court without a finding of guilt.

(VII) Immediately  preceding the qualified employee’s
commencement of employment with the taxpayer, was a person
eligible for or a recipient of any of the following:

Federal Supplemental Security Income benefits.

Aid to Families with Dependent Children.

Food stamps.

State and local general assistance.

(VIII) Immediately  preceding  the  qualified  employee’s
commencement of employment with the taxpayer, was a member of
a federally recognized Indian tribe, band, or other group of Native
American descent.

(IX) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was a resident of
a targeted employment area (as defined in Section 7072 of the
Government Code).

(X) An employee who qualified the taxpayer for the enterprise
zone hiring credit under former Section 23622 or the program area
hiring credit under former Section 23623.

(XI) Immediately preceding the qualified employee’s
commencement of employment with the taxpayer, was a member of
a targeted group, as defined in Section 51(d) of the Internal Revenue
Code, or its successor.

(B) Priority for employment shall be provided to an individual
who is enrolled in a qualified program under the federal Job Training
Partnership Act or the Greater Avenues for Independence Act of
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1985 or who is eligible as a member of a targeted group under the
Work Opportunity Tax Credit (Section 51 of the Internal Revenue
Code), or its successor.

(5) “Taxpayer” means a bank or corporation engaged in a trade
or business within an enterprise zone designated pursuant to
Chapter 12.8 (commencing with Section 7070) of Division 7 of Title
1 of the Government Code.

(c) The taxpayer shall do both of the following:

(1) Obtain  from  either the Employment Development
Department, as permitted by federal law, or the local county or city
Job Training Partnership Act administrative entity or the local
county GAIN office or social services agency, as appropriate, a
certification that provides that a qualified employee meets the
eligibility requirements specified in clause (iv) of subparagraph (A)
of paragraph (4) of subdivision (b). The Employment Development
Department may provide preliminary screening and referral to a
certifying agency. The Employment Development Department
shall develop a form for this purpose.

(2) Retain a copy of the certification and provide it upon request
to the Franchise Tax Board.

(d) (1) For purposes of this section:

(A) All employees of all corporations which are members of the
same controlled group of corporations shall be treated as employed
by a single taxpayer.

(B) The credit, if any, allowable by this section to each member
shall be determined by reference to its proportionate share of the
expense of the qualified wages giving rise to the credit, and shall be
allocated in that manner.

(C) For purposes of this subdivision, “controlled group of
corporations” means “controlled group of corporations” as defined
in Section 1563(a) of the Internal Revenue Code, except that:

(i) “More than 50 percent” shall be substituted for “at least 80
percent” each place it appears in Section 1563(a)(1) of the Internal
Revenue Code.

(ii) The determination shall be made without regard to
subsections (a)(4) and (e)(3)(C) of Section 1563 of the Internal
Revenue Code.

(2) If an employer acquires the major portion of a trade or
business of another employer (hereinafter in this paragraph referred
to as the “predecessor”) or the major portion of a separate unit of a
trade or business of a predecessor, then, for purposes of applying this
section (other than subdivision (e)) for any calendar year ending
after that acquisition, the employment relationship between a
qualified employee and an employer shall not be treated as
terminated if the employee continues to be employed in that trade
or business.

(e) (1) If the employment of any qualified employee with respect
to whom qualified wages are taken into account under subdivision
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(a) is terminated by the taxpayer at any time during the first 270 days
of that employment, whether or not consecutive, or before the close
of the 270th calendar day after the day in which that employee
completes 90 days of employment with the taxpayer, the tax imposed
by this part for the income year in which that employment is
terminated shall be increased by an amount equal to the credit
allowed under subdivision (a) for that income year and all prior
income years attributable to qualified wages paid or incurred with
respect to that employee.

(2) (A) Paragraph (1) shall not apply to any of the following:

(i) A termination of employment of a qualified employee who
voluntarily leaves the employment of the taxpayer.

(ii) A termination of employment of a qualified employee who,
before the close of the period referred to in paragraph (1), becomes
disabled and unable to perform the services of that employment,
unless that disability is removed before the close of that period and
the taxpayer fails to offer reemployment to that employee.

(iii) A termination of employment of a qualified employee, if it is
determined under the applicable unemployment compensation
provisions that the termination was due to the misconduct of that
employee.

(iv) A termination of employment of a qualified employee due to
a substantial reduction in the trade or business operations of the
taxpayer.

(v) A termination of employment of a qualified employee, if that
employee is replaced by other qualified employees so as to create a
net increase in both the number of employees and the hours of
employment.

(B) For purposes of paragraph (1), the employment relationship
between the taxpayer and a qualified employee shall not be treated
as terminated by either of the following:

(i) By a transaction to which Section 381(a) of the Internal
Revenue Code applies, if the qualified employee continues to be
employed by the acquiring corporation.

(ii) By reason of a mere change in the form of conducting the
trade or business of the taxpayer, if the qualified employee continues
to be employed in that trade or business and the taxpayer retains a
substantial interest in that trade or business.

(3) Any increase in tax under paragraph (1) shall not be treated
as tax imposed by this part for purposes of determining the amount
of any credit allowable under this part.

(f) Rules similar to the rules provided in Section 46(e) and (h) of
the Internal Revenue Code shall apply to both of the following:

(1) An organization to which Section 593 of the Internal Revenue
Code applies:

(2) A regulated investment company or a real estate investment
trust subject to taxation under this part.
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(g) For purposes of this section, “enterprise zone” means an area
designated pursuant to Chapter 12.8 (commencing with Section
7070) of Division 7 of Title 1 of the Government Code.

(h) The credit allowable under this section shall be reduced by the
credit allowed under Sections 23623.5, 23625, and 23646 claimed for
the same employee. The credit shall also be reduced by the federal
credit allowed under Section 51 of the Internal Revenue Code.

In addition, any deduction otherwise allowed under this part for
the wages or salaries paid or incurred by the taxpayer upon which the
credit is based shall be reduced by the amount of the credit, prior to
any reduction required by subdivision (i) or (j).

(i) In the case where the credit otherwise allowed under this
section exceeds the “tax” for the income year, that portion of the
credit that exceeds the “tax” may be carried over and added to the
credit, if any, in succeeding income years, until the credit is
exhausted. The credit shall be applied first to the earliest income
years possible.

() (1) The amount of the credit otherwise allowed under this
section and Section 23612.2, including any credit carryover from
prior years, that may reduce the “tax” for the income year shall not
exceed the amount of tax which would be imposed on the taxpayer’s
business income attributable to the enterprise zone determined as if
that attributable income represented all of the income of the
taxpayer subject to tax under this part.

(2) The amount of attributable income described in paragraph
(1) shall be determined in accordance with the provisions of Chapter
17 (commencing with Section 25101), modified for purposes of this
section by substituting “the enterprise zone” for “this state.”

(3) The portion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding income years,
as if it were an amount exceeding the “tax” for the income year, as
provided in subdivision (i).

(k) The changes made to this section by the act adding this
subdivision shall apply to income years beginning on or after January
1, 1997.

SEC. 18. Section 23623.5 of the Revenue and Taxation Code is
amended to read:

23623.5. (a) For each income year beginning on or after January
1, 1992, and before January 1, 1998, the taxpayer shall be allowed for
hiring qualified disadvantaged individuals on or after May 1, 1992, a
credit against the “tax,” as defined in Section 23036, for the income
year equal to the sum of each of the following:

(1) Fifty percent of qualified wages in the first year of
employment.

(2) Forty percent of qualified wages in the second year of
employment.

(3) Thirty percent of qualified wages in the third year of
employment.
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(4) Twenty percent of qualified wages in the fourth year of
employment.

(5) Ten percent of qualified wages in the fifth year of
employment.

(b) For purposes of this section:

(1) “Qualified wages” means:

(A) That portion of wages paid or incurred by the taxpayer during
the income year to qualified disadvantaged individuals that does not
exceed 150 percent of the minimum wage.

(B) Wages received during the 60-month period beginning with
the day the disadvantaged individual commences employment with
the taxpayer.

(C) Qualified wages does not include any wages paid or incurred
by the taxpayer on or after the zone expiration date.

(D) If, after a taxpayer hires a qualified disadvantaged individual,
the geographic area in which the taxpayer’s trade or business is
located is excluded from the map of the Los Angeles Revitalization
Zone by the Trade and Commerce Agency pursuant to Section 7102
or 7104 of the Government Code, wages paid or incurred with
respect to the disadvantaged individual may continue to be qualified
wages and may qualify for the credit under this section, provided all
provisions of this section are satisfied, applied as if the taxpayer’s
trade or business was still located within the Los Angeles
Revitalization Zone.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the Labor
Code.

(3) “Qualified disadvantaged individual” means an individual
who is a qualified employee and a resident of the Los Angeles
Revitalization Zone.

(4) “Los Angeles Revitalization Zone” means the area designated
under Section 7102 of the Government Code.

(5) “Qualified employee” means an individual that meets both of
the following:

(A) At least 90 percent of whose services for the taxpayer during
the income year are directly related to the conduct of the taxpayer’s
trade or business located in the Los Angeles Revitalization Zone.

(B) Who performs at least 50 percent of his or her services for the
taxpayer during the income year in the Los Angeles Revitalization
Zone.

(6) “Resident” means a “resident” as defined in Section 7101 of
the Government Code.

(7) “Taxpayer” means a bank or corporation engaged in a trade
or business within the Los Angeles Revitalization Zone.

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

(9) (A) All employees of all corporations that are members of the
same controlled group of corporations shall be treated as employed
by a single taxpayer.

(B) The credit, if any, allowable by this section to each member
shall be determined by reference to its proportionate share of the
expense of the qualified wages giving rise to the credit and allocated
in that manner.

(C) “Controlled group of corporations” means “controlled group
of corporations” as defined in Section 1563(a) of the Internal
Revenue Code, except that:

(i) “More than 50 percent” shall be substituted for “at least 80
percent” each place it appears in Section 1563(a)(1) of the Internal
Revenue Code.

(ii) The determination shall be made without regard to Sections
1563(a)(4) and 1563(e)(3)(C) of the Internal Revenue Code.

(10) If a taxpayer acquires the major portion of a trade or business
of another employer (hereafter in this paragraph referred to as the
“predecessor”) or the major portion of a separate unit of a trade or
business of a predecessor, then, for the purposes of applying this
section (other than subdivision (c)) for any calendar year ending
after that acquisition, the employment relationship between a
disadvantaged individual and an employer shall not be treated as
terminated if the individual continues to be employed in that trade
or business.

(c) (1) If the employment of any disadvantaged individual, with
respect to whom qualified wages are taken into account under
subdivision (a), is terminated by the taxpayer at any time during the
first 270 days of that employment (whether or not consecutive) or
before the close of the 270th calendar day after the day in which that
individual completes 90 days of employment with the taxpayer, the
tax imposed by this part for the income year in which that
employment is terminated shall be increased by an amount equal to
the credit allowed under subdivision (a) for that income year and all
prior income years attributable to qualified wages paid or incurred
with respect to that individual.

(2) (A) Paragraph (1) shall not apply to any of the following:

(i) A termination of employment of a disadvantaged individual
who voluntarily leaves the employment of the taxpayer.

(ii) A termination of employment of a disadvantaged individual
who, before the close of the period referred to in paragraph (1),
becomes disabled and unable to perform the services of that
employment, unless that disability is removed before the close of that
period and the taxpayer fails to offer reemployment to that
individual.

(iii) A termination of employment of a disadvantaged individual,
if it is determined under the applicable employment compensation
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provisions that the termination was due to the misconduct of that
individual.

(iv) A termination of employment of a disadvantaged individual
due to a substantial reduction in the trade or business operations of
the taxpayer.

(v) A termination of employment of a disadvantaged individual,
if that individual is replaced by other qualified employees so as to
create a net increase in both the number of employees and the hours
of employment.

(B) For purposes of paragraph (1), the employment relationship
between the taxpayer and a disadvantaged individual shall not be
treated as terminated by either of the following:

(i) By a transaction to which Section 381(a) of the Internal
Revenue Code applies, if the individual continues to be employed by
the acquiring corporation.

(ii) By reason of a mere change in the form of conducting the
trade or business of the taxpayer, if the individual continues to be
employed in that trade or business and the taxpayer retains a
substantial interest in that trade or business.

(3) Any increase in tax under paragraph (1) shall not be treated
as tax imposed by this part for purposes of determining the amount
of any credit allowable under this part.

(d) In the case of an organization to which Section 593 of the
Internal Revenue Code applies, and a regulated investment
company or a real estate investment trust subject to taxation under
this part, rules similar to the rules provided in Sections 46(e) and
46(h) of the Internal Revenue Code shall apply.

(e) The credit shall be reduced by the credits allowed under
Sections 23621, 23622.7, 23623, and 23625, claimed for the same
disadvantaged individual. The credit shall also be reduced by the
federal credit allowed under Section 51 of the Internal Revenue
Code.

In addition, any deduction otherwise allowed under this part for
the wages or salaries paid or incurred by the taxpayer upon which the
credit is based shall be reduced by the amount of the credit, prior to
any reduction required by subdivision (f) or (g).

(f) In the case where the credit otherwise allowed under this
section exceeds tax for the income year, that portion of the credit that
exceeds the tax may be carried over and added to the credit, if any,
in succeeding income years while the designation of the Los Angeles
Revitalization Zone under Section 7102 of the Government Code is
operative or 15 income years, if longer, until the credit is exhausted.
The credit shall be applied first to the earliest income years possible.

(g) (1) The amount of credit otherwise allowed under this
section and Sections 23612.6 and 23625, including any credit
carryover from prior years, that may reduce the tax for the income
year shall not exceed the amount of tax that would be imposed on the
taxpayer’s business income attributable to the Los Angeles
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Revitalization Zone determined as if that attributable income
represented all of the income of the taxpayer subject to tax under this
part.

(2) The amount of attributable income described in paragraph
(1) 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 the
provisions of Chapter 17 (commencing with Section 25101). That
business income shall be further apportioned to the Los Angeles
Revitalization Zone in accordance with the provisions of Article 2
(commencing with Section 25120) of Chapter 17, 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 two.

(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 income 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 income 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 income year for compensation, and the denominator
of which is the total compensation paid by the taxpayer in this state
during the income year.

(3) The portion of the credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding income years,
as if it were an amount exceeding the tax for the income year, as
provided in subdivision (f).

(h) Except as provided in subparagraph (D) of paragraph (1) of
subdivision (b), this section shall be inoperative on the first day of the
income year beginning on or after the determination date, and each
income 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 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 credit amount as of
the date this section becomes inoperative, that unused credit amount
may continue to be carried forward as provided in subdivision (f).
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(i) This section shall remain in effect only until December 1, 1998,
and as of that date is repealed. However, any unused credit may
continue to be carried forward, as specified in subdivision (f).

SEC. 19. Section 24345 of the Revenue and Taxation Code is
amended to read:

24345. A deduction shall be allowed for taxes or licenses paid or
accrued during the income 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 income year imposed by the authority of
any of the following:

(1) The Government of the United States or any foreign country.

(2) Any state, territory, county, school district, municipality, or
other taxing subdivision of any state or territory.

(c) Taxes assessed against local benefits 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 (c));
but this subdivision shall not prevent such taxes from being deducted
under Section 24343 (relating to trade or business expenses).

(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 income 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 (except
where a tax credit is claimed under Section 23612.2) which 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.

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

SEC. 20. Section 24349.1 of the Revenue and Taxation Code is
amended to read:

24349.1. (a) Section 280F of the Internal Revenue Code, relating
to limitations on depreciation for luxury automobiles and certain
property used for personal purposes, shall apply, except as otherwise
provided.
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(b) Except as provided in subdivision (c), Section 280F of the
Internal Revenue Code shall be modified as follows:

(1) The terms “deduction” or “recovery deduction,” relating to
amounts allowable as a deduction under Section 168 of the Internal
Revenue Code, mean the amount allowable as a deduction for
depreciation under this part.

(2) The term “recovery period,” relating to property under
Section 168 of the Internal Revenue Code, means the class life asset
depreciation range allowable under this part.

(3) The provisions of Section 280F of the Internal Revenue Code
which relate to the investment tax credit shall not be applicable for
purposes of this part.

(c) Paragraphs (1) and (2) of subdivision (b) shall not apply to
Section 24356.7 property.

SEC. 21. Section 24356.5 of the Revenue and Taxation Code is
amended to read:

24356.5. (a) Section 179A of the Internal Revenue Code, relating
to deduction for clean-fuel vehicles and certain refueling property,
shall apply to property placed in service after June 30, 1993, without
regard to income year, except as otherwise provided.

(b) Section 179A(e)(5) of the Internal Revenue Code, relating to
property used outside the United States, is modified to also refer to
Section 24356.4 or 24356.7.

(c) Section 179A(g) of the Internal Revenue Code, relating to
termination, is modified to substitute “December 31, 1994 for
“December 31, 2004.”

SEC. 22. Section 24356.7 of the Revenue and Taxation Code, as
added by Section 26 of Chapter 953 of the Statutes of 1996, is repealed.

SEC. 23. Section 24384.5 of the Revenue and Taxation Code, as
added by Section 28 of Chapter 953 of the Statutes of 1996, is repealed.

SEC. 24. Section 24422 of the Revenue and Taxation Code is
amended to read:

24422. No deduction shall be allowed for both of the following:

(a) Any amount paid out for new buildings or for permanent
improvements or betterments made to increase the value of any
property or estate. This subdivision shall not apply to:

(1) Expenditures for the development of mines or deposits
deductible under Section 616 of the Internal Revenue Code.

(2) Soil and water conservation expenditures deductible under
Section 243609.

(3) Expenditures for farmers for fertilizer, etc., deductible under
Section 24377.

(4) Research and experimental expenditures deductible under
Section 24365.

(5) Expenditures for which a deduction is allowed under Section
24356.7.

(6) Expenditures for which a deduction is allowed under Section
24356.4.
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(7) Expenditures for which a deduction is allowed under Section
24356.5.

(8) Expenditures for removal of architectural and transportation
barriers to the handicapped and elderly that the taxpayer elects to
deduct under Section 24383.

(b) Any amount expended in restoring property or in making
good the exhaustion thereof for which an allowance is or has been
made.

SEC. 25. 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, receipts, 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
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
income year or any prior income year.

(b) For exhaustion, wear and tear, obsolescence, amortization,
and depletion:

(1) In the case of banks or 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, 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 only 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
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earnings or profits which were taxable in accordance with the
provisions of Section 218 of the Federal Revenue Act of 1918 or 1921).

(d) (1) In the case of banks or corporations subject to the tax
imposed by Chapter 2, 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, 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 payments 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 expenses
under Section 616(b) of the Internal 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 income year and prior years.

(f) For amounts allowable as deductions as deferred expenses
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 income 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 bank
or corporations’ taxes under this part, but not less than the amounts
allowable under that section for the income 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 income year.

SEC. 26. It is the intent of the Legislature that the changes to the
Personal Income Tax Law and the Bank and Corporation Tax Law
made by this act shall be deemed to be in effect as of January 1, 1997,
and for those purposes shall be given retroactive application.
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SEC. 27. The Legislature finds and declares that this act fulfills a
statewide public purpose because it provides for incentives for the
economic development of depressed areas of the state.

SEC. 28. This act provides for a tax levy within the meaning of
Atrticle I'V of the Constitution and shall go into immediate effect.

CHAPTER 604

An act to amend Section 30 of the Business and Professions Code,
to amend Section 1666.5 of the Insurance Code, to amend Section
1203.1d of the Penal Code, to amend Sections 17053.49, 17062, 17220,
17276.2, 17502, 17570, 17935, 18633, 18633.5, 19021, 19024, 19141.6,
19280, 19282, 19283, 19340, 23183.1, 23183.2, 23221, 23332, 23332.5,
23455, 23649, 23802, 23809, 23811, 24416.2, 24602, 24710, and 24918 of,
to amend and renumber Section 19532 of, to amend and renumber
the heading of Article 6 (commencing with Section 19280) of
Chapter 5 of Part 10.2 of Division 2 of, to add Sections 17936, 23114,
and 24954 to, and to repeal Sections 23184, 23184.5, 23185, 23185a,
23185b, and 24903 of, the Revenue and Taxation Code, to amend
Section 1088.5 of the Unemployment Insurance Code, and to amend
Section 56 of Chapter 952 of the Statutes of 1996, relating to taxation,
and making an appropriation therefor, to take effect immediately,
tax levy.

[Approved by Governor October 1, 1997. Filed with
Secretary of State October 3, 1997.]

The people of the State of California do enact as follows:

SECTION 1. Section 30 of the Business and Professions Code is
amended to read:

30. (a) Notwithstanding any other provision of law, any board,
as defined in Section 22, and the State Bar and the Department of
Real Estate shall at the time of issuance or renewal of the license
require that any licensee provide its federal employer identification
number if the licensee is a partnership or his or her social security
number for all others.

(b) Any licensee failing to provide the federal identification
number or social security number shall be reported by the licensing
board to the Franchise Tax Board and, if failing to provide after
notification pursuant to paragraph (1) of subdivision (b) of Section
19528 of the Revenue and Taxation Code, shall be subject to the
penalty provided in paragraph (2) of subdivision (b) of Section 19528
of the Revenue and Taxation Code.

(c) In addition to the penalty specified in subdivision (b), a
licensing board may not process any application for an original
license or for renewal of a license unless the applicant or licensee
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provides its federal employer identification number or social security
number where requested on the application.

(d) A licensing board shall, upon request of the Franchise Tax
Board, furnish to the Franchise Tax Board the following information
with respect to every licensee:

(1) Name.

(2) Address or addresses of record.

(3) Federal employer identification number if the entity is a
partnership or social security number for all others.

(4) Type of license.

(5) Effective date of license or renewal.

(6) Expiration date of license.

(7) Whether license is active or inactive, if known.

(8) Whether license is new or renewal.

(e) For the purposes of this section:

(1) “Licensee” means any entity, other than a corporation,
authorized by a license, certificate, registration, or other means to
engage in a business or profession regulated by this code or referred
to in Section 1000 or 3600.

(2) “License” includes a certificate, registration, or any other
authorization needed to engage in a business or profession regulated
by this code or referred to in Section 1000 or 3600.

(3) “Licensing board” means any board, as defined in Section 22,
the State Bar, and the Department of Real Estate.

(f) The reports required under this section shall be filed on
magnetic media or in other machine-readable form, according to
standards furnished by the Franchise Tax Board.

(g) Licensing boards shall provide to the Franchise Tax Board the
information required by this section at a time that the Franchise Tax
Board may require.

(h) Notwithstanding Chapter 3.5 (commencing with Section
6250) of Division 7 of Title 1 of the Government Code, the social
security number and federal employer identification number
furnished pursuant to this section shall not be deemed to be a public
record and shall not be open to the public for inspection.

(i) Any deputy, agent, clerk, officer, or employee of any licensing
board described in subdivision (a), or any former officer or employee
or other individual who in the course of his or her employment or
duty has or has had access to the information required to be furnished
under this section, may not disclose or make known in any manner
that information, except as provided in this section to the Franchise
Tax Board or as provided in subdivision (k).

(j) It is the intent of the Legislature in enacting this section to
utilize the social security account number or federal employer
identification number for the purpose of establishing the
identification of persons affected by state tax laws and for purposes
of compliance with Section 11350.6 of the Welfare and Institutions
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Code and, to that end, the information furnished pursuant to this
section shall be used exclusively for those purposes.

(k) If the board utilizes a national examination to issue a license,
and if a reciprocity agreement or comity exists between the State of
California and the state requesting release of the social security
number, any deputy, agent, clerk, officer, or employee of any
licensing board described in subdivision (a) may release a social
security number to an examination or licensing entity, only for the
purpose of verification of licensure or examination status.

SEC. 2. Section 1666.5 of the Insurance Code is amended to read:

1666.5. (a) Notwithstanding any other provision of law, the
commissioner shall at the time of issuance or renewal of any license
under this chapter or Chapter 6 (commencing with Section 1760),
Chapter 7 (commencing with Section 1800), or Chapter 8
(commencing with Section 1831) require that any licensee provide
its federal employer identification number if the licensee is a
partnership or his or her social security number for all others.

(b) Any licensee failing to provide the federal identification
number or social security number shall be reported by the
commissioner to the Franchise Tax Board and, if failing to provide
after notification pursuant to paragraph (1) of subdivision (b) of
Section 19528 of the Revenue and Taxation Code, shall be subject to
the penalty provided in paragraph (2) of subdivision (b) of Section
19528 of the Revenue and Taxation Code.

(c) The commissioner shall, upon request of the Franchise Tax
Board, furnish to the board all of the following information with
respect to every licensee:

(1) Licensee’s name.

(2) Address or addresses of record.

(3) Federal employer identification number if the entity is a
partnership or owner’s name and social security number for all
others.

(4) Type of license.

(5) Effective date of license or renewal.

(6) Expiration date of license.

(7) Whether license is active or inactive, if known.

(8) Whether license is new or renewal.

(d) For the purposes of this section:

(1) “Licensee” means any entity, other than a corporation,
authorized by a license, certificate, registration, or other means to
engage in the insurance business regulated by this code.

(2) “License” includes a certificate, registration, or any other
authorization needed to engage in the insurance business regulated
by this code.

(e) The reports required under this section shall be filed on
magnetic media or in other machine-readable form, according to
standards furnished by the Franchise Tax Board.
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(f) The commissioner shall begin providing to the Franchise Tax
Board the information required by this section as soon as
economically feasible, but no later than July 1, 1987. The information
shall be furnished at a time that the Franchise Tax Board may require.

(g) Notwithstanding Chapter 3.5 (commencing with Section
6250) of Division 7 of Title 1 of the Government Code, the
information furnished pursuant to this section shall not be deemed
to be a public record and shall not be open to the public for
inspection.

(h) Any deputy, agent, clerk, officer, or employee of the
commissioner, or any former officer or employee or other individual
who in the course of his or her employment or duty has or has had
access to the information required to be furnished under this section,
shall not disclose or make known in any manner that information,
except as provided in this section to the Franchise Tax Board.

(i) It is the intent of the Legislature in enacting this section to
utilize the social security account number or federal employer
identification number for the purpose of establishing the
identification of persons affected by state tax laws and, to that end,
the information furnished pursuant to this section shall be used
exclusively for tax enforcement purposes.

SEC. 3. Section 1203.1d of the Penal Code is amended to read:

1203.1d. In determining the amount and manner of disbursement
under an order made pursuant to this code requiring a defendant to
make reparation or restitution to a victim of a crime, to pay any
money as reimbursement for legal assistance provided by the court,
to pay any cost of probation or probation investigation, or to pay any
cost of jail or other confinement, or to pay any other reimbursable
costs, the court, after determining the amount of any fine and penalty
assessments, and a county financial evaluation officer when making
a financial evaluation, shall first determine the amount of restitution
to be ordered paid to any victim, and shall then determine the
amount of the other reimbursable costs.

If payment is made in full, the payment shall be apportioned and
disbursed in the amounts ordered by the court.

If reasonable and compatible with the defendant’s financial ability,
the court may order payments to be made in installments.

With respect to installment payments and amounts collected by
the Franchise Tax Board pursuant to Section 19280 of the Revenue
and Taxation Code, the board of supervisors may establish the
priorities of payment, first between fines, penalty assessments, and
reparation or restitution, and then between other reimbursable costs.
The board of supervisors may also establish priorities of payment
between orders or parts of orders in cases where defendants have
been ordered to pay more than one court order.

Documentary evidence, as bills, receipts, repair estimates,
insurance payment statements, payroll stubs, business records, and
similar documents relevant to the value of the stolen or damaged
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property, medical expenses, and wages and profits lost shall not be
excluded as hearsay evidence.

SEC. 3.5. Section 17053.49 of the Revenue and Taxation Code is
amended to read:

17053.49. (a) (1) A qualified taxpayer shall be allowed a credit
against the “net tax,” as defined in Section 17039, equal to 6 percent
of the qualified cost of qualified property that is placed in service in
this state.

(2) In the case of any qualified costs paid or incurred on or after
January 1, 1994, and prior to the first taxable year of the qualified
taxpayer beginning on or after January 1, 1995, the credit provided
under paragraph (1) shall be claimed by the qualified taxpayer on the
qualified taxpayer’s return for the first taxable year beginning on or
after January 1, 1995. No credit shall be claimed under this section on
a return filed for any taxable year commencing prior to the qualified
taxpayer’s first taxable year beginning on or after January 1, 1995.

(b) (1) For purposes of this section, “qualified cost” means any
cost that satisfies each of the following conditions:

(A) Except as otherwise provided in this subparagraph, is a cost
paid or incurred by the qualified taxpayer for the construction,
reconstruction, or acquisition of qualified property on or after
January 1, 1994, and prior to the date this section ceases to be
operative under paragraph (2) of subdivision (i). In the case of any
qualified property constructed, reconstructed, or acquired by the
qualified taxpayer (or any person related to the qualified taxpayer
within the meaning of Section 267 or 707 of the Internal Revenue
Code) pursuant to a binding contract in existence on or prior to
January 1, 1994, costs paid pursuant to that contract shall be subject
to allocation as follows: contract costs shall be allocated to qualified
property based on a ratio of costs actually paid prior to January 1,
1994, and total contract costs actually paid. “Cost paid” shall include,
without limitation, contractual deposits and option payments. To the
extent of costs allocated, whether or not currently deductible or
depreciable for tax purposes, to a period prior to January 1, 1994, the
cost shall be deemed allocated to property acquired before January
1, 1994, and is thus not a “qualified cost.”

(B) Except as provided in paragraph (2) of subdivision (d) and
subparagraph (B) of paragraph (3) of subdivision (d), is an amount
upon which the qualified taxpayer has paid, directly or indirectly, as
a separately stated contract amount or as determined from the
records of the qualified taxpayer, sales or use tax under Part 1
(commencing with Section 6001).

(C) Is an amount properly chargeable to the capital account of the
qualified taxpayer.

(2) (A) For purposes of this subdivision, any contract entered
into on or after January 1, 1994, that is a successor or replacement
contract to a contract that was binding prior to January 1, 1994, shall
be treated as a binding contract in existence prior to January 1, 1994.
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(B) If a successor or replacement contract is entered into on or
after January 1, 1994, and the subject of the successor or replacement
contract relates both to amounts for the construction, reconstruction,
or acquisition of qualified property described in the original binding
contract and to costs for the construction, reconstruction, or
acquisition of qualified property not described in the original binding
contract, then the portion of those amounts described in the
successor or replacement contract that were not described in the
original binding contract shall not be treated as costs paid or incurred
pursuant to a binding contract in existence on or prior to January 1,
1994, under subparagraph (A) of paragraph (1).

(3) (A) For purposes of this section, an option contract in
existence prior to January 1, 1994, under which a qualified taxpayer
(or any other person related to the qualified taxpayer within the
meaning of Section 267 or 707 of the Internal Revenue Code) had an
option to acquire qualified property, shall be treated as a binding
contract under the rules in paragraph (2). For purposes of this
subparagraph, an option contract shall not include an option under
which the option holder will forfeit an amount less than 10 percent
of the fixed option price in the event the option is not exercised.

(B) For purposes of this section, a contract shall be treated as
binding even if the contract is subject to a condition.

(c) (1) For purposes of this section, “qualified taxpayer” means
any taxpayer or partnership engaged in those lines of business
described in Codes 2011 to 3999, inclusive, of the Standard Industrial
Classification (SIC) Manual published by the United States Office of
Management and Budget, 1987 edition.

(2) In the case of any passthrough entity, the determination of
whether a taxpayer is a qualified taxpayer under this section shall be
made at the entity level and any credit under this section or Section
23649 shall be allowed to the passthrough entity and passed through
to the partners or shareholders in accordance with applicable
provisions of Part 10 (commencing with Section 17001) or Part 11
(commencing with Section 23001). For purposes of this paragraph,
the term “passthrough entity” means any partnership or S
corporation.

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

(d) For purposes of this section, “qualified property” means
property that is described as either of the following:

(1) Tangible personal property that is defined in Section 1245(a)
of the Internal Revenue Code for use by a qualified taxpayer in those
lines of business described in Codes 2011 to 3999, inclusive, of the
Standard Industrial Classification (SIC) Manual published by the
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United States Office of Management and Budget, 1987 edition, that
is primarily used for any of the following:

(A) For the manufacturing, processing, refining, fabricating, or
recycling of property, beginning at the point at which any raw
materials are received by the qualified taxpayer and introduced into
the process and ending at the point at which the manufacturing,
processing, refining, fabricating, or recycling has altered tangible
personal property to its completed form, including packaging, if
required.

(B) Inresearch and development.

(C) To maintain, repair, measure, or test any property described
in this paragraph.

(D) For pollution control that meets or exceeds standards
established by the state or by any local or regional governmental
agency within the state.

(E) For recycling.

(2) The value of any capitalized labor costs that are directly
allocable to the construction or modification of property described
in paragraph (1).

(3) In the case of any qualified taxpayer engaged in
manufacturing activities described in SIC Code 357 or 367, those
activities related to biotechnology described in SIC Code 8731, those
activities related to biopharmaceutical establishments only that are
described in SIC Codes 2833 to 2836, inclusive, those activities related
to space vehicles and parts described in SIC Codes 3761 to 3769,
inclusive, those activities related to space satellites and
communications satellites and equipment described in SIC Codes
3663 and 3812 (but only with respect to “qualified property” that is
placed in service on or after January 1, 1996), or those activities
related to semiconductor equipment manufacturing described in
SIC Code 3559 (but only with respect to “qualified property” that is
placed in service on or after January 1, 1997), “qualified property”
also includes the following:

(A) Special purpose buildings and foundations that are
constructed or modified for use by the qualified taxpayer primarily
in a manufacturing, processing, refining, or fabricating process, or as
a research or storage facility primarily used in connection with a
manufacturing process.

(B) The value of any capitalized labor costs that are directly
allocable to the construction or modification of special purpose
buildings and foundations that are wused primarily in the
manufacturing, processing, refining, or fabricating process, or as a
research or storage facility primarily used in connection with a
manufacturing process.

(C) (i) For purposes of this paragraph, “special purpose building
and foundation” means only a building and the foundation
immediately underlying the building that is specifically designed and
constructed or reconstructed for the installation, operation, and use
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of specific machinery and equipment with a special purpose, which
machinery and equipment, after installation, will become affixed to
or a fixture of the real property, and the construction or
reconstruction of which is specifically designed and used exclusively
for the specified purposes as set forth in subparagraph (A)
(“qualified purpose™).

(ii)) A building is specifically designed and constructed or
modified for a qualified purpose if it is not economical to design and
construct the building for the intended purpose and then use the
structure for a different purpose.

(iii) For purposes of clause (i) and clause (vi), a building is used
exclusively for a qualified purpose only if its use does not include a
use for which it was not specifically designed and constructed or
modified. Incidental use of a building for nonqualified purposes does
not preclude the building from being a special purpose building.
“Incidental use” means a use which is both related and subordinate
to the qualified purpose. It will be conclusively presumed that a use
is not subordinate if more than one-third of the total usable volume
of the building is devoted to a use which is not a qualified purpose.

(iv) In the event an entire building does not qualify as a special
purpose building, a taxpayer may establish that a portion of a
building, and the foundation immediately underlying the portion,
qualifies for treatment as a special purpose building and foundation
if the portion satisfies all of the definitional provisions in this
subparagraph.

(v) To the extent that a building is not a special purpose building
as defined above, but a portion of the building qualifies for treatment
as a special purpose building, then all equipment which exclusively
supports the qualified purpose occurring within that portion and
which would qualify as Internal Revenue Code Section 1245 property
if it were not a fixture or affixed to the building shall be treated as a
cost of the portion of the building which qualifies for treatment as a
special purpose building.

(vi) Buildings and foundations which do not meet the definition
of a special purpose building and foundation set forth above include,
but are not limited to: buildings designed and constructed or
reconstructed principally to function as a general purpose
manufacturing, industrial, or commercial building; research facilities
that are used primarily prior to or after, or prior to and after, the
manufacturing process; or storage facilities that are used primarily
prior to or after, or prior to and after, completion of the
manufacturing process. A research facility shall not be considered to
be used primarily prior to or after, or prior to and after, the
manufacturing process if its purpose and use relate exclusively to the
development and regulatory approval of the manufacturing process
for specific biopharmaceutical products. A research facility which is
used primarily in connection with the discovery of an organism from
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which a biopharmaceutical product or process is developed does not
meet the requirements of the preceding sentence.

(4) Subject to the provisions in subparagraph (B) of paragraph (1)
of subdivision (b), qualified property also includes computer
software that is primarily used for those purposes set forth in
paragraph (1) of this subdivision.

(5) Qualified property does not include any of the following:

(A) Furniture.

(B) Facilities used for warehousing purposes after completion of
the manufacturing process.

(C) Inventory.

(D) Equipment used in the extraction process.

(E) Equipment wused to store finished products that have
completed the manufacturing process.

(F) Any tangible personal property that is used in administration,
general management, or marketing.

(G) Any vehicle for which a credit is claimed pursuant to Section
17052.11 or 23603.

(e) For purposes of this section:

(1) “Biopharmaceutical activities” means those activities which
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 wuse of living
organisms to make commercial products, as opposed to
pharmaceutical activities which make use of chemical compounds to
produce commercial products.

(2) “Fabricating” means to make, build, create, produce, or
assemble components or property to work in a new or different
manner.

(3) “Manufacturing” means the activity of converting or
conditioning property by changing the form, composition, quality, or
character of the property for ultimate sale at retail or use in the
manufacturing of a product to be ultimately sold at retail.
Manufacturing includes any improvements to tangible personal
property that result in a greater service life or greater functionality
than that of the original property.

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

(5) “Primarily” means tangible personal property used 50 percent
or more of the time in an activity described in subdivision (d).

(6) “Process” means the period beginning at the point at which
any raw materials are received by the qualified taxpayer and
introduced into the manufacturing, processing, refining, fabricating,
or recycling activity of the qualified taxpayer and ending at the point
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at which the manufacturing, processing, refining, fabricating, or
recycling activity of the qualified taxpayer has altered tangible
personal property to its completed form, including packaging, if
required. Raw materials shall be considered to have been introduced
into the process when the raw materials are stored on the same
premises where the qualified taxpayer’s manufacturing, processing,
refining, or recycling activity is conducted. Raw materials that are
stored on premises other than where the qualified taxpayer’s
manufacturing, processing, refining, fabricating, or recycling activity
is conducted, shall not be considered to have been introduced into
the manufacturing, processing, refining, fabricating, or recycling
process.

(7) “Processing” means the physical application of the materials
and labor necessary to modify or change the characteristics of
property.

(8) “Refining” means the process of converting a natural resource
to an intermediate or finished product.

(9) “Research and development” means those activities that are
described in Section 174 of the Internal Revenue Code or in any
regulations thereunder.

(10) “Small business” means a qualified taxpayer that meets any
of the following requirements during the taxable year for which the
credit is allowed:

(A) Has gross receipts of less than fifty million dollars
(850,000,000).

(B) Has net assets of less than fifty million dollars ($50,000,000).

(C) Has a total credit of less than one million dollars ($1,000,000).

(D) For taxable years beginning on or after January 1, 1997, 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
has not received regulatory approval for any product from the United
States Food and Drug Administration.

(f) The credit allowed under subdivision (a) shall apply to
qualified property that is acquired by or subject to lease by a qualified
taxpayer, subject to the following special rules:

(1) A lessor of qualified property, irrespective of whether the
lessor is a qualified taxpayer, shall not be allowed the credit provided
under subdivision (a) with respect to any qualified property leased
to another qualified taxpayer.

(2) For purposes of paragraphs (2) and (3) of subdivision (b),
“binding contract” shall include any lease agreement with respect to
the qualified property.

(3) (A) For purposes of determining the qualified cost paid or
incurred by a lessee in any leasing transaction that is not treated as
a sale under Part 1 (commencing with Section 6001), the following
rules shall apply:



[ Ch. 604 ] STATUTES OF 1997 3859

(i) Except as provided by subparagraph (C) of this paragraph,
subparagraphs (A) and (C) of paragraph (1) of subdivision (b) shall
not apply.

(i) Except as provided in subparagraph (B) and clause (iii), the
“qualified cost” upon which the lessee shall compute the credit
provided under this section shall be equal to the original cost to the
lessor (within the meaning of Section 18031) of the qualified property
that is the subject of the lease.

(iii) Except as provided in clause (iv), the requirement of
subparagraph (B) of paragraph (1) of subdivision (b) shall be treated
as satisfied only if the lessor has made a timely election under either
Section 6094.1 or subdivision (d) of Section 6244 and has paid sales tax
reimbursement or use tax measured by the purchase price of the
qualified property (within the meaning of paragraph (5) of
subdivision (g) of Section 6006). For purposes of this subdivision and
clause (iv), the amount of original cost to the lessor which may be
taken into account under clause (ii) shall not exceed the purchase
price upon which sales tax reimbursement or use tax has been paid
under the preceding sentence or under clause (iv).

(iv) With respect to leases entered into between January 1, 1994,
and the effective date of this clause, the lessor may elect to pay use
tax measured by the purchase price of the property by reporting and
paying the tax with the return of the lessor for the fourth calendar
quarter of 1994. In computing the use tax under the preceding
sentence, a credit shall be allowed under Part 1 (commencing with
Section 6001) for all sales or use tax previously paid on the lease.

(B) For purposes of applying subparagraph (A) only, the
following special rules shall apply:

(i) The original cost to the lessor of the qualified property shall be
reduced by the amount of any original cost of that property that was
taken into account by any predecessor lessee in computing the credit
allowable under this section.

(ii) Clause (i) shall not apply in any case where the predecessor
lessee was required to recapture the credit provided under this
section pursuant to the provisions of subdivision (g).

(iii) For purposes of this section only, in any case where a
successor lessor has acquired qualified property from a predecessor
lessor in a transaction not treated as a sale under Part 1 (commencing
with Section 6001), the original cost to the successor lessor of the
qualified property shall be reduced by the amount of the original cost
of the qualified property that was taken into account by any lessee
of the predecessor lessor in computing the credit allowable under this
section.

(C) In determining the original cost of any qualified property
under this paragraph, only amounts paid or incurred by the lessor on
or after January 1, 1994, and prior to the date this section ceases to be
operative under paragraph (2) of subdivision (i), shall be taken into
account. In the case of any qualified property constructed,
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reconstructed, or acquired by a lessor pursuant to a binding contract
in existence on or prior to January 1, 1994, the allocation rule specified
in subparagraph (A) of paragraph (1) of subdivision (b) shall apply
in determining the original cost to the lessor of qualified property.

(D) Notwithstanding subparagraph (A), in the case of any leasing
transaction for which the lessee is allowed the credit under this
section and thereafter the lessee (or any party related to the lessee
within the meaning of Section 267 or 318 of the Internal Revenue
Code) acquires the qualified property from the lessor (or any
successor lessor) within one year from the date the qualified property
is first used by the lessee under the terms of the lease, the lessee’s (or
related party’s) acquisition of the qualified property from the lessor
(or successor lessor) shall be treated as a disposition by the lessee of
the qualified property that was subject to the lease under subdivision

(4) For purposes of determining the qualified cost paid or
incurred by a lessee in any leasing transaction that is treated as a sale
under Part 1 (commencing with Section 6001), the following rules
shall apply:

(A) Subparagraph (A) of paragraph (1) of subdivision (b) shall be
applied by substituting the term “purchase” for the term
“construction, reconstruction, or acquisition.”

(B) Subparagraph (C) of paragraph (1) of subdivision (b) shall
apply.

(C) The requirement of subparagraph (B) of paragraph (1) of
subdivision (b) shall be treated as satisfied at the time that either the
lessor or the qualified taxpayer pays sales or use tax under Part 1
(commencing with Section 6001).

(5) (A) In the case of any leasing transaction described in
paragraph (3), the lessor shall provide a statement to the lessee
specifying the amount of the lessor’s original cost of the qualified
property and the amount of that cost upon which a sales or use tax
was paid within 45 days after the close of the lessee’s taxable year in
which the credit is allowable to the lessee under this section.

(B) The statement required under subparagraph (A) shall be
made available to the Franchise Tax Board upon request.

(g) No credit shall be allowed if the qualified property is removed
from the state, is disposed of to an unrelated party, or is used for any
purpose not qualifying for the credit provided in this section in the
same taxable year in which the qualified property is first placed in
service in this state. If any qualified property for which a credit is
allowed pursuant to this section is thereafter removed from this state,
disposed of to an unrelated party, or used for any purpose not
qualifying for the credit provided in this section within one year from
the date the qualified property is first placed in service in this state,
the amount of the credit allowed by this section for that qualified
property shall be recaptured by adding that credit amount to the net
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tax of the qualified taxpayer for the taxable year in which the
qualified property is disposed of, removed, or put to an ineligible use.

(h) In the case where the credit allowed by this section exceeds
the “net tax,” the excess may be carried over to reduce the “net tax”
in the following year, and succeeding years as follows:

(1) Except as provided in paragraph (2), for the seven succeeding
years if necessary, until the credit is exhausted.

(2) In the case of a small business, for the nine succeeding years,
if necessary, until the credit is exhausted.

(i) (1) This section shall remain in effect until the date specified
in paragraph (2), on which date this section shall cease to be
operative, and as of that date is repealed. However, any unused credit
may continue to be carried forward, as provided in subdivision (h),
until the credit is exhausted.

(2) (A) This section shall cease to be operative on January 1, 2001,
or on January 1 of the earliest year thereafter, if the total employment
in this state, as determined by the Employment Development
Department on the preceding January 1, does not exceed by 100,000
jobs the total employment in this state on January 1, 1994. The
department shall report to the Legislature annually with respect to
the determination required by the preceding sentence.

(B) For purposes of this paragraph, “total employment” means
the total employment in the manufacturing sector, excluding
employment in the aerospace sector.

(j) The amendments made by the act adding this subdivision shall
be operative for taxable years beginning on or after January 1, 1997,
except as provided in paragraph (3) of subdivision (d).

SEC. 4. Section 17062 of the Revenue and Taxation Code is
amended to read:

17062. (a) In addition to the other taxes imposed by this part,
there is hereby imposed for each taxable year, a tax equal to the
excess, if any, of—

(1) The tentative minimum tax for the taxable year, over

(2) The regular tax for the taxable year.

(b) For purposes of this chapter, each of the following shall apply:

(1) The tentative minimum tax shall be computed in accordance
with Sections 55 to 59, inclusive, of the Internal Revenue Code,
except as otherwise provided in this part.

(2) The regular tax shall be the amount of tax imposed by Section
17041 or 17048, before reduction for any credits against the tax, less
any amount imposed under paragraph (1) of subdivision (d) and
paragraph (1) of subdivision (e) of Section 17560.

(3) (A) The provisions of Section 55(b)(1) of the Internal
Revenue Code shall be modified to provide that the tentative
minimum tax for the taxable year shall be equal to the following
percent of so much of the alternative minimum taxable income for
the taxable year as exceeds the exemption amount, before reduction
for any credits against the tax:
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(i) For any taxable year beginning on or after January 1, 1991, and
before January 1, 1996, 8.5 percent.

(ii) For any taxable year beginning on or after January 1, 1996, 7
percent.

(B) In the case of a nonresident or part-year resident, the
tentative minimum tax shall be computed as if the nonresident or
part-year resident were a resident for the entire year multiplied by
the ratio of California adjusted gross income (as modified for
purposes of this chapter) to total adjusted gross income from all
sources (as modified for purposes of this chapter). For purposes of
computing the tax under subparagraph (A) and gross income from
all sources, the net operating loss deduction provided in Section
56(d) of the Internal Revenue Code shall be computed as if the
taxpayer were a resident for all prior years.

(C) For purposes of this section, the term “California adjusted
gross income” includes each of the following:

(i) For any period during which the taxpayer was a resident of this
state (as defined by Section 17014), all items of adjusted gross income
(as modified for purposes of this chapter), regardless of source.

(i) For any period during which the taxpayer was not a resident
of this state, only those items of adjusted gross income (as modified
for purposes of this chapter) which were derived from sources within
this state, determined in accordance with Chapter 11 (commencing
with Section 17951).

(4) The provisions of Section 55(b)(2) of the Internal Revenue
Code, relating to alternative minimum taxable income, shall be
modified to provide that alternative minimum taxable income shall
not include the income, adjustments, and items of tax preference
attributable to any trade or business of a qualified taxpayer.

(A) For purposes of this paragraph, “qualified taxpayer” means a
taxpayer who meets both of the following:

(i) Is the owner of, or has an ownership interest in, a trade or
business.

(i) Has aggregate gross receipts, less returns and allowances, of
less than one million dollars ($1,000,000) during the taxable year from
all trades or businesses of which the taxpayer is the owner or has an
ownership interest, in the amount of that taxpayer’s proportionate
interest in each trade or business.

(B) For purposes of this paragraph, “aggregate gross receipts, less
returns and allowances” means the sum of the gross receipts of the
trades or businesses which the taxpayer owns and the proportionate
interest of the gross receipts of the trades or businesses which the
taxpayer owns and of passthrough entities in which the taxpayer
holds an interest.

(C) For purposes of this paragraph, “gross receipts, less returns
and allowances” means the sum of the gross receipts from the
production of business income, as defined in subdivision (a) of
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Section 25120, and the gross receipts from the production of
nonbusiness income, as defined in subdivision (d) of Section 25120.

(D) For purposes of this paragraph, “proportionate interest”
means:

(i) In the case of a passthrough entity which reports a profit for the
taxable or income year, the taxpayer’s profit interest in the entity at
the end of the taxpayer’s taxable year.

(ii) In the case of a passthrough entity which reports a loss for the
taxable or income year, the taxpayer’s loss interest in the entity at the
end of the taxpayer’s taxable year.

(iii) In the case of a passthrough entity which is sold or liquidates
during the taxable or income year, the taxpayer’s capital account
interest in the entity at the time of the sale or liquidation.

(E) (i) For purposes of this paragraph, “proportionate interest”
includes an interest in a passthrough entity.

(ii) For purposes of this paragraph, “passthrough entity” means
any of the following:

(I) A partnership, as defined by Section 17008.

(II) An S corporation, as provided in Chapter 4.5 (commencing
with Section 23800) of Part 11.

(III) A regulated investment company, as provided in Section
24871.

(IV) A real estate investment trust, as provided in Section 24872.

(V) A real estate mortgage investment conduit, as provided in
Section 24874.

(c) (1) Section 56(b)(1)(E) of the Internal Revenue Code,
relating to standard deduction and deduction for personal
exemptions not allowed, is modified, for purposes of this part, to deny
the standard deduction allowed by Section 17073.5.

(2) Section 56(b)(3) of the Internal Revenue Code, relating to
treatment of incentive stock options, shall be modified to additionally
provide the following:

(A) Section 421 of the Internal Revenue Code shall not apply to
the transfer of stock acquired pursuant to the exercise of a California
qualified stock option under Section 17502.

(B) Section 422(c)(2) of the Internal Revenue Code shall apply
in any case where the disposition and inclusion of a California
qualified stock option for purposes of this chapter are within the same
taxable year and that section shall not apply in any other case.

(C) The adjusted basis of any stock acquired by the exercise of a
California qualified stock option shall be determined on the basis of
the treatment prescribed by this paragraph.

(3) The provisions of Section 56(h) of the Internal Revenue
Code, relating to adjustment based on energy preferences, shall not
apply.

(d) The provisions of Section 57(a)(5) of the Internal Revenue
Code, relating to tax-exempt interest shall not apply.
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(e) The last two sentences of Section 57(a)(6)(B) of the Internal
Revenue Code, relating to tangible personal property, shall not
apply.

(f) Section 57(a) of the Internal Revenue Code, relating to items
of tax preference, is modified to include as an item of tax preference
an amount equal to one-half of the amount excluded from gross
income for the taxable year under Section 18152.5.

(g) The provisions of Section 59(a) of the Internal Revenue Code,
relating to the alternative minimum tax foreign tax credit, shall not
apply.

SEC. 5. Section 17220 of the Revenue and Taxation Code is
amended to read:

17220. (a) Section 164(a)(3) of the Internal Revenue Code,
relating to the deductibility of state, local, and foreign income, war
profits, and excess profits taxes, shall not apply.

(b) In addition to the provisions of Section 164(c) of the Internal
Revenue Code, relating to deduction denied in case of certain taxes,
no deduction shall be allowed for any tax imposed under Chapter 10.5
(commencing with Section 17935), Chapter 10.6 (commencing with
Section 17941), or Chapter 10.7 (commencing with Section 17951) of
this part or under Part 11 (commencing with Section 23001).

SEC. 6. Section 17276.2 of the Revenue and Taxation Code is
amended to read:

17276.2. The term “qualified taxpayer” as used in Section 17276.1
means any of the following:

(a) A person or entity engaged in the conduct of a trade or
business within an enterprise zone designated pursuant to Chapter
12.8 (commencing with Section 7070) of Division 7 of Title 1 of the
Government Code.

(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 trade or business is designated as an enterprise zone shall
be a net operating loss carryover to each of the 15 taxable years
following the taxable year of loss.

(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 business activities within the enterprise
zone (as defined in Chapter 12.8 (commencing with Section 7070)
of Division 7 of Title 1 of the Government Code) prior to the
enterprise zone expiration date. That attributable loss shall be
determined in accordance with the provisions of Chapter 17
(commencing with Section 25101) of Part 11, modified for purposes
of this section by substituting “enterprise zone” for “this state.”

(B) A net operating loss carryover shall be a deduction only with
respect to the taxpayer’s business income attributable to the
enterprise zone (as defined in Chapter 12.8 (commencing with
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Section 7070) of Division 7 of Title 1 of the Government Code)
determined in accordance with the provisions of Chapter 17
(commencing with Section 25101) of Part 11, modified for purposes
of this section by substituting “enterprise zone” for “this state.”

(C) If a loss carryover is allowable pursuant to this section for any
taxable year after the enterprise zone designation has expired, the
enterprise zone shall be deemed to remain in existence for purposes
of computing the limitation set forth in subparagraph (B) and
allowing a net operating loss deduction.

(D) “Enterprise zone expiration date” means the date the
enterprise zone designation expires, is no longer binding, or becomes
inoperative.

(b) A person or entity engaged in the conduct of a trade or
business within the Los Angeles Revitalization Zone designated
pursuant to Section 7102 of the Government Code.

(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 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 taxable year of loss, if longer.

(2) For the 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 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 the provisions of Chapter 17 (commencing with
Section 25101) of Part 11, modified as follows:

(i) 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 two.

(ii) “The Los Angeles Revitalization Zone” shall be substituted for
“this state.”

(B) 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 the provisions
of paragraph (3).

(C) 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 subparagraph (B) and allowing a net operating loss deduction.
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(3) 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 the provisions of Chapter 17
(commencing with Section 25101) of Part 11. That business income
shall be further apportioned to the Los Angeles Revitalization Zone
in accordance with the provisions of Article 2 (commencing with
Section 25120) of Chapter 17 of Part 11, 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 two.

(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 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.

(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.

(4) “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.

(5) This subdivision 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 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 subdivision.

(6) This subdivision shall cease to be operative on January 1, 1998.
However, any unused net operating loss may continue to be carried
over to following years as provided in this subdivision.

(c) For each taxable year beginning on or after January 1, 1995,
and before January 1, 2003, a taxpayer engaged in the conduct of a
trade or business within a LAMBRA.
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(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 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) For the purposes of this subdivision:

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

(B) “Taxpayer” means a person or entity 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 employee per
year) of one or more employees in the LAMBRA and this state.

(i) 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. The deduction shall be allowed only if the taxpayer has a net
increase in jobs in the state, and if one or more full-time employees
is employed within the LAMBRA.

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

(iii) In the case of a taxpayer who first commences doing business
in the LAMBRA during the taxable year, for purposes of subclauses
(I) and (II), respectively, of clause (ii) 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.

(C) “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 a LAMBRA
prior to the LAMBRA expiration date. The attributable loss shall be
determined in accordance with the provisions of Chapter 17
(commencing with Section 25101) of Part 11, modified as follows:
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(i) 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
is two.

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

(D) A net operating loss carryover shall be a deduction only with
respect to the taxpayer’s business income attributable to a LAMBRA
determined in accordance with the provisions of Chapter 17
(commencing with Section 25101) of Part 11, modified as follows:

(i) Business income shall be apportioned to a LAMBRA by
multiplying total business income by a fraction, the numerator of
which is the property factor plus the payroll factor, and the
denominator of which is two.

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

(iii) 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 in existence for purposes of
computing this limitation.

(E) “LAMBRA expiration date” means the date the LAMBRA
designation expires, is no longer binding, or becomes inoperative
pursuant to Section 7110 of the Government Code.

(d) A taxpayer who qualifies as a “qualified taxpayer” 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 subdivision of this section which applies
to that taxpayer with respect to that net operating loss. If the taxpayer
is eligible to qualify under more than one subdivision of this section,
the designation is to be made after taking into account subdivision
(e).

(e) If a taxpayer is eligible to qualify under more than one
subdivision of this section as a “qualified taxpayer,” with respect to
a net operating loss in a taxable year, the taxpayer shall designate
which subdivision of this section is to apply to the taxpayer.

(f) Notwithstanding Section 17276, the amount of the loss
determined under this section shall be the only net operating loss
allowed to be carried over from that taxable year and the designation
under subdivision (d) shall be included in the election under Section
17276.1.

SEC. 7. Section 17502 of the Revenue and Taxation Code is
amended to read:

17502. (a) In addition to the application of Part II (commencing
with Section 421) of Subchapter D of Chapter 1 of Subtitle A of the
Internal Revenue Code, relating to certain stock options, paragraphs
(1), (2), and (3) of Section 421(a) of the Internal Revenue Code shall
also apply to any California qualified stock option that is granted to
an individual whose earned income from the corporation granting
the California qualified stock option for the taxable year in which that
option is exercised does not exceed forty thousand dollars ($40,000).
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In the event that the option does not meet the necessary
qualifications, the option shall be treated as a nonqualified stock
option.

(b) For purposes of this section, “California qualified stock
option” means a stock option that is issued and exercised pursuant to
this section and that is designated by the corporation issuing the
option as a California qualified stock option at the time the option is
granted.

(c) (1) This section shall apply only to those stock options that are
issued on or after January 1, 1997, and before January 1, 2002, by a
corporation to its employee and are exercised by the employee, while
employed by the corporation that issued those stock options (or
within three months thereof, or within one year thereof if
permanently and totally disabled as defined in Section 22(e)(3) of
the Internal Revenue Code), during the taxable year with respect to
any class of shares, or combination thereof, issued by the corporation,
to the extent that the number of shares transferable by the exercise
of the options does not exceed a total of 1,000 and have a combined
fair market value of less than one hundred thousand dollars
($100,000). The combined fair market value of any stock shall be
determined as of the time the option with respect to that stock is
granted.

(2) Paragraph (1) shall be applied by taking options into account
in the order in which they were granted.

(d) In the case of a California qualified stock option, no amount
shall be included in the gross income of the employee until the time
of the disposition of the option (or the stock acquired upon exercise
of the option).

No deduction shall be allowed under Section 162 of the Internal
Revenue Code to the employer on the grant or exercise of a
California qualified stock option.

(e) Subdivision (d) shall not apply to any stock option for which
an election has been made under Section 83(b) of the Internal
Revenue Code, relating to election to include in gross income in year
of transfer.

SEC. 8. Section 17570 of the Revenue and Taxation Code is
amended to read:

17570. (a) For each taxable year beginning on or after January
1, 1997, Section 475 of the Internal Revenue Code, relating to mark
to market accounting method for securities dealers, as added by
Section 13223 of the Revenue Reconciliation Act of 1993 (PL.
103-66), shall apply, except as otherwise provided.

(b) Section 13233(c)(2)(C) of the Revenue Reconciliation Act of
1993 (P.L. 103-66), relating to the effective date for changes in the
mark to market accounting method for securities dealers, is modified
to provide that the amount taken into account under Section 481 of
the Internal Revenue Code of 1986 shall be taken into account ratably
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over the five-taxable-year period beginning with the first taxable
year beginning on or after January 1, 1997.

SEC. 9. Section 17935 of the Revenue and Taxation Code is
amended to read:

17935. (a) For each taxable year beginning on or after January
1, 1997, every limited partnership doing business in this state (as
defined by Section 23101) and required to file a return under Section
18633 shall pay annually to this state a tax for the privilege of doing
business in this state in an amount equal to the applicable amount
specified in Section 23153.

(b) In addition to any limited partnership that is doing business in
this state and therefore is subject to the tax imposed by subdivision
(a), for each taxable year beginning on or after January 1, 1997, every
limited partnership that has executed, acknowledged, and filed a
certificate of limited partnership with the Secretary of State pursuant
to Section 15621 of the Corporations Code, and every foreign limited
partnership that has registered with the Secretary of State pursuant
to Section 15692 of the Corporations Code, shall pay annually the tax
prescribed in subdivision (a). The tax shall be paid for each taxable
year, or part thereof, until a certificate of cancellation is filed on
behalf of the limited partnership with the office of the Secretary of
State pursuant to Section 15623 or 15696 of the Corporations Code.

(c) The tax imposed under this section shall be due and payable
on the date the return is required to be filed under former Section
18432 or Section 18633.

(d) For purposes of this section, “limited partnership” means any
partnership formed by two or more persons under the laws of this
state or any other jurisdiction and having one or more general
partners and one or more limited partners.

SEC. 10. Section 17936 is added to the Revenue and Taxation
Code, to read:

17936. A limited partnership shall not be subject to the taxes
imposed by this chapter if the limited partnership did no business in
this state during the taxable year and the taxable year was 15 days or
less.

SEC. 11. Section 18633 of the Revenue and Taxation Code is
amended to read:

18633. (a) (1) Every partnership, within three months and 15
days after the close of its taxable year, shall make a return for that
taxable year, stating specifically the items of gross income and the
deductions allowed by Part 10 (commencing with Section 17001).
Except as otherwise provided in Section 18621.5, the return shall
include the names, addresses, and taxpayer identification numbers of
the persons, whether residents or nonresidents, who would be
entitled to share in the net income if distributed and the amount of
the distributive share of each person. The return shall contain or be
verified by a written declaration that it is made under the penalties
of perjury, signed by one of the partners.
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(2) In addition to returns required by paragraph (1), every
limited partnership subject to the tax imposed by subdivision (b) of
Section 17935 or 23081, within three months and 15 days after the
close of its taxable year, shall make a return for that year. In the case
of a limited partnership not doing business in this state, the Franchise
Tax Board shall prescribe the manner and extent to which the
information identified in paragraph (1) shall be included with the
return required by this paragraph.

(b) Each partnership required to file a return under subdivision
(a) for any taxable year shall (on or before the day on which the
return for that taxable year was required to be filed) furnish to each
person who is a partner or who holds an interest in that partnership
as a nominee for another person at any time during that taxable year
a copy of that information required to be shown on that return as may
be required by regulations.

(c) Any person who holds an interest in a partnership as a
nominee for another person shall do both of the following:

(1) Furnish to the partnership, in the manner prescribed by the
Franchise Tax Board, the name, address, and taxpayer identification
number of that other person, and any other information for that
taxable year as the Franchise Tax Board may by form and regulation
prescribe.

(2) Furnish to that other person, in the manner prescribed by the
Franchise Tax Board, the information provided by that partnership
under subdivision (b).

(d) The provisions of Section 6031(d) of the Internal Revenue
Code, relating to the separate statement of items of unrelated
business taxable income, shall apply.

(e) The amendments made to this section by the act adding this
subdivision shall apply to returns required to be filed under
subdivision (a) after the effective date of that act.

(f) The amendments made to this section by the act adding this
subdivision shall apply to returns required to be filed on or after
January 1, 1998.

SEC. 12. Section 18633.5 of the Revenue and Taxation Code is
amended to read:

18633.5. (a) Every limited liability company which is classified as
a partnership for California tax purposes that is doing business in this
state, organized in this state, or registered with the Secretary of State
shall file its return within three months and 15 days after the close of
its taxable or income year, shall make a return for that taxable year,
stating specifically the items of gross income and the deductions
allowed by Part 10 (commencing with Section 17001). The return
shall include the names, addresses, and taxpayer identification
numbers of the persons, whether residents or nonresidents, who
would be entitled to share in the net income if distributed and the
amount of the distributive share of each person. The return shall
contain or be verified by a written declaration that it is made under
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the penalties of perjury, signed by one of the limited liability
company members. In the case of a limited liability company not
doing business in this state and subject to the tax imposed by
subdivision (b) of Section 17941 or 23091, the Franchise Tax Board
shall prescribe the manner and extent to which the information
identified in this subdivision shall be included with the return
required by this subdivision.

(b) Each limited liability company required to file a return under
subdivision (a) for any limited liability company taxable or income
year shall, on or before the day on which the return for that taxable
or income year was required to be filed, furnish to each person who
holds an interest in that limited liability company at any time during
that taxable or income year a copy of that information required to be
shown on that return as may be required by forms and instructions
prescribed by the Franchise Tax Board.

(c) Any person who holds an interest in a limited liability company
as a nominee for another person shall do both of the following:

(1) Furnish to the limited liability company, in the manner
prescribed by the Franchise Tax Board, the name, address, and
taxpayer identification number of that person, and any other
information for that taxable or income year as the Franchise Tax
Board may prescribe by forms and instructions.

(2) Furnish to that other person, in the manner prescribed by the
Franchise Tax Board, the information provided by that limited
liability company under subdivision (b).

(d) The provisions of Section 6031(d) of the Internal Revenue
Code, relating to the separate statement of items of unrelated
business taxable income, shall apply.

(e) (1) A limited liability company shall file with its return
required under subdivision (a), in the form required by the
Franchise Tax Board, the agreement of each nonresident member to
file a return pursuant to Section 18501, to make timely payment of all
taxes imposed on the member by this state with respect to the income
of the limited liability company, and to be subject to personal
jurisdiction in this state for purposes of the collection of income taxes,
together with related interest and penalties, imposed on the member
by this state with respect to the income of the limited liability
company. If the limited liability company fails timely to file the
agreements on behalf of each of its nonresident members, then the
limited liability company shall, at the time set forth in subdivision (f),
pay to this state on behalf of each nonresident member of whom an
agreement has not been timely filed an amount equal to the highest
marginal tax rate in effect under Section 17041 in the case of
members which are individuals, estates, or trusts, and Section 23151
in the case of members which are corporations, multiplied by the
amount of the member’s distributive share of the income source to
the state reflected on the limited liability company’s return for the
taxable period. A limited liability company shall be entitled to
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recover the payment made from the member on whose behalf the
payment was made.

(2) If a limited liability company fails to attach the agreement or
to timely pay the payment required by paragraph (1), the payment
shall be considered the tax of the limited liability company for
purposes of the penalty prescribed by Section 19132 and interest
prescribed by Section 19101 for failure to timely pay tax. Payment of
the penalty and interest imposed on the limited liability company for
failure to timely pay the amount required by this subdivision shall
extinguish the liability of a nonresident member for the penalty and
interest for failure to make timely payment of all taxes imposed on
that member by this state with respect to the income of the limited
liability company.

(3) No penalty or interest shall be imposed on the limited liability
company under paragraph (2) if the nonresident member timely
files and pays all taxes imposed on the member by this state with
respect to the income of the limited liability company.

(f) Any agreement of a nonresident member required to be filed
pursuant to subdivision (e) shall be filed at either of the following
times:

(1) The time the annual return is required to be filed pursuant to
this section for the first taxable period for which the limited liability
company became subject to tax pursuant to Chapter 1.6
(commencing with Section 23091).

(2) The time the annual return is required to be filed pursuant to
this section for any taxable period in which the limited liability
company had a nonresident member on whose behalf the agreement
has not been previously filed.

(g) Any amount paid by the limited liability company to this state
pursuant to paragraph (1) of subdivision (e) shall be considered to
be a payment by the member on account of the income tax imposed
by this state on the member for the taxable period.

(h) Every limited liability company that is classified as a
corporation for California tax purposes shall be subject to the
requirement to file a tax return under the provisions of Part 10.2
(commencing with Section 18401) and subject to the applicable taxes
imposed by Part 11 (commencing with Section 23001), including
Section 23221, relating to the prepayment of the minimum tax to the
Secretary of State.

(i) The amendments made to this section by the act adding this
subdivision shall apply to returns required to be filed on or after
January 1, 1998.

SEC. 13. Section 19021 of the Revenue and Taxation Code is
amended to read:

19021. In the case of taxpayers subject to the tax imposed by
Article 3 (commencing with Section 23181) of Chapter 2 of Part 11,
there shall be due and payable on or before the 15th day of the third
month following the close of the preceding year from each taxpayer
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a percentage of its net income as disclosed by its return which is equal
to the rate applicable to corporations subject to the tax imposed by
Article 2 (commencing with Section 23151) of Chapter 2 of Part 11
plus the personal property tax rate equivalent included in the bank
and financial corporation tax rate determination by the Franchise
Tax Board pursuant to Sections 23186 and 23186.1. The payment
required by this section shall not be less than the minimum tax
specified in Section 23153.

SEC. 14. Section 19024 of the Revenue and Taxation Code is
amended to read:

19024. (a) In the case of banks and financial corporations,
“estimated tax” means the amount which the bank or financial
corporation estimates as the amount of the tax imposed by Part 11
(commencing with Section 23001) at the rate determined by the
Franchise Tax Board for the preceding year pursuant to Section
23186.1, but in no event shall the estimated tax of a financial
corporation be less than the minimum tax prescribed in Section
23153.

(b) In case of an increase or decrease in the rate of tax imposed
under Section 23151 (tax on general corporations), a bank or financial
corporation shall be required to increase or decrease the rate
determined by the Franchise Tax Board for the preceding year by
the same amount as the change in the rate imposed under Section
23151 determined in accordance with Section 24251 (relating to
computation of tax when law changed).

SEC. 15. Section 19141.6 of the Revenue and Taxation Code is
amended to read:

19141.6. (a) Each taxpayer determining its income subject to tax
pursuant to Section 25101 or electing to file pursuant to Section 25110
shall, for income years beginning on or after January 1, 1994, maintain
(in the location, in the manner, and to the extent prescribed in
regulations which shall be promulgated by the Franchise Tax Board
on or before December 31, 1995) and make available upon request
all of the following:

(1) Any records as may be appropriate to determine the correct
treatment of the components that are a part of one or more unitary
businesses for purposes of determining the income derived from or
attributable to this state pursuant to Section 25101 or 25110.

(2) Any records as may be appropriate to determine the correct
treatment of amounts that are attributable to the classification of an
item as business or nonbusiness income for purposes of Article 2
(commencing with Section 25120) of Chapter 17 of Part 11.

(3) Any records as may be appropriate to determine the correct
treatment of the apportionment factors for purposes of Article 2
(commencing with Section 25120) of Chapter 17 of Part 11.

(4) Documents and information, including any questionnaires
completed and submitted to the Internal Revenue Service that are
necessary to audit issues involving attribution of income to the
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United States or foreign jurisdictions under Section 882, Subpart F
(commencing with Section 951) of, Part III (commencing with
Section 901) of Subchapter N, or similar sections, of the Internal
Revenue Code.

(b) For purposes of this section:

(1) Information for any year shall be retained for that period of
time in which the taxpayers’ income or franchise tax liability to this
state may be subject to adjustment, including all periods in which
additional income or franchise taxes may be assessed, not to exceed
eight years from the due date or extended due date of the return, or
during which a protest is pending before the Franchise Tax Board,
or an appeal is pending before the State Board of Equalization or a
lawsuit is pending in the courts of this state or the United States with
respect to California franchise or income tax.

(2) “Related party” means banks and corporations that are related
because one owns or controls directly or indirectly more than 50
percent of the stock of the other or because more than 50 percent of
the voting stock of each is owned or controlled, directly or indirectly,
by the same interests.

(3) “Records” includes any books, papers, or other data.

(c) (1) If a bank or corporation subject to this section fails to
maintain or fails to cause another to maintain records as required by
subdivision (a), that bank or corporation shall pay a penalty of ten
thousand dollars ($10,000) for each income year with respect to
which the failure occurs.

(2) If any failure described in paragraph (1) continues for more
than 90 days after the day on which the Franchise Tax Board mails
notice of the failure to the bank or corporation, that bank or
corporation shall pay a penalty (in addition to the amount required
under paragraph (1)) of ten thousand dollars ($10,000) for each
30-day period (or fraction thereof) during which the failure
continues after the expiration of the 90-day period. The additional
penalty imposed by this subdivision shall not exceed a maximum of
fifty thousand dollars ($50,000) if the failure to maintain or the failure
to cause another to maintain is not willful. This maximum shall apply
with respect to income years beginning on or after January 1, 1994,
and before the earlier of the first day of the month following the
month in which regulations are adopted pursuant to this section or
December 31, 1995.

(3) For purposes of this section, the time prescribed by regulations
to maintain records (and the beginning of the 90-day period after
notice by the Franchise Tax Board) shall be treated as not earlier than
the last day on which (as shown to the satisfaction of the Franchise
Tax Board) reasonable cause existed for failure to maintain the
records.

(d) (1) The Franchise Tax Board may apply the rules of
paragraph (2) whether or not the board begins a proceeding to
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enforce a subpoena or subpoena duces tecum, if subparagraphs (A),
(B), and (C) apply:

(A) For purposes of determining the correct treatment under
Part 11 (commencing with Section 23001) of the items described in
subdivision (a), the Franchise Tax Board issues a subpoena or
subpoena duces tecum to a bank or corporation to produce (either
directly or as agent for the related party) any records or testimony.

(B) The subpoena or subpoena duces tecum is not quashed in a
proceeding begun under paragraph (3) and is not determined to be
invalid in a proceeding begun under Section 19504 to enforce the
subpoena or subpoena duces tecum.

(C) The bank or corporation does not substantially comply in a
timely manner with the subpoena or subpoena duces tecum and the
Franchise Tax Board has sent by certified or registered mail a notice
to that bank or corporation that it has not substantially complied.

(D) If the bank or corporation fails to maintain or fails to cause
another to maintain records as required by subdivision (a), and by
reason of that failure, the subpoena or subpoena duces tecum is
quashed in a proceeding described in subparagraph (B) or the bank
or corporation is not able to provide the records requested in the
subpoena or subpoena duces tecum, the Franchise Tax Board may
apply the rules of paragraph (2) to any of the items described in
subdivision (a) to which the records relate.

(2) (A) All of the following shall be determined by the Franchise
Tax Board in the Franchise Tax Board’s sole discretion from the
Franchise Tax Board’s own knowledge or from information the
Franchise Tax Board may obtain through testimony or otherwise:

(i) The components that are a part of one or more unitary
businesses for purposes of determining the income derived from or
attributable to this state pursuant to Section 25101 or 25110.

(i) Amounts that are attributable to the classification of an item
as business or nonbusiness income for purposes of Article 2
(commencing with Section 25120) of Chapter 17 of Part 11.

(iii) The apportionment factors for purposes of Article 2
(commencing with Section 25120) of Chapter 17 of Part 11.

(iv) The correct amount of income under Section 882 of, Subpart
F (commencing with Section 951) of, Part III (commencing with
Section 901) of Subchapter N of, or similar sections of, the Internal
Revenue Code.

(B) This paragraph shall apply to determine the correct
treatment of the items described in subdivision (a) unless the bank
or corporation is authorized by its related parties (in the manner and
at the time as the Franchise Tax Board shall prescribe) to act as the
related parties’ limited agent solely for purposes of applying Section
19504 with respect to any request by the Franchise Tax Board to
examine records or produce testimony related to any item described
in subdivision (a) or with respect to any subpoena or subpoena duces
tecum for the records or testimony. The appearance of persons or the
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production of records by reason of the bank or corporation being an
agent shall not subject those persons or records to legal process for
any purpose other than determining the correct treatment under
Part 11 of the items described in subdivision (a).

(C) Determinations made in the sole discretion of the Franchise
Tax Board pursuant to this paragraph may be appealed to the State
Board of Equalization, in the manner and at a time, as provided by
Section 19045 or 19324, or may be the subject of an action to recover
tax, in the manner and at a time, as provided by Section 19382. The
review of determinations by the board or the court shall be limited
to whether the determinations were arbitrary or capricious, or are
not supported by substantial evidence.

(3) (A) Notwithstanding any other law or rule of law, any
reporting bank or corporation to which the Franchise Tax Board
issues a subpoena or subpoena duces tecum referred to in
subparagraph (A) of paragraph (1) shall have the right to begin a
proceeding to quash the subpoena or subpoena duces tecum not later
than the 90th day after the subpoena or subpoena duces tecum was
issued. In that proceeding, the Franchise Tax Board may seek to
compel compliance with the subpoena or subpoena duces tecum.

(B) Notwithstanding any other law or rule of law, any reporting
bank or corporation that has been notified by the Franchise Tax
Board that it has determined that the bank or corporation has not
substantially complied with a subpoena or subpoena duces tecum
referred to in paragraph (1) shall have the right to begin a
proceeding to review the determination not later than the 90th day
after the day on which the notice referred to in subparagraph (C) of
paragraph (1) was mailed. If the proceeding is not begun on or before
the 90th day, the determination by the Franchise Tax Board shall be
binding and shall not be reviewed by any court.

(C) The superior courts of the State of California for the Counties
of Los Angeles, Sacramento, and San Diego, and for the City and
County of San Francisco shall have jurisdiction to hear any
proceeding brought under subparagraphs (A) and (B). Any order or
other determination in the proceeding shall be treated as a final
order that may be appealed.

(D) If any bank or corporation takes any action as provided in
subparagraphs (A) and (B), the running of any period of limitations
under Sections 19057 to 19064, inclusive (relating to the assessment
and collection of tax), or under Section 19704 (relating to criminal
prosecutions) with respect to that bank or corporation shall be
suspended for the period during which the proceedings, and appeals
therein, are pending. In no event shall any period expire before the
90th day after the day on which there is a final determination in the
proceeding.

SEC. 16. The heading of Article 6 (commencing with Section
19280) of Chapter 5 of Part 10.2 of Division 2 of the Revenue and
Taxation Code is amended and renumbered to read:
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Article 5.5. Collection of Amounts Imposed by a Court

SEC. 17. Section 19280 of the Revenue and Taxation Code is
amended to read:

19280. (a) (1) Fines, state or local penalties, forfeitures,
restitution fines, restitution orders, or any other amounts imposed by
a superior, municipal, or justice court of the State of California upon
a person or any other entity that is due and payable in an amount
totaling no less than two hundred fifty dollars ($250), in the
aggregate, for criminal offenses, including all offenses involving a
violation of the Vehicle Code except offenses relating to parking or
registration or offenses by pedestrians or bicyclists, may, no sooner
than 90 days after payment of that amount becomes delinquent, be
referred by the county or the state to the Franchise Tax Board for
collection under guidelines prescribed by the Franchise Tax Board.

(2) For purposes of this subdivision:

(A) The amounts referred by the county or state under this
section may include any amounts that a government entity may add
to the court imposed obligation as a result of the underlying offense,
trial, or conviction. For purposes of this article, those amounts shall
be deemed to be imposed by the court.

(B) Restitution orders may be referred to the Franchise Tax Board
only by a government entity, as agreed upon by the Franchise Tax
Board, provided that all of the following apply:

(i) The government entity has the authority to collect on behalf
of the state or the victim.

(ii) The government entity shall be responsible for distributing
the restitution order collections, as appropriate.

(iii) The government entity shall ensure, in making the referrals
and distributions, that it coordinates with any other related collection
activities that may occur by counties or other state agencies.

(iv) The government entity shall ensure compliance with laws
relating to the reimbursement of the State Restitution Fund.

(C) The Franchise Tax Board shall establish criteria for referral,
which shall include setting forth a minimum dollar amount subject
to referral and collection.

(b) For the period January 1, 1995, to December 31, 1997,
inclusive, for purposes of a manageable implementation and
evaluation of the program authorized by this article, the Franchise
Tax Board may limit referrals to nine counties.

(c) Upon written notice to the obligor from the Franchise Tax
Board, any amount referred to the Franchise Tax Board under
subdivision (a) and any interest thereon, including any interest on
the amount referred under subdivision (a) that accrued prior to the
date of referral, shall be treated as final and due and payable to the
State of California, and shall be collected from the obligor by the
Franchise Tax Board in any manner authorized under the law for
collection of a delinquent personal income tax liability, including, but
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not limited to, issuance of an order and levy under Article 4
(commencing with Section 706.070) of Chapter 5 of Division 2 of Title
9 of Part 2 of the Code of Civil Procedure in the manner provided for
earnings withholding orders for taxes.

(d) (1) Part 10 (commencing with Section 18401), this part, Part
10.7 (commencing with Section 21001), and Part 11 (commencing
with Section 23001) shall apply to amounts referred under this article
in the same manner and with the same force and effect and to the full
extent as if the language of those laws had been incorporated in full
into this article, except to the extent that any provision is either
inconsistent with this article or is not relevant to this article.

(2) Any information, information sources, or enforcement
remedies and capabilities available to the court or the state referring
the amount due described in subdivision (a), shall be available to the
Franchise Tax Board to be used in conjunction with, or independent
of, the information, information sources, or remedies and capabilities
available to the Franchise Tax Board for purposes of administering
Part 10 (commencing with Section 18401), this part, Part 10.7
(commencing with Section 21001), or Part 11 (commencing with
Section 23001).

(e) The activities required to implement and administer this part
shall not interfere with the primary mission of the Franchise Tax
Board to administer Part 10 (commencing with Section 17001) and
Part 11 (commencing with Section 23001).

(f) For amounts referred for collection under subdivision (a),
interest shall accrue at the greater of the rate applicable to the
amount due being collected or the rate provided under Section
19521. When notice of the amount due includes interest and is mailed
to the obligor and the amount is paid within 15 days after the date of
notice, interest shall not be imposed for the period after the date of
notice.

(g) In no event shall a collection under this article be construed
as a payment of income taxes imposed under Part 10 (commencing
with Section 17001) or Part 11 (commencing with Section 23001).

SEC. 18. Section 19282 of the Revenue and Taxation Code is
amended to read:

19282. (a) Except as otherwise provided in subdivision (e),
amounts collected under this article shall be transmitted to the
Treasurer and deposited in the State Treasury to the credit of the
Court Collection Account in the General Fund, which is hereby
created. Amounts deposited in the Court Collection Account shall,
less an amount that is equal to the costs incurred by the Franchise Tax
Board in administering the program authorized by this article, be
transferred by the Controller either to the county or to the state fund
to which the amount due was originally owing or as otherwise
directed by contractual agreement. If the amount collected is not
sufficient to satisfy the amounts referred for collection pursuant to
Section 19280 that are to be paid by an offender, then the amount paid
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shall be allocated for distribution on a pro rata basis, as defined in
subdivision (d), except in counties where the board of supervisors has
established a priority of payment for amounts collected under this
article pursuant to Section 1203.1d of the Penal Code. The amount
that is equal to the costs incurred by the Franchise Tax Board in
administering the program authorized by this article shall be
transferred by the Controller to the General Fund for the purpose
of recovering the amount expended by the Franchise Tax Board from
General Fund appropriations for the purpose of implementing and
administering the program authorized by this article, and related
statutes as added or amended by the act adding this article.

(b) It is the intent of the Legislature that costs to the Franchise
Tax Board to administer this article for the 1997-98 fiscal year and
each fiscal year thereafter not exceed 15 percent of the amount it
collects pursuant to this article.

(c) Notwithstanding Section 13340 of the Government Code, all
moneys deposited in the Court Collection Account pursuant to this
section are hereby continuously appropriated, without regard to
fiscal years, for purposes of making distributions pursuant to
subdivision (a).

(d) For purposes of this section, “pro rata basis” means a
distribution determined as follows: the sum of the amounts referred
for collection pursuant to Section 19280 to be paid by an offender shall
be allocated and distributed in the same proportion that each of the
elements has to the sum.

(e) For amounts collected pursuant to a restitution fine or
restitution order, subdivision (a) is modified to require the deposit
and disbursement of funds collected under this article to be in
accordance with the laws relating to reimbursement of the State
Restitution Fund.

SEC. 19. Section 19283 of the Revenue and Taxation Code is
amended to read:

19283. This article shall remain in effect only until January 1, 2002,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 2002, deletes or extends this date.

SEC. 19.3. Section 19340 of the Revenue and Taxation Code is
amended to read:

19340. Interest shall be allowed and paid on any overpayment in
respect of any tax, at the adjusted annual rate established pursuant
to Section 19521, as follows:

(a) In the case of a credit, from the date of the overpayment to the
due date of the amount for which the credit is allowed. Any interest
allowed on any credit shall first be credited on any amounts due from
the taxpayer under Part 10 (commencing with Section 17001), this
part, or Part 11 (commencing with Section 23001).

(b) In the case of a refund, including a refund in excess of tax
liability as prescribed in subdivision (j) of Section 17053.5, from the
date of the overpayment to a date preceding the date of the refund
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warrant by not more than 30 days, the date to be determined by the
Franchise Tax Board.

SEC. 20. Section 19532 of the Revenue and Taxation Code, as
amended by Chapter 1001 of the Statutes of 1996, is amended and
renumbered to read:

19533. In the event the debtor has more than one debt being
collected by the Franchise Tax Board and the amount collected by
the Franchise Tax Board is insufficient to satisfy the total amount
owing, the amount collected shall be applied in the following priority:

(a) Payment of any taxes, additions to tax, penalties, interest, fees,
or other amounts due and payable under Part 7.5 (commencing with
Section 13201), Part 10 (commencing with Section 17001), Part 11
(commencing with Section 23001), or this part.

(b) Payment of any debts referred for collection under Article 5
(commencing with Section 19271) of Chapter 5.

(c) Payment of delinquent wages collected pursuant to the Labor
Code.

(d) Payment of delinquencies collected under Section 10878.

(e) Payment of any amounts due that are referred for collection
under Article 5.5 (commencing with Section 19280) of Chapter 5.

(f) Payment of any amounts that are referred for collection
pursuant to Section 62.9 of the Labor Code.

(g) Payment of delinquent penalties collected for the
Department of Industrial Relations pursuant to the Labor Code.

(h) Payment of delinquent fees collected for the Department of
Industrial Relations pursuant to the Labor Code.

(i) Payment of delinquencies referred by the Student Aid
Commission pursuant to Section 16583.5 of the Government Code.

(j) Notwithstanding the payment priority established by this
section, voluntary payments made by an obligated parent for a child
support delinquency pursuant to subparagraph (B) of paragraph (1)
of subdivision (b) of Section 19271 shall not be applied pursuant to
this priority but shall instead be applied solely to the child support
delinquency for which the voluntary payment was made.

SEC. 21. Section 23114 is added to the Revenue and Taxation
Code, to read:

23114. A corporation shall not be subject to the taxes imposed by
this chapter if the corporation did no business in this state during the
income year and the income year was 15 days or less.

SEC. 22. Section 23183.1 of the Revenue and Taxation Code is
amended to read:

23183.1. Notwithstanding  Section 23183, every financial
corporation doing business within the limits of this state and not
exempted from taxation by the Constitution of this state or by this
part, shall annually pay to the state for the privilege of exercising its
corporate franchises within this state, a tax determined as follows:

(a) If a financial corporation commences to do business and ceases
doing business in the same taxable year, the tax for that taxable year
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shall be according to or measured by its net income for that year, at
the rate provided under Section 23186.

(b) With respect to taxable years other than the year of
commencement described in subdivision (a) or the year of cessation
described in subdivision (c), a tax according to or measured by its net
income, to be computed at the rate prescribed in Section 23186 upon
the basis of its net income for the next preceding income year.

(c) With respect to financial corporations, which cease doing
business in a taxable year other than those described in subdivision
(a), the tax for the taxable year of cessation shall be:

(1) According to or measured by its net income for the next
preceding income year to be computed at the rate prescribed in
Section 23186, plus

(2) According to or measured by its net income for the income
year during which the financial corporation ceased doing business,
to be computed at the rate prescribed in Section 23186.

SEC. 23. Section 23183.2 of the Revenue and Taxation Code is
amended to read:

23183.2. Notwithstanding  Section = 23183, every financial
corporation not exempted from taxation by the provisions of the
Constitution of this state or by this part which dissolves or withdraws,
shall pay a tax for its taxable year of dissolution or withdrawal
according to or measured by its net income for the income year in
which it ceased doing business, to be computed at the rate prescribed
in Section 23186 for its taxable year of dissolution or withdrawal,
unless the income has previously been included in the measure of tax
for any taxable year.

SEC. 24. Section 23184 of the Revenue and Taxation Code is
repealed.

SEC. 25. Section 23184.5 of the Revenue and Taxation Code is
repealed.

SEC. 26. Section 23185 of the Revenue and Taxation Code is
repealed.

SEC. 27. Section 23185a of the Revenue and Taxation Code is
repealed.

SEC. 28. Section 23185b of the Revenue and Taxation Code is
repealed.

SEC. 29. Section 23221 of the Revenue and Taxation Code is
amended to read:

23221. (a) Except as provided under subdivision (b), a
corporation which incorporates under the laws of this state or
qualifies to transact intrastate business in this state shall thereupon
prepay the minimum tax provided in Section 23153, except that any
credit union shall thereupon prepay a tax of twenty-five dollars ($25).
The prepayment shall be made to the Secretary of State with the
filing of the articles of incorporation or the statement and designation
by a foreign corporation. The Secretary of State shall transmit the
amount of the prepayment to the Franchise Tax Board. The
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Franchise Tax Board shall certify to the Secretary of State on an
individual or class basis those domestic or foreign corporations which
are exempt from prepayment or for which prepayment to the
Secretary of State is waived.

(b) For income years commencing on or after January 1, 1997, the
amount payable by a qualified new corporation under subdivision (a)
shall be six hundred dollars ($600).

(c) For purposes of this section, “qualified new corporation”
means a corporation that reasonably estimates that, for the income
year, it will have both gross receipts, less returns and allowances
reportable to this state, of one million dollars ($1,000,000) or less and
a tax liability under Section 23151 that does not exceed eight hundred
dollars ($800).

(1) The determination of gross receipts of a corporation, for
purposes of this section, shall be made by including the gross receipts
of each member of the commonly controlled group, as defined in
Section 25105, of which the bank or corporation is a member.

(2) “Gross receipts, less returns and allowances reportable to this
state” means the sum of the gross receipts from the production of
business income, as defined in subdivision (a) of Section 25120, and
the gross receipts from the production of nonbusiness income, as
defined in subdivision (d) of Section 25120.

(d) Subdivision (b) shall not apply to any corporation if 50 percent
or more of its stock is, or will be upon the initial issuance of stock,
owned by another corporation.

(e) For income years commencing on or after January 1, 1997, if
a corporation paid six hundred dollars ($600) under subdivision (b),
but for its first income year the corporation’s tax liability under
Section 23151 exceeds eight hundred dollars ($800), or the
corporation’s gross receipts, as determined under paragraph (2) of
subdivision (c), exceed one million dollars ($1,000,000), an additional
tax in the amount equal to two hundred dollars ($200) shall be due
and payable by the corporation on the due date of its return, without
regard to extension, for its first income year.

SEC. 30. Section 23332 of the Revenue and Taxation Code is
amended to read:

23332. (a) Except in the case of a taxpayer subject to the
provisions of Section 23222a, any taxpayer which is dissolved or
withdraws from the state during any taxable year shall pay a tax only
for the months of the taxable year which precede the effective date
of the dissolution or withdrawal, according to or measured by (1) the
net income of the preceding income year or (2) a percentage of net
income determined by ascertaining the ratio which the months of the
taxable year, preceding the effective date of dissolution or
withdrawal, bears to the months of the income year, whichever is the
lesser amount. The taxes levied under this chapter shall not be subject
to abatement or refund because of the cessation of business or
corporate existence of any taxpayer pursuant to a reorganization,
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consolidation, or merger (as defined by Section 23251). In any event,
each corporation shall pay a tax not subject to offset for the period in
an amount equal to the minimum tax prescribed by Section 23153.

(b) The provisions of subdivision (a) shall be applied only with
respect to taxpayers which dissolve or withdraw before January 1,
1973. On and after that date, the tax for the taxable year in which the
taxpayer ceases doing business, dissolves or withdraws shall be
determined under the appropriate provisions of Section 23151.1,
23153, 23181, or 23183, whichever is applicable. However, if all of the
following conditions are satisfied, a minimum franchise tax shall not
be imposed with respect to the taxable year in which a tax clearance
certificate is issued by the Franchise Tax Board:

(1) The taxpayer does not do business in this state at any time
during that taxable year.

(2) The taxpayer files a certificate of dissolution with the
Secretary of State prior to the beginning of that taxable year, in
accordance with Section 1905 of the Corporations Code.

SEC. 31. Section 23332.5 of the Revenue and Taxation Code is
amended to read:

23332.5. If a financial corporation ceases doing business, dissolves,
or withdraws from the state during any taxable year, the tax for the
taxable year during which cessation of doing business, dissolution or
withdrawal occurs shall be computed as prescribed by subdivision
(b) or (d) of Section 23183, 23183.1, or 23183.2.

SEC. 32. Section 23455 of the Revenue and Taxation Code is
amended to read:

23455. For purposes of this part, Section 55 of the Internal
Revenue Code is modified as follows:

(a) Section 55(b)(1) of the Internal Revenue Code, relating to
tentative minimum tax, is modified by requiring the tentative
minimum tax for the taxable year to be imposed as follows:

(1) With respect to corporations subject to tax under Chapter 2
(commencing with Section 23101), other than financial corporations,
according to or measured by net income, for the privilege of doing
business within this state, at a rate of 7 percent upon the basis of so
much of the alternative minimum taxable income for the taxable year
as exceeds the exemption amount.

(2) With respect to corporations subject to tax under Chapter 3
(commencing with Section 23501), on net income from sources
within this state, at a rate of 7 percent upon the basis of so much of
the alternative minimum taxable income for the taxable year as
exceeds the exemption amount.

(3) With respect to organizations or trusts subject to tax under
Article 2 (commencing with Section 23731) of Chapter 4, on the
unrelated business income from sources within this state, at a rate of
7 percent upon the basis of so much of the alternative taxable income
for the taxable year as exceeds the exemption amount.
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(4) With respect to banks subject to tax under Section 23181,
according to or measured by net income, for the privilege of doing
business within this state, in an amount equal to the sum of the
following:

(A) At a rate of 7 percent upon the basis of so much of the
alternative minimum taxable income as exceeds the exemption
amount.

(B) At the rate determined under Section 23186, less the rate
prescribed by Section 23151, upon the basis of net income for the
taxable year.

(5) With respect to financial corporations subject to tax under
Section 23183, according to or measured by net income, for the
privilege of doing business within this state, in an amount equal to the
sum of the following:

(A) At a rate of 7 percent upon the basis of so much of the
alternative minimum taxable income as exceeds the exemption
amount.

(B) At the rate determined under Section 23186, less the rate
prescribed by Section 23151, upon the basis of net income for the
taxable year.

(b) Section 55(b)(2) of the Internal Revenue Code, relating to the
definition of alternative minimum taxable income, is modified as
follows:

(1) For corporations whose net income is determined under
Chapter 17 (commencing with Section 25101), alternative minimum
taxable income shall be allocated and apportioned in the same
manner as net income is allocated and apportioned for purposes of
the regular tax.

(2) With respect to taxpayers subject to Article 4 (commencing
with Section 23221) of Chapter 2, Article 4 (commencing with
Section 23221) to Article 9 (commencing with Section 23361),
inclusive, shall apply to the tax imposed by this section except that
Section 23221 shall not apply.

(3) For purposes of computing the alternative minimum tax for
taxable years in which a taxpayer commenced doing business,
dissolves, withdraws, or ceases doing business, Sections 18601, 23151,
23151.1, 23151.2, 23181, 23183, 23183.1, 23183.2, 23201 to 23204,
inclusive, 23222 to 23224.5, inclusive, 23282, 23332.5, and 23504 shall
be applied with due regard for the rate and alternative minimum
taxable income prescribed by this chapter.

(c) Section 55(c) of the Internal Revenue Code, relating to the
definition of regular tax, is modified to read:

(1) For purposes of this chapter, “regular tax” means the amount
of tax imposed under Chapter 2 (commencing with Section 23101)
or Chapter 3 (commencing with Section 23501) or Article 2
(commencing with Section 23731) of Chapter 4, but does not include
any amount imposed under paragraph (1) of subdivision (e) of
Section 24667 or paragraph (2) of subdivision (f) of Section 24667.
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(2) The tax specified in paragraph (1) shall be the amount
determined prior to reduction by any credits against the tax.

(d) The rate of 7 percent prescribed in subdivision (a) shall be 6.65
percent for any income year beginning on or after January 1, 1997.
The change in rate provided in this subdivision shall be made without
proration otherwise required by Section 24251.

SEC. 33. Section 23649 of the Revenue and Taxation Code is
amended to read:

23649. (a) (1) A qualified taxpayer shall be allowed a credit
against the “tax,” as defined in Section 23036, equal to 6 percent of
the qualified cost of qualified property that is placed in service in this
state.

(2) In the case of any qualified costs paid or incurred on or after
January 1, 1994, and prior to the first income year of the qualified
taxpayer beginning on or after January 1, 1995, the credit provided
under paragraph (1) shall be claimed by the qualified taxpayer on the
qualified taxpayer’s return for the first income year beginning on or
after January 1, 1995. No credit shall be claimed under this section on
a return filed for any income year commencing prior to the qualified
taxpayer’s first income year beginning on or after January 1, 1995.

(b) (1) For purposes of this section, “qualified cost” means any
cost that satisfies each of the following conditions:

(A) Except as otherwise provided in this subparagraph, is a cost
paid or incurred by the qualified taxpayer for the construction,
reconstruction, or acquisition of qualified property on or after
January 1, 1994, and prior to the date this section ceases to be
operative under paragraph (2) of subdivision (i). In the case of any
qualified property constructed, reconstructed, or acquired by the
qualified taxpayer (or any person related to the qualified taxpayer
within the meaning of Section 267 or 707 of the Internal Revenue
Code) pursuant to a binding contract in existence on or prior to
January 1, 1994, costs paid pursuant to that contract shall be subject
to allocation as follows: contract costs shall be allocated to qualified
property based on a ratio of costs actually paid prior to January 1,
1994, and total contract costs actually paid. “Cost paid” shall include,
without limitation, contractual deposits and option payments. To the
extent of cost allocated, whether or not currently deductible or
depreciable for tax purposes, to a period prior to January 1, 1994, the
cost shall be deemed allocated to property acquired before January
1, 1994, and is thus not a “qualified cost.”

(B) Except as provided in paragraph (2) of subdivision (d) and
subparagraph (B) of paragraph (3) of subdivision (d), is an amount
upon which the qualified taxpayer has paid, directly or indirectly, as
a separately stated contract amount or as determined from the
records of the qualified taxpayer, sales or use tax under Part 1
(commencing with Section 6001).

(C) Is an amount properly chargeable to the capital account of the
qualified taxpayer.
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(2) (A) For purposes of this subdivision, any contract entered
into on or after January 1, 1994, that is a successor or replacement
contract to a contract that was binding prior to January 1, 1994, shall
be treated as a binding contract in existence prior to January 1, 1994.

(B) If a successor or replacement contract is entered into on or
after January 1, 1994, and the subject of the successor or replacement
contract relates both to amounts for the construction, reconstruction,
or acquisition of qualified property described in the original binding
contract and to costs for the construction, reconstruction, or
acquisition of qualified property not described in the original binding
contract, then the portion of those amounts described in the
successor or replacement contract that were not described in the
original binding contract shall not be treated as costs paid or incurred
pursuant to a binding contract in existence on or prior to January 1,
1994, under subparagraph (A) of paragraph (1).

(3) (A) For purposes of this section, an option contract in
existence prior to January 1, 1994, under which a qualified taxpayer
(or any other person related to the qualified taxpayer within the
meaning of Section 267 or 707 of the Internal Revenue Code) had an
option to acquire qualified property, shall be treated as a binding
contract under the rules in paragraph (2). For purposes of this
subparagraph, an option contract shall not include an option under
which the option holder will forfeit an amount less than 10 percent
of the fixed option price in the event the option is not exercised.

(B) For purposes of this section, a contract shall be treated as
binding even if the contract is subject to a condition.

(c) (1) For purposes of this section, “qualified taxpayer” means
any taxpayer engaged in those lines of business described in Codes
2011 to 3999, inclusive, of the Standard Industrial Classification (SIC)
Manual published by the United States Office of Management and
Budget, 1987 edition.

(2) In the case of any passthrough entity, the determination of
whether a taxpayer is a qualified taxpayer shall be made at the entity
level and any credit under this section or Section 17053.49 shall be
allowed to the passthrough entity and passed through to the partners
or shareholders in accordance with applicable provisions of Part 10
(commencing with Section 17001) or Part 11 (commencing with
Section 23001). For purposes of this paragraph, the term
“passthrough entity” means any partnership or S corporation.

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

(d) For purposes of this section, “qualified property” means
property that is described as either of the following:

(1) Tangible personal property that is defined in Section 1245(a)
of the Internal Revenue Code for use by a qualified taxpayer in those



3888 STATUTES OF 1997 [ Ch. 604 ]

lines of business described in Codes 2011 to 3999, inclusive, of the
Standard Industrial Classification (SIC) Manual published by the
United States Office of Management and Budget, 1987 edition, that
is primarily used for any of the following:

(A) For the manufacturing, processing, refining, fabricating, or
recycling of property, beginning at the point at which any raw
materials are received by the qualified taxpayer and introduced into
the process and ending at the point at which the manufacturing,
processing, refining, fabricating, or recycling has altered tangible
personal property to its completed form, including packaging, if
required.

(B) Inresearch and development.

(C) To maintain, repair, measure, or test any property described
in this paragraph.

(D) For pollution control that meets or exceeds standards
established by the state or by any local or regional governmental
agency within the state.

(E) For recycling.

(2) The value of any capitalized labor costs that are directly
allocable to the construction or modification of property described
in paragraph (1).

(3) In the «case of any qualified taxpayer engaged in
manufacturing activities described in SIC Code 357 or 367, those
activities related to biotechnology described in SIC Code 8731, those
activities related to biopharmaceutical establishments only that are
described in SIC Codes 2833 to 2836, inclusive, those activities related
to space vehicles and parts described in SIC Codes 3761 to 3769,
inclusive, those activities related to space satellites and
communications satellites and equipment described in SIC Codes
3663 and 3812 (but only with respect to “qualified property” that is
placed in service on or after January 1, 1996), or those activities
related to semiconductor equipment manufacturing described in
SIC Code 3559 (but only with respect to “qualified property” that is
placed in service on or after January 1, 1997), “qualified property”
also includes the following:

(A) Special purpose buildings and foundations that are
constructed or modified for use by the qualified taxpayer primarily
in a manufacturing, processing, refining, or fabricating process, or as
a research or storage facility primarily used in connection with a
manufacturing process.

(B) The value of any capitalized labor costs that are directly
allocable to the construction or modification of special purpose
buildings and foundations that are wused primarily in the
manufacturing, processing, refining, or fabricating process, or as a
research or storage facility primarily used in connection with a
manufacturing process.

(C) (i) For purposes of this paragraph, “special purpose building
and foundation” means only a building and the foundation
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immediately underlying the building that is specifically designed and
constructed or reconstructed for the installation, operation, and use
of specific machinery and equipment with a special purpose, which
machinery and equipment, after installation, will become affixed to
or a fixture of the real property, and the construction or
reconstruction of which is specifically designed and used exclusively
for the specified purposes as set forth in subparagraph (A)
(“qualified purpose™).

(i) A building is specifically designed and constructed or
modified for a qualified purpose if it is not economical to design and
construct the building for the intended purpose and then use the
structure for a different purpose.

(iii) For purposes of clause (i) and clause (vi), a building is used
exclusively for a qualified purpose only if its use does not include a
use for which it was not specifically designed and constructed or
modified. Incidental use of a building for nonqualified purposes does
not preclude the building from being a special purpose building.
“Incidental use” means a use which is both related and subordinate
to the qualified purpose. It will be conclusively presumed that a use
is not subordinate if more than one-third of the total usable volume
of the building is devoted to a use which is not a qualified purpose.

(iv) In the event an entire building does not qualify as a special
purpose building, a taxpayer may establish that a portion of a
building, and the foundation immediately underlying the portion,
qualifies for treatment as a special purpose building and foundation
if the portion satisfies all of the definitional provisions in this
subparagraph.

(v) To the extent that a building is not a special purpose building
as defined above, but a portion of the building qualifies for treatment
as a special purpose building, then all equipment which exclusively
supports the qualified purpose occurring within that portion and
which would qualify as Internal Revenue Code Section 1245 property
if it were not a fixture or affixed to the building shall be treated as a
cost of the portion of the building which qualifies for treatment as a
special purpose building.

(vi) Buildings and foundations which do not meet the definition
of a special purpose building and foundation set forth above include,
but are not limited to: buildings designed and constructed or
reconstructed principally to function as a general purpose
manufacturing, industrial, or commercial building; research facilities
that are used primarily prior to or after, or prior to and after, the
manufacturing process; or storage facilities that are used primarily
prior to or after, or prior to and after, completion of the
manufacturing process. A research facility shall not be considered to
be used primarily prior to or after, or prior to and after, the
manufacturing process if its purpose and use relate exclusively to the
development and regulatory approval of the manufacturing process
for specific biopharmaceutical products. A research facility which is
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used primarily in connection with the discovery of an organism from
which a biopharmaceutical product or process is developed does not
meet the requirements of the preceding sentence.

(4) Subject to the provisions in subparagraph (B) of paragraph (1)
of subdivision (b), qualified property also includes computer
software that is primarily used for those purposes set forth in
paragraph (1) of this subdivision.

(5) Qualified property does not include any of the following:

(A) Furniture.

(B) Facilities used for warehousing purposes after completion of
the manufacturing process.

(C) Inventory.

(D) Equipment used in the extraction process.

(E) Equipment wused to store finished products that have
completed the manufacturing process.

(F) Any tangible personal property that is used in administration,
general management, or marketing.

(G) Any vehicle for which a credit is claimed pursuant to Section
17052.11 or 23603.

(e) For purposes of this section:

(1) “Biopharmaceutical activities” means those activities which
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 which make use of chemical compounds to
produce commercial products.

(2) “Fabricating” means to make, build, create, produce, or
assemble components or property to work in a new or different
manner.

(3) “Manufacturing” means the activity of converting or
conditioning property by changing the form, composition, quality, or
character of the property for ultimate sale at retail or use in the
manufacturing of a product to be ultimately sold at retail.
Manufacturing includes any improvements to tangible personal
property that result in a greater service life or greater functionality
than that of the original property.

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

(5) “Primarily” means tangible personal property used 50 percent
or more of the time in an activity described in subdivision (d).

(6) “Process” means the period beginning at the point at which
any raw materials are received by the qualified taxpayer and
introduced into the manufacturing, processing, refining, fabricating,
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or recycling activity of the qualified person and ending at the point
at which the manufacturing, processing, refining, fabricating, or
recycling activity of the qualified taxpayer has altered tangible
personal property to its completed form, including packaging, if
required. Raw materials shall be considered to have been introduced
into the process when the raw materials are stored on the same
premises where the qualified taxpayer’s manufacturing, processing,
refining, fabricating, or recycling activity is conducted. Raw
materials that are stored on premises other than where the qualified
taxpayer’s manufacturing, processing, refining, fabricating, or
recycling activity is conducted, shall not be considered to have been
introduced into the manufacturing, processing, refining, fabricating,
or recycling process.

(7) “Processing” means the physical application of the materials
and labor necessary to modify or change the characteristics of
property.

(8) “Refining” means the process of converting a natural resource
to an intermediate or finished product.

(9) “Research and development” means those activities that are
described in Section 174 of the Internal Revenue Code or in any
regulations thereunder.

(10) “Small business” means a qualified taxpayer that meets any
of the following requirements during the income year for which the
credit is allowed:

(A) Has gross receipts of less than fifty million dollars
($50,000,000).

(B) Has net assets of less than fifty million dollars ($50,000,000).

(C) Has a total credit of less than one million dollars ($1,000,000).

(D) For income years beginning on or after January 1, 1997, 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
has not received regulatory approval for any product from the United
States Food and Drug Administration.

(f) The credit allowed under subdivision (a) shall apply to
qualified property that is acquired by or subject to lease by a qualified
taxpayer, subject to the following special rules:

(1) A lessor of qualified property, irrespective of whether the
lessor is a qualified taxpayer, shall not be allowed the credit provided
under subdivision (a) with respect to any qualified property leased
to another qualified taxpayer.

(2) For purposes of paragraphs (2) and (3) of subdivision (b),
“binding contract” shall include any lease agreement with respect to
the qualified property.

(3) (A) For purposes of determining the qualified cost paid or
incurred by a lessee in any leasing transaction that is not treated as
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a sale under Part 1 (commencing with Section 6001), the following
rules shall apply:

(i) Except as provided by subparagraph (C) of this paragraph,
subparagraphs (A) and (C) of paragraph (1) of subdivision (b) shall
not apply.

(i) Except as provided in subparagraph (B) and clause (iii), the
“qualified cost” upon which the lessee shall compute the credit
provided under this section shall be equal to the original cost to the
lessor (within the meaning of Section 24912) of the qualified property
that is the subject of the lease.

(iii) Except as provided in clause (iv), the requirement of
subparagraph (B) of paragraph (1) of subdivision (b) shall be treated
as satisfied only if the lessor has made a timely election under either
Section 6094.1 or subdivision (d) of Section 6244 and has paid sales tax
reimbursement or use tax measured by the purchase price of the
qualified property (within the meaning of paragraph (5) of
subdivision (g) of Section 6006). For purposes of this subdivision and
clause (iv), the amount of original cost to the lessor which may be
taken into account under clause (ii) shall not exceed the purchase
price upon which sales tax reimbursement or use tax has been paid
under the preceding sentence or under clause (iv).

(iv) With respect to leases entered into between January 1, 1994,
and the effective date of this clause, the lessor may elect to pay use
tax measured by the purchase price of the property by reporting and
paying the tax with the return of the lessor for the fourth calendar
quarter of 1994. In computing the use tax under the preceding
sentence, a credit shall be allowed under Part 1 (commencing with
Section 6001) for all sales or use tax previously paid on the lease.

(B) For purposes of applying subparagraph (A) only, the
following special rules shall apply:

(i) The original cost to the lessor of the qualified property shall be
reduced by the amount of any original cost of that property that was
taken into account by any predecessor lessee in computing the credit
allowable under this section.

(ii) Clause (i) shall not apply in any case where the predecessor
lessee was required to recapture the credit provided under this
section pursuant to the provisions of subdivision (g).

(iii) For purposes of this section only, in any case where a
successor lessor has acquired qualified property from a predecessor
lessor in a transaction not treated as a sale under Part 1 (commencing
with Section 6001), the original cost to the successor lessor of the
qualified property shall be reduced by the amount of the original cost
of the qualified property that was taken into account by any lessee
of the predecessor lessor in computing the credit allowable under this
section.

(C) In determining the original cost of any qualified property
under this paragraph, only amounts paid or incurred by the lessor on
or after January 1, 1994, and prior to the date this section ceases to be
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operative under paragraph (2) of subdivision (i), shall be taken into
account. In the case of any qualified property constructed,
reconstructed, or acquired by a lessor pursuant to a binding contract
in existence on or prior to January 1, 1994, the allocation rule specified
in subparagraph (A) of paragraph (1) of subdivision (b) shall apply
in determining the original cost to the lessor of qualified property.

(D) Notwithstanding subparagraph (A), in the case of any leasing
transaction for which the lessee is allowed the credit under this
section and thereafter the lessee (or any party related to the lessee
within the meaning of Section 267 or 318 of the Internal Revenue
Code) acquires the qualified property from the lessor (or any
successor lessor) within one year from the date the qualified property
is first used by the lessee under the terms of the lease, the lessee’s (or
related party’s) acquisition of the qualified property from the lessor
(or successor lessor) shall be treated as a disposition by the lessee of
the qualified property that was subject to the lease under subdivision

(4) For purposes of determining the qualified cost paid or
incurred by a lessee in any leasing transaction that is treated as a sale
under Part 1 (commencing with Section 6001), the following rules
shall apply:

(A) Subparagraph (A) of paragraph (1) of subdivision (b) shall be
applied by substituting the term “purchase” for the term
“construction, reconstruction, or acquisition.”

(B) Subparagraph (C) of paragraph (1) of subdivision (b) shall
apply.

(C) The requirement of subparagraph (B) of paragraph (1) of
subdivision (b) shall be treated as satisfied at the time that either the
lessor or the qualified taxpayer pays sales or use tax under Part 1
(commencing with Section 6001).

(5) (A) In the case of any leasing transaction described in
paragraph (3), the lessor shall provide a statement to the lessee
specifying the amount of the lessor’s original cost of the qualified
property and the amount of that cost upon which a sales or use tax
was paid within 45 days after the close of the lessee’s taxable year in
which the credit is allowable to the lessee under this section.

(B) The statement required under subparagraph (A) shall be
made available to the Franchise Tax Board upon request.

(g) No credit shall be allowed if the qualified property is removed
from the state, is disposed of to an unrelated party, or is used for any
purpose not qualifying for the credit provided in this section in the
same taxable year in which the qualified property is first placed in
service in this state. If any qualified property for which a credit is
allowed pursuant to this section is thereafter removed from this state,
disposed of to an unrelated party, or used for any purpose not
qualifying for the credit provided in this section within one year from
the date the qualified property is first placed in service in this state,
the amount of the credit allowed by this section for that qualified
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property shall be recaptured by adding that credit amount to the net
tax of the qualified taxpayer for the taxable year in which the
qualified property is disposed of, removed, or put to an ineligible use.

(h) In the case where the credit allowed by this section exceeds
the “tax,” the excess may be carried over to reduce the “tax” in the
following year, and succeeding years as follows:

(1) Except as provided in paragraph (2), for the seven succeeding
years if necessary, until the credit is exhausted.

(2) In the case of a small business, for the nine succeeding years,
if necessary, until the credit is exhausted.

(i) (1) This section shall remain in effect until the date specified
in paragraph (2) on which date this section shall cease to be
operative, and as of that date is repealed. However, any unused credit
may continue to be carried forward, as provided in subdivision (h),
until the credit is exhausted.

(2) (A) This section shall cease to be operative on January 1, 2001,
or on January 1 of the earliest year thereafter, if the total employment
in this state, as determined by the Employment Development
Department on the preceding January 1, does not exceed by 100,000
jobs the total employment in this state on January 1, 1994. The
department shall report to the Legislature annually with respect to
the determination required by the preceding sentence.

(B) For purposes of this paragraph, “total employment” means
the total employment in the manufacturing sector, excluding
employment in the aerospace sector.

(j) The amendments made by the act adding this subdivision shall
be operative for income years beginning on or after January 1, 1997,
except as provided in paragraph (3) of subdivision (d).

SEC. 34. Section 23802 of the Revenue and Taxation Code is
amended to read:

23802. (a) Section 1363(a) of the Internal Revenue Code,
relating to the taxability of an S corporation, shall not be applicable.

(b) Corporations qualifying under this chapter shall continue to
be subject to the taxes imposed under Chapter 2 (commencing with
Section 23101) and Chapter 3 (commencing with Section 23501),
except as follows:

(1) The tax imposed under Section 23151 or 23501 shall be imposed
at a rate of 1!/, percent rather than the rate specified in those
sections.

(2) In the case of an “S corporation” which is also a financial
corporation, the rate of tax specified in paragraph (1) shall be
increased by the excess of the rate imposed under Section 23183 over
the rate imposed under Section 23151.

(c) An “S corporation” shall be subject to the minimum franchise
tax imposed under Section 23153.

(d) (1) For purposes of subdivision (b), an “S corporation” shall
be allowed a deduction under Section 24416 or 24416.1 (relating to
net operating loss deductions), but only with respect to losses
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incurred during periods in which the corporation had in effect a valid
election to be treated as an ““S corporation” for purposes of this part.

(2) Section 1371(b) of the Internal Revenue Code, relating to
denial of carryovers between “C years” and “S years,” shall apply for
purposes of the tax imposed under subdivision (b), except as
provided in paragraph (1).

(3) The provisions of this subdivision shall not affect the amount
of any item of income or loss computed in accordance with the
provisions of Section 1366 of the Internal Revenue Code, relating to
passthrough items to shareholders.

(4) For purposes of subdivision (b) of Section 17276, relating to
limitations on loss carryovers, losses passed through to shareholders
of an “S corporation,” to the extent otherwise allowable without
application of that subdivision, shall be fully included in the net
operating loss of that shareholder and then that subdivision shall be
applied to the entire net operating loss.

(e) For purposes of computing the taxes specified in subdivision
(b), an “S corporation” shall be allowed a deduction from income for
built-in gains and passive investment income for which a tax has been
imposed under this part in accordance with the provisions of Section
1374 of the Internal Revenue Code, relating to tax imposed on certain
built-in gains, or Section 1375 of the Internal Revenue Code, relating
to tax imposed on passive investment income.

(f) For purposes of computing taxes imposed under this part, as
provided in subdivision (b)—

(1) An  “S corporation” shall compute its deductions for
amortization and depreciation in accordance with the provisions of
Part 10 (commencing with Section 17001) of Division 2.

(2) The provisions of Section 465 of the Internal Revenue Code,
relating to limitation of deductions to the amount at risk, shall be
applied in the same manner as in the case of an individual.

(3) (A) The provisions of Section 469 of the Internal Revenue
Code, relating to limitations on passive activity losses and credits,
shall be applied in the same manner as in the case of an individual.
For purposes of the tax imposed under Section 23151 or 23501, as
modified by this section, material participation shall be determined
in accordance with Section 469(h) of the Internal Revenue Code,
relating to certain closely held “C corporations” and personal service
corporations.

(B) For purposes of this paragraph, the “adjusted gross income”
of the “S corporation” shall be equal to its “net income,” as
determined under Section 24341 with the modifications required by
this subdivision, except that no deduction shall be allowed for
contributions allowed by Section 24357.

(4) The exclusion provided under Section 18152.5 shall not be
allowed to an “S corporation.”

(g) The provisions of Section 1363(d) of the Internal Revenue
Code, relating to recapture of LIFO benefits, shall be modified for
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purposes of this part to refer to Section 19102 in lieu of Section 6601
of the Internal Revenue Code.

SEC. 35. Section 23809 of the Revenue and Taxation Code is
amended to read:

23809. There is hereby imposed a tax on built-in gains attributable
to California sources, determined in accordance with the provisions
of Section 1374 of the Internal Revenue Code, relating to tax imposed
on certain built-in gains, as modified by this section.

(a) (1) The rate of tax specified in Section 1374(b)(1) of the
Internal Revenue Code shall be equal to the rate of tax imposed
under Section 23151 in lieu of the rate of tax specified in Section 11(b)
of the Internal Revenue Code.

(2) In the case of an “S corporation” which is also a financial
corporation, the rate of tax specified in paragraph (1) shall be
increased by the excess of the rate imposed under Section 23183 over
the rate imposed under Section 23151.

(b) The provisions of Section 1374(b)(3) of the Internal Revenue
Code, relating to credits, shall be modified to provide that the tax
imposed under subdivision (a) shall not be reduced by any credits
allowed under this part.

(c) The provisions of Section 1374(b)(4) of the Internal Revenue
Code, relating to coordination with Section 1201(a), shall not be
applicable.

(d) In the case of a corporation which is subject to the provisions
of former Section 1374 of the Internal Revenue Code (prior to
amendment by Public Law 99-514), the provisions of that section
shall be modified to provide that:

(1) The tax specified in Section 1374(b)(1) of the Internal
Revenue Code shall be equal to the rate of tax imposed under Section
23151 in lieu of the rate of tax specified in Section 11(b) of the Internal
Revenue Code.

(2) In the case of an “S corporation” which is also a financial
corporation, the rate of tax specified in paragraph (1) shall be
increased by the excess of the rate imposed under Section 23183 over
the rate imposed under Section 23151.

SEC. 36. Section 23811 of the Revenue and Taxation Code is
amended to read:

23811. Except as otherwise provided in this section, there is
hereby imposed a tax on passive investment income attributable to
California sources, determined in accordance with the provisions of
Section 1375 of the Internal Revenue Code, relating to tax imposed
on passive investment income, as modified by this section.

(a) The tax imposed under this section shall not be imposed on an
“S corporation” that has no excess net passive income for federal
purposes determined in accordance with Section 1375 of the Internal
Revenue Code.
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(b) (1) The rate of tax shall be equal to the rate of tax imposed
under Section 23151 in lieu of Section 11(b) of the Internal Revenue
Code.

(2) In the case of an “S corporation” which is also a financial
corporation, the rate of tax specified in paragraph (1) shall be
increased by the excess of the rate imposed under Section 23183 over
the rate imposed under Section 23151.

(c) The provisions of Section 1375(c)(1) of the Internal Revenue
Code, relating to credits, shall be modified to provide that the tax
imposed under subdivision (a) shall not be reduced by any credits
allowed under this part.

(d) The term “subchapter C earnings and profits” as used in
Sections 1362(d)(3) and 1375 of the Internal Revenue Code shall
mean the subchapter C earnings and profits of the corporation
attributable to California sources determined under this part,
modified as provided in subdivision (e).

(e) (1) In the case of a corporation which elects to be treated as
an “S corporation” for purposes of this part for its first income year
beginning in 1987, or for its first income year for which it has in effect
a valid federal S election, there shall be allowed as a deduction in
determining that corporation’s subchapter C earnings and profits at
the close of any income year the amount of any consent dividend (as
provided in paragraph (2)) paid after the close of that income year.

(2) In the event there is a determination that a corporation
described in paragraph (1) has subchapter C earnings and profits at
the close of any income year, that corporation shall be entitled to
distribute a consent dividend to its shareholders. The amount of the
consent dividend shall not exceed the difference between the
corporation’s subchapter C earnings and profits determined under
subdivision (d) at the close of the income year with respect to which
the determination is made and the corporation’s subchapter C
earnings and profits for federal income tax purposes at the same date.
A consent dividend must be paid within 90 days of the date of the
determination that the corporation has subchapter C earnings and
profits. For this purpose, the date of a determination means the
effective date of a closing agreement pursuant to Section 19441, the
date an assessment of tax imposed by this section becomes final, or
the date of execution by the corporation of an agreement with the
Franchise Tax Board relating to liability for the tax imposed by this
section. For purposes of Part 10 and this part, a corporation must
make the election provided in Section 1368(e)(3) of the Internal
Revenue Code for any consent dividend.

(3) If a corporation distributes a consent dividend, it shall claim
the deduction provided in paragraph (1) by filing a claim therefor
with the Franchise Tax Board within 120 days of the date of the
determination specified in paragraph (2).

(4) The collection of the tax imposed by this section from a
corporation described in paragraph (2) shall be stayed for 120 days
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after the date of the determination specified in paragraph (2). If a
claim is filed pursuant to paragraph (3), collection of the tax shall be
further stayed until the date the claim is acted upon by the Franchise
Tax Board.

(5) If a claim is filed pursuant to paragraph (3), the running of the
statute of limitations on the making of assessments and actions for
collection of the tax imposed by this section shall be suspended for a
period of two years after the date of the determination specified in
paragraph (2).

SEC. 37. Section 24416.2 of the Revenue and Taxation Code is
amended to read:

24416.2. The term “qualified taxpayer” as used in Section 24416.1
means any of the following:

(a) A bank or corporation engaged in the conduct of a trade or
business within an enterprise zone designated pursuant to Chapter
12.8 (commencing with Section 7070) of Division 7 of Title 1 of the
Government Code.

(1) A net operating loss shall not be a net operating loss carryback
for any income year and a net operating loss for any income year
beginning on or after the date that the area in which the taxpayer
conducts a trade or business is designated as an enterprise zone shall
be a net operating loss carryover to each of the 15 income years
following the income year of loss.

(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 24416.1,
attributable to the taxpayer’s business activities within the enterprise
zone (as defined in Chapter 12.8 (commencing with Section 7070)
of Division 7 of Title 1 of the Government Code) prior to the
enterprise zone expiration date. That attributable loss shall be
determined in accordance with the provisions of Chapter 17
(commencing with Section 25101), modified for purposes of this
section by substituting “enterprise zone” for “this state.”

(B) A net operating loss carryover shall be a deduction only with
respect to the taxpayer’s business income attributable to the
enterprise zone (as defined in Chapter 12.8 (commencing with
Section 7070) of Division 7 of Title 1 of the Government Code)
determined in accordance with the provisions of Chapter 17
(commencing with Section 25101), modified for purposes of this
section by substituting “enterprise zone” for “this state.”

(C) If a loss carryover is allowable pursuant to this section for any
income year after the enterprise zone designation has expired, the
enterprise zone shall be deemed to remain in existence for purposes
of computing the limitation set forth in subparagraph (B) and
allowing a net operating loss deduction.

(D) “Enterprise zone expiration date” means the date the
enterprise zone designation expires, is no longer binding, or becomes
inoperative.
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(b) A bank or 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.

(1) (A) A net operating loss shall not be a net operating loss
carryback for any income year and, except as provided in
subparagraph (B), a net operating loss for any income 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 income year that ends before the Los Angeles
Revitalization Zone expiration date or to each of the 15 income years
following the income year of loss, if longer.

(B) 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 income year beginning on or after January 1, 1984, shall be a net
operating loss carryover to each of the five years following the
income year of the loss. Subdivision (b) of Section 24416.1 shall not
apply.

(2) For the purposes of this subdivision:

(A) “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 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 the provisions of Chapter 17 (commencing with
Section 25101), modified as follows:

(i) 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 two.

(i) “The Los Angeles Revitalization Zone” shall be substituted for
this state.

(B) 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 the provisions
of paragraph (3).

(C) If a loss carryover is allowable pursuant to this section for any
income 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 subparagraph (B) and allowing a net operating loss deduction.

(3) 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 the provisions of Chapter 17
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(commencing with Section 25101). That business income shall be
further apportioned to the Los Angeles Revitalization Zone in
accordance with the provisions of Article 2 (commencing with
Section 25120) of Chapter 17, 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 two.

(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 income 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 income 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 income year for compensation, and the denominator
of which is the total compensation paid by the taxpayer in this state
during the income year.

(4) “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.

(5) This subdivision shall be inoperative on the first day of the
income year beginning on or after the determination date, and each
income 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 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 subdivision.

(6) This subdivision shall cease to be operative on January 1, 1998.
However, any unused net operating loss may continue to be carried
over to following years as provided in this subdivision.

(c) For each income year beginning on or after January 1, 1995,
and before January 1, 2003, a taxpayer engaged in the conduct of a
trade or business within a LAMBRA.

(1) (A) A net operating loss shall not be a net operating loss
carryback for any income year and, except as provided in
subparagraph (B), a net operating loss for any income year
beginning on or after the date the area in which the taxpayer
conducts a trade or business is designated a LAMBRA shall be a net



[ Ch. 604 ] STATUTES OF 1997 3901

operating loss carryover to each following income year that ends
before the LAMBRA expiration date or to each of the 15 income years
following the income year of loss, if longer.

(B) 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 income year beginning on or after January 1, 1984, shall be a net
operating loss carryover to each of the five years following the
income year of the loss. Subdivision (b) of Section 24416.1 shall not
apply.

(2) For the purposes of this subdivision:

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

(B) “Taxpayer” means a bank or corporation that conducts a trade
or business within a LAMBRA and, for the first two income years, has
a net increase in jobs (defined as 2,000 paid hours per employee per
year) of one or more employees in the LAMBRA and this state.

(i) 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 income 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 income 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 income year
prior to commencing business operations in the LAMBRA shall be
zero. The deduction shall be allowed only if the taxpayer has a net
increase in jobs in the state, and if one or more full-time employees
is employed within the LAMBRA.

(ii) The total number of employees employed in 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.

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

(iii) In the case of a taxpayer that first commences doing business
in the LAMBRA during the income year, for purposes of subclauses
(I) and (II), respectively, of clause (ii) the divisors “2,000” and “12”
shall be multiplied by a fraction, the numerator of which is the
number of months of the income year that the taxpayer was doing
business in the LAMBRA and the denominator of which is 12.

(C) “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
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determined in accordance with the provisions of Chapter 17
(commencing with Section 25101), modified as follows:

(i) Loss shall be apportioned to a LAMBRA 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 two.

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

(D) A net operating loss carryover shall be a deduction only with
respect to the taxpayer’s business income attributable to a LAMBRA
determined in accordance with the provisions of Chapter 17
(commencing with Section 25101), modified as follows:

(i) Business income shall be apportioned to a LAMBRA by
multiplying total business income by a fraction, the numerator of
which is the property factor plus the payroll factor, and the
denominator of which is two.

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

(iii) If a loss carryover is allowable pursuant to this section for any
income year after the LAMBRA designation has expired, the
LAMBRA shall be deemed to remain in existence for purposes of
computing this limitation.

(E) “LAMBRA expiration date” means the date the LAMBRA
designation expires, is no longer binding, or becomes inoperative
pursuant to Section 7110 of the Government Code.

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

(f) Notwithstanding Section 24416, the amount of the loss
determined under this section shall be the only net operating loss
allowed to be carried over from that income year and the designation
under subdivision (d) shall be included in the election under Section
24416.1.

SEC. 38. Section 24602 of the Revenue and Taxation Code is
amended to read:

24602. (a) In addition to the application of Part II (commencing
with Section 421) of Subchapter D of Chapter 1 of Subtitle A of the
Internal Revenue Code, relating to certain stock options, paragraphs
(1), (2), and (3) of Section 421(a) of the Internal Revenue Code shall
also apply to any California qualified stock option that is granted to
an individual whose earned income from the corporation granting
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the California qualified stock option for the income year in which that
option is exercised does not exceed forty thousand dollars ($40,000).
In the event that the option does not meet the necessary
qualifications, the option shall be treated as a nonqualified stock
option.

(b) For purposes of this section, “California qualified stock
option” means a stock option that is issued and exercised pursuant to
this section and that is designated by the corporation issuing the
option as a California qualified stock option at the time the option is
granted.

(c) (1) This section shall apply only to those stock options that are
issued on or after January 1, 1997, and before January 1, 2002, by a
corporation to its employee and are exercised by the employee, while
employed by the corporation that issued those stock options (or
within three months thereof, or within one year thereof if
permanently and totally disabled as defined in Section 22(e)(3) of
the Internal Revenue Code), during the income year with respect to
any class of shares, or combination thereof, issued by the corporation,
to the extent that the number of shares transferable by the exercise
of the options does not exceed a total of 1,000 and have a combined
fair market value of less than one hundred thousand dollars
($100,000). The combined fair market value of any stock shall be
determined as of the time the option with respect to that stock is
granted.

(2) Paragraph (1) shall be applied by taking options into account
in the order in which they were granted.

(d) In the case of a California qualified stock option, no amount
shall be included in the gross income of the employee until the time
of the disposition of the option (or the stock acquired upon exercise
of the option). No deduction shall be allowed under Section 162 of the
Internal Revenue Code to the employer on the grant or exercise of
a California qualified stock option.

(e) Subdivision (d) shall not apply to any stock option for which
an election has been made under Section 83(b) of the Internal
Revenue Code, relating to election to include in gross income in year
of transfer.

SEC. 39. Section 24710 of the Revenue and Taxation Code is
amended to read:

24710. (a) For each income year beginning on or after January
1, 1997, Section 475 of the Internal Revenue Code, relating to mark
to market accounting method for securities dealers, as added by
Section 13223 of the Revenue Reconciliation Act of 1993 (PL.
103-66), shall apply, except as otherwise provided.

(b) Section 13233(c)(2)(C) of the Revenue Reconciliation Act of
1993 (PL. 103-66), relating to the effective date for changes in the
mark to market accounting method for securities dealers, is modified
to provide that the amount taken into account under Section 481 of
the Internal Revenue Code of 1986 shall be taken into account ratably
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over the five-income-year period beginning with the first income
year beginning on or after January 1, 1997.

SEC. 40. Section 24903 of the Revenue and Taxation Code is
repealed.

SEC. 41. Section 24918 of the Revenue and Taxation Code is
amended to read:

24918. (a) Section 1017 of the Internal Revenue Code, relating
to discharge of indebtedness, shall apply, except as otherwise
provided. References to affiliated groups which file a consolidated
return under Section 1501 of the Internal Revenue Code shall be
treated as meaning members of the same unitary group which file a
combined report under Article 1 (commencing with Section 25101)
of Chapter 17.

(b) The amendments to Section 1017 of the Internal Revenue
Code made by Section 13226 of the Revenue and Reconciliation Act
of 1993 (PL. 103-66), relating to modifications of discharge of
indebtedness provisions, shall apply to discharges occurring on or
after January 1, 1996, in income years beginning on or after January
1, 1996.

SEC. 42. Section 24954 is added to the Revenue and Taxation
Code, to read:

24954. Section 1042 of the Internal Revenue Code, relating to
sales of stock to employee stock ownership plans or certain
cooperatives, shall apply to income years beginning on or after
January 1, 1996.

SEC. 43. Section 1088.5 of the Unemployment Insurance Code is
amended to read:

1088.5. (a) In addition to information reported in accordance
with Section 1088, each employer shall file with the department the
information provided in subdivision (b) on new employees.

(b) Each employer shall report all of the following information to
the department:

(1) The hiring of any person who resides or works in this state to
whom the employer anticipates paying earnings.

(2) The rehiring or return to work of any person who has been laid
off, furloughed, separated, granted a leave without pay, or
terminated from employment, and to whom the employer
anticipates paying wages.

(c) Employers shall not be required to report on any of the
following persons:

(1) Any person whom the employer pays wages of less than three
hundred dollars ($300) each month.

(2) Any person who is under 18 years of age.

(d) (1) The department and the State Department of Social
Services, jointly, shall adopt rules and regulations to establish
exemptions in addition to those provided in subdivision (c), if the
department and the State Department of Social Services determine
the exemptions are needed to reduce unnecessary or burdensome
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reporting or are needed to facilitate cost-effective operation of this
section.

(2) The department and the State Department of Social Services
shall adopt regulations required pursuant to paragraph (1) by April
1, 1993.

(e) (1) Employers shall submit a report within 30 days of the
hiring, rehiring, or return to work of any person on whom the
employer is required to report pursuant to this section.

(2) The report shall contain all of the following:

(A) The first initial and last name and social security number of
the person.

(B) The employer’s name, address, and state employer
identification number.

(3) The report required by Section 1088 shall not be accepted in
lieu of the report required by this section.

(f) Employers may report pursuant to this section, by submitting
a copy of the employee’s W-4 form, a form provided by the
department, or any other hiring document, by mail or telefaxing or
by any other means that is authorized by the department and that
will result in timely reporting.

(g) The department shall retain information collected pursuant to
this section for no more than 180 days after the end of the calendar
quarter, except for purposes of enforcement of subdivision (i).

(h) The department may use the information collected pursuant
to this section only for the following purposes:

(1) The administration and enforcement of this section.

(2) The identification, prevention, and collection of benefit
overpayments pursuant to any of the following provisions:

(A) Article 4 (commencing with Section 1375) of Chapter 5.

(B) Article 5 (commencing with Section 2735) of Chapter 2 of Part

(C) Section 3751.

(D) Section 4751.

(3) The location of noncustodial parents or the income of
noncustodial parents.

(4) The identification of errors in employer reports of wages filed
pursuant to Section 1088.

(5) The verification of employment of applicants for, and
recipients of, services under the Aid to Families with Dependent
Children program or the Food Stamp Program, provided for
pursuant to Chapter 2 (commencing with Section 11200) of Part 3
and Chapter 10 (commencing with Section 18900) of Part 6,
respectively, of Division 9 of the Welfare and Institutions Code.

(6) The identification and collection of delinquent liabilities
under this code.

(7) To assist the department in determining the effectiveness of
its job placement services.
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(i) Information obtained by the department pursuant to this
section may be released to the Franchise Tax Board for tax
enforcement purposes.

(j) The department shall provide a written notice to any employer
for the employer’s first failure to report any new hire, rehire, or
return to work of an employee. For each subsequent failure to report
as required by this section that occurs after the date the employer
receives notice from the department of his or her first failure to
report, unless the failure is due to good cause, the employer shall be
subject to a penalty of two hundred fifty dollars ($250).

(k) The department shall not enforce the employer reporting
requirements of this section until April 1, 1993, or when regulations
are adopted pursuant to subdivision (d), whichever is sooner.

() For purposes of this section, “wages” means the same as
defined in Section 926.

SEC. 44. Section 56 of Chapter 952 of the Statutes of 1996 is
amended to read:

Sec. 56. Except as otherwise provided, the provisions of this act
shall be applied to taxable or income years beginning on or after
January 1, 1997.

SEC. 45. For purposes of administering Article 6 (commencing
with Section 19280) of Chapter 5 of Part 10.2 of Division 2 of the
Revenue and Taxation Code, as added by Chapter 1242 of the
Statutes of 1994, the sum of four hundred thousand dollars ($400,000)
is hereby appropriated to the Franchise Tax Board, in augmentation
of Item 1730-001-0242 of the Budget Act of 1997, that sum to be
transferred to Item 1730-001-0001 of the Budget Act of 1997 for the
purpose of funding Schedule (f) thereof, relating to court collections.

SEC. 46. The due date for the report to the Legislature required
by Section 13 of Chapter 1242 of the Statutes of 1994 is hereby
extended from April 1, 1998, to April 1, 2001.

SEC. 47. The Legislature finds and declares that this act repeals
provisions that have been obsolete since January 1, 1981, when the
provisions of Chapter 1150 of the Statutes of 1979 took effect,
providing financial corporations with the same taxation treatment as
banks, thereby prohibiting the imposition of personal property taxes
or business license taxes on financial corporations by local
jurisdictions. The repeal of Sections 23184, 23184.5, 23185, 23185a, and
23185b of the Revenue and Taxation Code made by this act shall not
affect any act done or any right accruing or accrued, or any suit,
appeal, or other proceeding that commenced under any of those
sections before that repeal.

SEC. 48. The amendments to Sections 17053.49, 17062, 17570,
23221, 23649, 24710, and 24918 of, the addition of Section 24954 to, and
the repeal of Section 24903 of, the Revenue and Taxation Code, and
the amendments to Section 1088.5 of the Unemployment Insurance
Code, made by this act are intended to clarify, and are consistent
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with, the intent of Chapter 954 of the Statutes of 1996 and shall
become operative as provided in Chapter 954 of the Statutes of 1996.

SEC. 49. This act provides for a tax levy within the meaning of
Article IV of the Constitution and shall go into immediate effect.
However, the individual sections of this act shall become operative
as otherwise specifically provided in this act.
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CHAPTER 605

An act to amend Section 30 of the Business and Professions Code,
to amend Section 1666.5 of the Insurance Code, to amend Sections
17052.15, 17053.45, 17053.46, 17220, 18402, 18604, 18606, 18621.5, 18637,
18638, 18639, 18645, 18662, 18670, 19009, 19011, 19021, 19023, 19024,
19058, 19132.5, 19141.5, 19141.6, 19147, 19164, 19192, 19254, 19263,
19301, 19340, 19392, 19411, 19542, 19563, 19701, 19705, 19706, 19719,
23037, 23038, 23040.1, 23095, 23098, 23151, 23151.1, 23151.2, 23153,
23183.1, 23183.2, 23186, 23303, 23305.2, 23332, 23332.5, 23334, 23455,
23501, 23610.5, 23612.6, 23623.5, 23625, 23645, 23646, 23731, 23802,
23809, 23811, 24346, 24356.4, 24356.8, 24357, 24358, 24359, 24402, 24407,
24408, 24409, 24411, 24416, 24416.2, 24677, 24678, 24901, 24912, 24916,
24917, 24942, 25105, 25110, 25111, 25112, and 25128 of, and to repeal
Sections 23184, 23184.5, 23185, 23185a, 23185b, 23186.1, 23186.2, and
23186.5 of, the Revenue and Taxation Code, and to amend Section 56
of Chapter 952 of the Statutes of 1996, relating to taxation.

[Approved by Governor October 1, 1997. Filed with
Secretary of State October 3, 1997.]

The people of the State of California do enact as follows:

SECTION 1. Section 30 of the Business and Professions Code is
amended to read:

30. (a) Notwithstanding any other provision of law, any board,
as defined in Section 22, and the State Bar and the Department of
Real Estate shall at the time of issuance or renewal of the license
require that any licensee provide its federal employer identification
number if the licensee is a partnership or his or her social security
number for all others.

(b) Any licensee failing to provide the federal identification
number or social security number shall be reported by the licensing
board to the Franchise Tax Board and, if failing to provide after
notification pursuant to paragraph (1) of subdivision (b) of Section
19528 of the Revenue and Taxation Code, shall be subject to the
penalty provided in paragraph (2) of subdivision (b) of Section 19528
of the Revenue and Taxation Code.

(c) In addition to the penalty specified in subdivision (b), a
licensing board may not process any application for an original
license or for renewal of a license unless the applicant or licensee
provides its federal employer identification number or social security
number where requested on the application.

(d) A licensing board shall, upon request of the Franchise Tax
Board, furnish to the Franchise Tax Board the following information
with respect to every licensee:

(1) Name.

(2) Address or addresses of record.
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(3) Federal employer identification number if the entity is a
partnership or social security number for all others.

(4) Type of license.

(5) Effective date of license or a renewal.

(6) Expiration date of license.

(7) Whether license is active or inactive, if known.

(8) Whether license is new or a renewal.

(e) For the purposes of this section:

(1) “Licensee” means any entity, other than a corporation,
authorized by a license, certificate, registration, or other means to
engage in a business or profession regulated by this code or referred
to in Section 1000 or 3600.

(2) “License” includes a certificate, registration, or any other
authorization needed to engage in a business or profession regulated
by this code or referred to in Section 1000 or 3600.

(3) “Licensing board” means any board, as defined in Section 22,
the State Bar, and the Department of Real Estate.

(f) The reports required under this section shall be filed on
magnetic media or in other machine-readable form, according to
standards furnished by the Franchise Tax Board.

(g) Licensing boards shall provide to the Franchise Tax Board the
information required by this section at a time that the Franchise Tax
Board may require.

(h) Notwithstanding Chapter 3.5 (commencing with Section
6250) of Division 7 of Title 1 of the Government Code, the social
security number and federal employer identification number
furnished pursuant to this section shall not be deemed to be a public
record and shall not be open to the public for inspection.

(i) Any deputy, agent, clerk, officer, or employee of any licensing
board described in subdivision (a), or any former officer or employee
or other individual who in the course of his or her employment or
duty has or has had access to the information required to be furnished
under this section, may not disclose or make known in any manner
that information, except as provided in this section to the Franchise
Tax Board or as provided in subdivision (k).

(j) It is the intent of the Legislature in enacting this section to
utilize the social security account number or federal employer
identification number for the purpose of establishing the
identification of persons affected by state tax laws and for purposes
of compliance with Section 11350.6 of the Welfare and Institutions
Code and, to that end, the information furnished pursuant to this
section shall be used exclusively for those purposes.

(k) If the board utilizes a national examination to issue a license,
and if a reciprocity agreement or comity exists between the State of
California and the state requesting release of the social security
number, any deputy, agent, clerk, officer, or employee of any
licensing board described in subdivision (a) may release a social
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security number to an examination or licensing entity, only for the
purpose of verification of licensure or examination status.

SEC. 2. Section 1666.5 of the Insurance Code is amended to read:

1666.5. (a) Notwithstanding any other provision of law, the
commissioner shall at the time of issuance or renewal of any license
under this chapter or Chapter 6 (commencing with Section 1760),
Chapter 7 (commencing with Section 1800), or Chapter 8
(commencing with Section 1831) require that any licensee provide
its federal employer identification number if the licensee is a
partnership or his or her social security number for all others.

(b) Any licensee failing to provide the federal identification
number or social security number shall be reported by the
commissioner to the Franchise Tax Board and, if failing to provide
after notification pursuant to paragraph (1) of subdivision (b) of
Section 19528 of the Revenue and Taxation Code, shall be subject to
the penalty provided in paragraph (2) of subdivision (b) of Section
19528 of the Revenue and Taxation Code.

(c) The commissioner shall, upon request of the Franchise Tax
Board, furnish to the board all of the following information with
respect to every licensee:

(1) Licensee’s name.

(2) Address or addresses of record.

(3) Federal employer identification number if the entity is a
partnership or owner’s name and social security number for all
others.

(4) Type of license.

(5) Effective date of license or a renewal.

(6) Expiration date of license.

(7) Whether license is active or inactive, if known.

(8) Whether license is new or a renewal.

(d) For the purposes of this section:

(1) “Licensee” means any entity, other than a corporation,
authorized by a license, certificate, registration, or other means to
engage in the insurance business regulated by this code.

(2) “License” includes a certificate, registration, or any other
authorization needed to engage in the insurance business regulated
by this code.

(e) The reports required under this section shall be filed on
magnetic media or in other machine-readable form, according to
standards furnished by the Franchise Tax Board.

(f) The commissioner shall begin providing to the Franchise Tax
Board the information required by this section as soon as
economically feasible, but no later than July 1, 1987. The information
shall be furnished at a time that the Franchise Tax Board may require.

(g) Notwithstanding Chapter 3.5 (commencing with Section
6250) of Division 7 of Title 1 of the Government Code, the
information furnished pursuant to this section shall not be deemed
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to be a public record and shall not be open to the public for
inspection.

(h) Any deputy, agent, clerk, officer, or employee of the
commissioner, or any former officer or employee or other individual
who in the course of his or her employment or duty has or has had
access to the information required to be furnished under this section,
shall not disclose or make known in any manner that information,
except as provided in this section to the Franchise Tax Board.

(i) It is the intent of the Legislature in enacting this section to
utilize the social security account number or federal employer
identification number for the purpose of establishing the
identification of persons affected by state tax laws and, to that end,
the information furnished pursuant to this section shall be used
exclusively for tax enforcement purposes.

SEC. 3. Section 17052.15 of the Revenue and Taxation Code is
amended to read:

17052.15. (a) For each taxable year beginning on or after January
1, 1992, and before January 1, 1998, there shall be allowed a credit
against the “net tax,” as defined in Section 17039, an amount equal
to the sales or use tax paid or incurred during the taxable year by the
taxpayer in connection with the taxpayer’s purchase of qualified
property.

(b) For purposes of this section:

(1) “Taxpayer” means a person or entity engaged in a trade or
business within the Los Angeles Revitalization Zone designated
pursuant to Section 7102 of the Government Code.

(2) “Qualified property” means the purchase on or after May 1,
1992, and before the zone expiration date, of either or both of the
following:

(A) Building materials to replace or repair the taxpayer’s building
and fixtures.

(B) Machinery or equipment, excluding inventory, to be used by
the taxpayer exclusively in the Los Angeles Revitalization Zone.

(3) “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.

(c) If the taxpayer is allowed a credit for qualified property
pursuant to this section, only one credit shall be allowed to the
taxpayer under this part with respect to that qualified property.

(d) In the case where the credit otherwise allowed under this
section exceeds the net tax for the taxable year, that portion of the
credit that exceeds the net tax may be carried over and added to the
credit, if any, in succeeding taxable years for the number of taxable
years in which the designation of the Los Angeles Revitalization Zone
under Section 7102 of the Government Code is operative, or 15
taxable years, if longer, until the credit is exhausted. The credit shall
be applied first to the earliest taxable years possible.
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(e) Any taxpayer who elects to be subject to this section shall not
be entitled to increase the basis of the property as otherwise required
by Section 164(a) of the Internal Revenue Code with respect to the
sales and use tax paid or incurred in connection with the taxpayer’s
purchase of qualified property.

(f) (1) The amount of credit otherwise allowed under this section
and Sections 17053.10 and 17053.17, including any credit carryover
from prior years, that may reduce the net tax for the taxable year shall
not exceed the amount of tax that would be imposed on the taxpayer’s
business income attributable to the Los Angeles Revitalization Zone
(designated pursuant to Section 7102 of the Government Code)
determined as if that attributable income represented all of the
income of the taxpayer subject to tax under this part.

(2) The amount of attributable income described in paragraph
(1) 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 the
provisions of Chapter 17 (commencing with Section 25101) of Part
11. That business income shall be further apportioned to the Los
Angeles Revitalization Zone in accordance with the provisions of
Article 2 (commencing with Section 25120) of Chapter 17 of Part 11,
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 two.

(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 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.

(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.

(3) The portion of the credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable years,
as if it were an amount exceeding the net tax for the taxable year, as
provided in subdivision (d).

(g) If the qualified property is disposed of or no longer used by the
taxpayer in the Los Angeles Revitalization Zone, at any time before
the close of the second taxable year after the property is placed in
service, the amount of the credit previously claimed shall be added
to the taxpayer’s tax liability in the taxable year of that disposition or
nonuse.
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(h) 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 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 credit amount as of
the date this section becomes inoperative, that unused credit amount
may continue to be carried forward as provided in subdivision (d).

(i) This section shall remain in effect only until December 1, 1998,
and as of that date is repealed. However, any unused credit may
continue to be carried forward, as provided in subdivision (d).

SEC. 4. Section 17053.45 of the Revenue and Taxation Code is
amended to read:

17053.45. (a) For each taxable year beginning on or after January
1, 1995, and before January 1, 2003, there shall be allowed as a credit
against the “net tax” (as defined by Section 17039) an amount equal
to the sales or use tax paid or incurred by the taxpayer in connection
with the purchase of qualified property to the extent that the
qualified property does not exceed a value of one million dollars
($1,000,000).

(b) For purposes of this section:

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

(2) “Taxpayer” means a taxpayer or partnership 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
employee per year) of one or more employees in the LAMBRA.

(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. If the taxpayer has a net increase in jobs in the state, the credit
shall be allowed only if one or more full-time employees is employed
within the LAMBRA.
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(B) The total number of employees employed in 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 number 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 who first commences doing business
in the LAMBRA during the taxable year, for purposes of clauses (i)
and (ii), 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.

(3) “Qualified property” means the purchase of any of the
following for exclusive use in a LAMBRA:

(A) High technology equipment, including, but not limited to,
computers and electronic processing equipment.

(B) Aircraft maintenance equipment, including, but not limited
to, engine stands, hydraulic mules, power carts, test equipment,
handtools, aircraft start carts, and tugs.

(C) Aircraft components, including, but not limited to, engines,
fuel control units, hydraulic pumps, avionics, starts, wheels, and tires.

(D) Any property that is Section 1245 property, as defined in
Section 1245(a)(3) of the Internal Revenue Code.

(c) The credit provided under subdivision (a) shall be allowed
only for qualified property manufactured in California unless
qualified property of a comparable quality and price is not available
for timely purchase and delivery from a California manufacturer.

(d) In the case where the credit otherwise allowed under this
section exceeds the “net tax” for the taxable year, that portion of the
credit which exceeds the “net tax” may be carried over and added
to the credit, if any, in succeeding years, until the credit is exhausted.
The credit shall be applied first to the earliest taxable years possible.

(e) Any taxpayer who elects to be subject to this section shall not
be entitled to increase the basis of the property as otherwise required
by Section 164(a) of the Internal Revenue Code with respect to sales
or use tax paid or incurred in connection with the purchase of
qualified property.

(f) (1) The amount of credit otherwise allowed under this section
and Section 17053.46, including any credit carryover from prior years,
that may reduce the “net tax” for the taxable year shall not exceed
the amount of tax that would be imposed on the taxpayer’s business
income attributed to a LAMBRA determined as if that attributable
income represented all the income of the taxpayer subject to tax
under this part.

(2) The amount of attributed income described in paragraph (1)
shall be determined in accordance with the provisions of Chapter 17
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(commencing with Section 25101) of Part 11, modified for purposes
of this section as follows:

(A) Income shall be apportioned to a LAMBRA by multiplying
total business income by a fraction, the numerator of which is the
property factor, plus the payroll factor, and the denominator of
which is two.

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

(3) The portion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable years,
as if it were an amount exceeding the “net tax” for the taxable year,
as provided in subdivision (d).

(g) (1) If the qualified property is disposed of or no longer used
by the taxpayer in the LAMBRA, at any time before the close of the
second taxable year after the property is placed in service, the
amount of the credit previously claimed, with respect to that
property, shall be added to the taxpayer’s tax liability in the taxable
year of that disposition or nonuse.

(2) At the close of the second taxable year, if the taxpayer has not
increased the number of its employees as determined by paragraph
(2) of subdivision (b), then the amount of the credit previously
claimed shall be added to the taxpayer’s net tax for the taxpayer’s
second taxable year.

(h) If the taxpayer is allowed a credit for qualified property
pursuant to this section, only one credit shall be allowed to the
taxpayer under this part with respect to that qualified property.

(i) This section shall remain in effect only until December 1, 2003,
and as of that date is repealed. However, any unused credit may
continue to be carried forward as provided in subdivision (d), until
the credit is exhausted.

SEC. 5. Section 17053.46 of the Revenue and Taxation Code is
amended to read:

17053.46. (a) For each taxable year beginning on or after January
1, 1995, and before January 1, 2003, there shall be allowed as a credit
against the “net tax” (as defined in Section 17039) to a qualified
taxpayer for hiring a qualified disadvantaged individual or a qualified
displaced employee during the taxable year for employment in the
LAMBRA. The credit shall be equal to the sum of each of the
following:

(1) Fifty percent of the qualified wages in the first year of
employment.

(2) Forty percent of the qualified wages in the second year of
employment.

(3) Thirty percent of the qualified wages in the third year of
employment.

(4) Twenty percent of the qualified wages in the fourth year of
employment.

(5) Ten percent of the qualified wages in the fifth year of
employment.
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(b) For purposes of this section:

(1) “Qualified wages” means:

(A) That portion of wages paid or incurred by the employer
during the taxable year to qualified disadvantaged individuals or
qualified displaced employees that does not exceed 150 percent of the
minimum wage.

(B) The total amount of qualified wages which may be taken into
account for purposes of claiming the credit allowed under this section
shall not exceed two million dollars ($2,000,000) per taxable year.

(C) Wages received during the 60-month period beginning with
the day the individual commences employment with the taxpayer.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the Labor
Code.

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

(4) “Qualified disadvantaged individual” means an individual
who satisfies all of the following requirements:

(A) (i) At least 90 percent of whose services for the taxpayer
during the taxable year are directly related to the conduct of the
taxpayer’s trade or business located in a LAMBRA.

(i) Who performs at least 50 percent of his or her services for the
taxpayer during the taxable year in the LAMBRA.

(B) Who is hired by the employer after the designation of the area
as a LAMBRA in which the individual’s services were primarily
performed.

(C) Who is any of the following immediately preceding the
individual’s commencement of employment with the taxpayer:

(i) An individual who has been determined eligible for services
under the federal Job Training Partnership Act (29 U.S.C. Sec. 1501
et seq.).

(i) Any voluntary or mandatory registrant under the Greater
Avenues for Independence Act of 1985 as provided pursuant to
Article 3.2 (commencing with Section 11320) of Chapter 2 of Part 3
of Division 9 of the Welfare and Institutions Code.

(iii) Any individual who has been certified eligible by the
Employment Development Department under the federal Targeted
Jobs Tax Credit Program whether or not this program is in effect.

(5) “Qualified taxpayer” means a taxpayer or partnership 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 employee per year) of one or more employees in the LAMBRA.

(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
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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. If the taxpayer has a net increase in jobs in the state, the credit
shall be allowed only 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:

(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 number 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 who first commences doing business
in the LAMBRA during the taxable year, for purposes of clauses (i)
and (ii), 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.

(6) “Qualified displaced employee” means an individual who
satisfies all of the following requirements:

(A) Any civilian or military employee of a base or former base who
has been displaced as a result of a federal base closure act.

(B) (i) At least 90 percent of whose services for the taxpayer
during the taxable year are directly related to the conduct of the
taxpayer’s trade or business located in a LAMBRA.

(i) Who performs at least 50 percent of his or her services for the
taxpayer during the taxable year in a LAMBRA.

(C) Who is hired by the employer after the designation of the area
in which services were performed as a LAMBRA.

(c) (1) For purposes of this section, both of the following apply:

(A) All employees of trades or businesses that are under common
control shall be treated as employed by a single employer.

(B) The credit (if any) allowable by this section with respect to
each trade or business shall be determined by reference to its
proportionate share of the qualified wages giving rise to the credit.

The regulations prescribed under this paragraph shall be based on
principles similar to the principles that apply in the case of controlled
groups of corporations as specified in subdivision (e) of Section 23622.

(2) If an employer acquires the major portion of a trade or
business of another employer (hereinafter in this paragraph referred
to as the “predecessor”) or the major portion of a separate unit of a
trade or business of a predecessor, then, for purposes of applying this
section (other than subdivision (d)) for any calendar year ending
after that acquisition, the employment relationship between an
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employee and an employer shall not be treated as terminated if the
employee continues to be employed in that trade or business.

(d) (1) If the employment of any employee, with respect to
whom qualified wages are taken into account under subdivision (a)
is terminated by the taxpayer at any time during the first 270 days of
that employment (whether or not consecutive) or before the close
of the 270th calendar day after the day in which that employee
completes 90 days of employment with the taxpayer, the tax imposed
by this part for the taxable year in which that employment is
terminated shall be increased by an amount (determined under
those regulations) equal to the credit allowed under subdivision (a)
for that taxable year and all prior taxable years attributable to
qualified wages paid or incurred with respect to that employee.

(2) (A) Paragraph (1) shall not apply to any of the following:

(i) A termination of employment of an employee who voluntarily
leaves the employment of the taxpayer.

(i) A termination of employment of an individual who, before the
close of the period referred to in paragraph (1), becomes disabled to
perform the services of that employment, unless that disability is
removed before the close of that period and the taxpayer fails to offer
reemployment to that individual.

(iii) A termination of employment of an individual, if it is
determined under the applicable employment compensation laws
that the termination was due to the misconduct of that individual.

(iv) A termination of employment of an individual due to a
substantial reduction in the trade or business operations of the
taxpayer.

(v) A termination of employment of an individual, if that
individual is replaced by other qualified employees so as to create a
net increase in both the number of employees and the hours of
employment.

(B) For purposes of paragraph (1), the employment relationship
between the taxpayer and an employee shall not be treated as
terminated by reason of a mere change in the form of conducting the
trade or business of the taxpayer, if the employee continues to be
employed in that trade or business and the taxpayer retains a
substantial interest in that trade or business.

(3) Any increase in tax under paragraph (1) shall not be treated
as tax imposed by this part for purposes of determining the amount
of any credit allowable under this part.

(4) At the close of the second taxable year, if the taxpayer has not
increased the number of its employees as determined by paragraph
(5) of subdivision (b), then the amount of the credit previously
claimed shall be added to the taxpayer’s net tax for the taxpayer’s
second taxable year.

(e) In the case of an estate or trust, both of the following apply:
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(1) The qualified wages for any taxable year shall be apportioned
between the estate or trust and the beneficiaries on the basis of the
income of the estate or trust allocable to each.

(2) Any beneficiary to whom any qualified wages have been
apportioned under paragraph (1) shall be treated (for purposes of
this part) as the employer with respect to those wages.

(f) The credit shall be reduced by the credit allowed under
Section 17053.7. The credit shall also be reduced by the federal credit
allowed under Section 51 of the Internal Revenue Code.

In addition, any deduction otherwise allowed under this part for
the wages or salaries paid or incurred by the taxpayer upon which the
credit is based shall be reduced by the amount of the credit, prior to
any reduction required by subdivision (g) or (h).

(g) In the case where the credit otherwise allowed under this
section exceeds the “net tax” for the taxable year, that portion of the
credit that exceeds the “net tax” may be carried over and added to
the credit, if any, in succeeding years, until the credit is exhausted.
The credit shall be applied first to the earliest taxable years possible.

(h) (1) The amount of credit otherwise allowed under this
section and Section 17053.45, including prior year credit carryovers,
that may reduce the “net tax” for the taxable year shall not exceed
the amount of tax that would be imposed on the taxpayer’s business
income attributed to a LAMBRA determined as if that attributed
income represented all of the net income of the taxpayer subject to
tax under this part.

(2) The amount of attributed income described in paragraph (1)
shall be determined in accordance with the provisions of Chapter 17
(commencing with Section 25101) of Part 11, modified for purposes
of this section as follows:

(A) Income shall be apportioned to a LAMBRA by multiplying
total business income by a fraction, the numerator of which is the
property factor plus the payroll factor, and the denominator of which
is two.

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

(3) The portion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable years,
as if it were an amount exceeding the “net tax” for the taxable year,
as provided in subdivision (g).

(i) If the taxpayer is allowed a credit pursuant to this section for
qualified wages paid or incurred, only one credit shall be allowed to
the taxpayer under this part with respect to any wage consisting in
whole or in part of those qualified wages.

(j) This section shall remain in effect only until December 1, 2003,
and as of that date is repealed. However, any unused credit may
continue to be carried forward as provided in subdivision (g), until
the credit is exhausted.

SEC. 6. Section 17220 of the Revenue and Taxation Code is
amended to read:
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17220. (a) Section 164(a)(3) of the Internal Revenue Code,
relating to the deductibility of state, local, and foreign income, war
profits, and excess profits taxes, shall not apply.

(b) In addition to the provisions of Section 164(c) of the Internal
Revenue Code, relating to deduction denied in case of certain taxes,
no deduction shall be allowed for any tax imposed under Chapter 10.5
(commencing with Section 17935), Chapter 10.6 (commencing with
Section 17941), or Chapter 10.7 (commencing with Section 17951) of
this part or under Part 11 (commencing with Section 23001).

SEC. 7. Section 18402 of the Revenue and Taxation Code is
amended to read:

18402. (a) Except where the context otherwise requires, the
general provisions and definitions provided in Chapter 1
(commencing with Section 17001) of Part 10 and in Chapter 1
(commencing with Section 23001) of Part 11 shall apply to this part.

(b) For purposes of this part, “person” includes an individual,
fiduciary, partnership, limited liability company, corporation, or
organization exempt from taxation under Section 23701.

(c) (1) Whenever provisions of this part are applied in
connection with Part 10 (commencing with Section 17001), the terms
“taxpayer,” “corporation” and “taxable year” have the same
meaning as defined in Chapter 1 (commencing with Section 17001)
of Part 10.

(2) Whenever provisions of this part are applied in connection
with Part 11 (commencing with Section 23001), the terms
“taxpayer,” “corporation,” “income year,” and “taxable year” have
the same meaning as defined in Article 2 (commencing with Section
23030) of Chapter 1 of Part 11.

SEC. 8. Section 18604 of the Revenue and Taxation Code is
amended to read:

18604. (a) The Franchise Tax Board may grant a reasonable
extension of time for filing any return, declaration, statement, or
other document required by Part 11 (commencing with Section
23001), in the manner and form as the Franchise Tax Board may
determine. No extension or extensions shall aggregate more than
seven months from the due date for filing the return.

(b) An extension for the filing of the return of taxes imposed by
Part 11 (commencing with Section 23001) shall be allowed any
corporation if, in the manner and at the time as the Franchise Tax
Board may prescribe, that corporation pays, on or before the date
prescribed for payment of the tax, the amount properly estimated as
provided in Section 19023 or 19024.

(c) An extension of time granted pursuant to this section is not an
extension of time for payment of tax required to be paid on or before
the due date of the return without regard to extension.
Underpayment of tax penalties shall be imposed as provided by law
without regard to any extension granted under this section.
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SEC. 9. Section 18606 of the Revenue and Taxation Code is
amended to read:

18606. (a) In cases where receivers, trustees in a case under Title
11 of the United States Code, or assignees are operating the property
or business of a corporation those receivers, trustees, or assignees
shall make returns for that corporation in the same manner and form
as that corporation is required to make a return.

(b) Any tax due on the basis of returns made by receivers, trustees,
or assignees shall be collected in the same manner as if collected from
the corporation of whose business or property they have custody and
control.

SEC. 10. Section 18621.5 of the Revenue and Taxation Code is
amended to read:

18621.5. (a) Any return, declaration, statement, or other
document required to be made under this part that is filed using
electronic technology shall be in a form as the Franchise Tax Board
may prescribe and is not complete, and therefore not filed, unless an
electronic filing declaration is signed by the taxpayer, in accordance
with Section 18621 in the case of individuals, subdivision (a) of
Section 18505 in the case of estates or trusts, corporations, or limited
liability companies classified as corporations for California income
tax purposes, subdivision (a) of Section 18633 in the case of a
partnership, or Section 18633.5 in the case of limited liability
companies classified as partnerships for California income tax
purposes. The Franchise Tax Board may prescribe forms and
instructions for requiring the electronic filing declaration to be
retained by the preparer or taxpayer and may require the declaration
to be furnished to the Franchise Tax Board upon request.

(b) Notwithstanding any other provision of law, any return,
declaration, statement, or other document otherwise required to be
signed that is filed in a traditional medium and captured using
electronic imaging technology shall be deemed to be a valid original
document upon reproduction to paper form by the Franchise Tax
Board.

(c) Notwithstanding any other law, any return, declaration,
statement, or other document otherwise required to be signed that
is filed by the taxpayer using electronic technology in a form as
required by the Franchise Tax Board shall be deemed to be a signed,
valid original document, including upon reproduction to paper form
by the Franchise Tax Board.

(d) “Electronic imaging technology” means a system of
microphotography, optical disk, or reproduction by other technique
that does not permit additions, deletions, or changes to the original
document. The system may include, but is not limited to, any
magnetic media or other machine readable form.

(e) “Traditional medium” means any return, declaration,
statement, or other document required to be made pursuant to this
article other than those made using electronic imaging technology.
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(f) “Electronic technology” includes, but is not limited to,
computer modem, magnetic media, optical disk, facsimile machine,
or telephone.

SEC. 11. Section 18637 of the Revenue and Taxation Code is
amended to read:

18637. (a) Every individual, partnership, limited liability
company, corporation, joint stock company or association, insurance
company, business trust, or so-called Massachusetts trust, engaged in
a trade or business in this state and making payment in the course of
the trade or business to another person, including lessees or
mortgagors of real or personal property, fiduciaries, employers, and
all officers and employees of this state or any political subdivision of
this state, or any city organized under a freeholder’s charter, or any
political body not a subdivision or agency of the state, having the
control, receipt, custody, disposal, or payment of interest (other than
interest coupons payable to bearer), dividends, rents, salaries, wages,
premiums, annuities, compensations, remunerations, emoluments,
or other fixed or determinable annual or periodical gains, profits, and
income amounting to six hundred dollars ($600) or over, paid or
payable during any year to any taxpayer, shall make a complete
return to the Franchise Tax Board, which shall contain or be verified
by a written declaration that it is made under the penalties of perjury,
under the regulations and in the form and manner and to the extent
as may be prescribed by it.

(b) For purposes of subdivision (a), “trade or business” includes
the activities of nonprofit organizations.

(c) In lieu of an information return required by subdivision (a),
the Franchise Tax Board may require that a copy of the federal
information return be filed with the Franchise Tax Board.

(d) Every entity required to make a return under subdivision (a)
shall furnish to each person whose name is required to be set forth
in the return a written statement showing both of the following:

(1) The name, address, and identification number of the entity
required to make the return.

(2) The aggregate amount of payments to the person required to
be shown on the return.

The written statement required under this subdivision shall be
furnished to the person on or before January 31 of the year following
the calendar year for which the return under subdivision (a) was
required to be made.

(e) This section shall not apply to tips with respect to which
Section 13055 of the Unemployment Insurance Code applies. The
only records which an employer shall be required to keep under this
section in connection with charged tips shall be charge receipts and
copies of statements furnished by employees under Section 13055 of
the Unemployment Insurance Code.

SEC. 12. Section 18638 of the Revenue and Taxation Code is
amended to read:
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18638. Every individual, partnership, limited liability company,
corporation, joint stock company or association, insurance company,
business trust, or so-called Massachusetts trust, shall be required to
file a return for certain payments of remuneration for services and
furnish a written statement to the person whose name is required to
be set forth on the return in accordance with the provisions of Section
6041A of the Internal Revenue Code, except that no return or
statement shall be required if a statement with respect to the services
is required to be furnished under Division 6 (commencing with
Section 13000) of the Unemployment Insurance Code (relating to
withholding tax on wages) or Section 18647, and no return or
statement shall be required with respect to direct sales pursuant to
Section 6041A(b) of the Internal Revenue Code.

SEC. 13. Section 18639 of the Revenue and Taxation Code is
amended to read:

18639. (a) Any person required to file an information return
with the Internal Revenue Service under Section 6049 of the Internal
Revenue Code (relating to payment of interest) or Section 6042 of
the Internal Revenue Code (relating to payment of dividends) shall
be required to report that information to the Franchise Tax Board.

(b) (1) In addition to those reports required under subdivision
(a), information returns shall be required, at the time and in the form
and manner and to the extent that the Franchise Tax Board may
prescribe, from both of the following:

(A) Every person who makes payments of exempt-interest
dividends, as described in Section 852(b)(5) of the Internal Revenue
Code, that are not exempt-interest dividends, as described in Section
17145 of the Revenue and Taxation Code, aggregating ten dollars
($10) or more to any person, other than to any person described in
paragraph (2), during any calendar year.

(B) Every person who receives payments of interest as a nominee
and who makes payments aggregating ten dollars ($10) or more
during any calendar year to any other person, other than to any
person described in paragraph (2), with respect to the interest so
received. For purposes of this paragraph, “interest” is limited to
interest on any obligation if the interest is exempt from tax under
Section 103(a) of the Internal Revenue Code or if the interest is
exempt from tax, without regard to the identity of the holder, under
any other provision of Title 26 of the United States Code, but which
is not exempt from income tax under Part 10 (commencing with
Section 17001).

(2) For purposes of this subdivision, a person shall not be required
to make a report pursuant to paragraph (1) if the person receiving
the payment is any of the following:

(A) A corporation.

(B) An organization exempt from taxation under Section 23701 or
an individual retirement plan.
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(C) The United States or any wholly owned agency or
instrumentality thereof.

(D) A state, the District of Columbia, a possession of the United
States, any political subdivision of any of the foregoing, or any wholly
owned agency or instrumentality of any one or more of the foregoing.

(E) A foreign government, a political subdivision of a foreign
government, or any wholly owned agency or instrumentality of any
one or more of the foregoing.

(F) An international organization or any wholly owned agency or
instrumentality thereof.

(G) A foreign central bank of issue.

(H) A dealer in securities or commodities required to register
under the laws of the United States or a state, the District of
Columbia, or possession of the United States.

(I) A real estate investment trust, as defined in Section 856 of the
Internal Revenue Code.

(J) An investment company, as defined in Section 80a-3 of the
United States Code, registered at all times during the taxable year
under the Investment Company Act of 1940.

(K) A common trust fund, as defined in Section 17671.

(L) Any trust that is exempt from tax under Section 664(c) of Title
15 of the Internal Revenue Code.

(c) Every person required to make a return under this section
shall also furnish a statement to each person whose name is set forth
in the return, as required to do so by the Internal Revenue Code.

SEC. 14. Section 18645 of the Revenue and Taxation Code is
amended to read:

18645. (a) The Franchise Tax Board may require a copy of the
federal information return to be filed with the Franchise Tax Board
if a federal information return was required under any of the
following:

(1) Section 6039C of the Internal Revenue Code, relating to
returns with respect to foreign persons holding direct investments in
United States real property interests, if that person holds a direct
investment in a California real property interest as defined in Section
18662.

(2) Section 6050H of the Internal Revenue Code, relating to
mortgage interest received in trade or business from individuals.

(3) Section 6050J of the Internal Revenue Code, relating to
foreclosures and abandonments of security.

(4) Section 6050K of the Internal Revenue Code, relating to
exchanges of certain partnership interests.

(5) Section 6050L of the Internal Revenue Code, relating to
certain dispositions of donated property.

(6) Section 6050N of the Internal Revenue Code, relating to
returns regarding payments of royalties.
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(7) Section 6050P of the Internal Revenue Code, relating to
returns regarding the cancellation of indebtedness by certain
financial entities.

(b) Every person required to make a return under subdivision (a)
shall also furnish a statement to each person whose name is required
to be set forth in the return, as required to do so by the Internal
Revenue Code.

(c) A transferor of a partnership interest shall be required to
notify the partnership of that exchange in accordance with Section
6050K(c) of the Internal Revenue Code.

(d) The Franchise Tax Board shall require a copy of the federal
information return to be filed with the Franchise Tax Board if a
federal information return was required under Section 60501 of the
Internal Revenue Code, relating to cash received in trade or business.

(e) (1) The Attorney General shall, upon court order following a
showing ex parte to a magistrate of an articulable suspicion that an
individual or entity has committed a felony offense to which a federal
information return is related, be provided a copy of a federal
information return filed with the Franchise Tax Board under
subdivision (d). The Attorney General may make a return or
information therefrom available to a district attorney subject to
regulations promulgated by the Attorney General. The regulations
shall require the district attorney seeking the return or information
to specify in writing the specific reasons for believing that a felony
offense has been committed to which the return or information is
related.

(2) Any information or return obtained by the Attorney General
or a district attorney pursuant to this section shall be confidential and
used only for investigative or prosecutorial purposes.

SEC. 15. Section 18662 of the Revenue and Taxation Code is
amended to read:

18662. (a) The Franchise Tax Board may, by regulation, require
any person, in whatever capacity acting (including lessees or
mortgagors of real or personal property, fiduciaries, employers, and
any officer or department of the state or any political subdivision or
agency of the state, or any city organized under a freeholder’s
charter, or any political body not a subdivision or agency of the state),
having the control, receipt, custody, disposal, or payment of items of
income specified in subdivision (b), to withhold an amount,
determined by the Franchise Tax Board to reasonably represent the
amount of tax due when the items of income are included with other
income of the taxpayer, and to transmit the amount withheld to the
Franchise Tax Board at the time as it may designate.

(b) The items of income referred to in subdivision (a) are interest,
dividends, rents, prizes and winnings, premiums, annuities,
emoluments, compensation for services, including bonuses,
partnership income or gains, and other fixed or determinable annual
or periodical gains, profits, and income.
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(c) The Franchise Tax Board may authorize the tax under
subdivision (a) to be deducted and withheld from the interest upon
any securities the owners of which are not known to the withholding
agent.

(d) Any person failing to withhold from any payments any
amounts required by subdivision (a) to be withheld is liable for the
amount withheld or the amount of taxes due from the person to
whom the payments are made to an extent not in excess of the
amounts required to be withheld, whichever is greater, unless it is
shown that the failure to withhold is due to reasonable cause.

(e) (1) In the case of any disposition of a California real property
interest by a person (but not a partnership as determined in
accordance with Subchapter K of Chapter 1 of Subtitle A of the
Internal Revenue Code, or a corporation), when the return required
to be filed with the Secretary of the Treasury under Section 6045(e)
of the Internal Revenue Code indicates, or the authorization for the
disbursement of the transaction’s funds instructs, that the funds be
disbursed either to a transferor with a last known street address
outside the boundaries of this state at the time of the transfer of the
title to the California real property or to the financial intermediary
of the transferor, the transferee shall be required to withhold an
amount equal to 31/3 percent of the sales price of the California real
property conveyed.

(2) In the case of any disposition of a California real property
interest by a corporation, the transferee shall be required to withhold
an amount equal to 3!/3 percent of the sales price of the California
real property conveyed, if the corporation immediately after the
transfer of the title to the California real property has no permanent
place of business in California. For purposes of this subdivision, a
corporation has no permanent place of business in California if all of
the following apply:

(A) Itisnot organized and existing under the laws of California.

(B) It does not qualify with the office of the Secretary of State to
transact business in California.

(C) It does not maintain and staff a permanent office in California.

(3) Notwithstanding any other provision of this subdivision, all of
the following shall apply:

(A) No transferee shall be required to withhold any amount under
this subdivision if the sales price of the California real property
conveyed does not exceed one hundred thousand dollars ($100,000).

(B) No transferee shall be required to withhold any amount under
this subdivision unless written notification of the withholding
requirements of this subdivision has been provided by the real estate
€SCTOW PErson.

(C) No transferee shall be required to withhold under this
subdivision when the transferor is a bank acting as trustee other than
a trustee of a deed of trust.
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(D) No transferee shall be required to withhold under this
subdivision when the transferee is a corporate beneficiary under a
mortgage or beneficiary under a deed of trust and the California real
property is acquired in judicial or nonjudicial foreclosure or by a deed
in lieu of foreclosure.

(E) No transferee shall be required to withhold any amount under
this subdivision if the transferee, in good faith and based on all the
information of which he or she has knowledge, relies on a written
certificate executed by the transferor, certifying under penalty of
perjury, any of the following:

(i) That the transferor is a resident of California.

(ii) That the California real property being conveyed is the
principal residence of the transferor, within the meaning of Section
1034 of the Internal Revenue Code.

(iii) The transferor, if a corporation, has a permanent place of
business in California.

(4) (A) At the request of the transferor, the Franchise Tax Board
may authorize that a reduced amount or no amount be withheld
under this subdivision if the Franchise Tax Board determines that to
substitute a reduced amount or no amount shall not jeopardize the
collection of tax imposed by Part 10 (commencing with Section
17001) or Part 11 (commencing with Section 23001). If the transferor
provides documentation sufficient for the Franchise Tax Board to
determine the actual gain required to be recognized on the
transaction, the Franchise Tax Board may authorize a reduced
amount based on the amount of the gain, as determined, which will
result in a sum which is substantially equivalent to the amount of tax
reasonably estimated to be due under Part 10 (commencing with
Section 17001) or Part 11 (commencing with Section 23001) from the
inclusion of the gain in the gross amount of the transferor.

(B) Within 45 days after receiving a request that a reduced
amount or no amount be withheld, the Franchise Tax Board shall
either authorize a reduced amount or no amount, or deny the
request.

(C) In the case where the parties to the transaction are requesting
that a reduced amount or no amount be withheld and the response
by the Franchise Tax Board to the request has not been received at
the time title to the California real property is transferred, the parties
may direct the real estate escrow person to hold in trust for 45 days
the amount required to be withheld under this subdivision. The
parties shall instruct the real estate escrow person that at the end of
45 days the real estate escrow person shall remit the amount withheld
to the Franchise Tax Board in accordance with this section, unless the
Franchise Tax Board has authorized that a reduced amount or no
amount be withheld.

(5) Amounts withheld and payments made in accordance with
this subdivision shall be reported and remitted to the Franchise Tax
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Board in the form and at the time as the Franchise Tax Board shall
determine.

(6) “California real property interest” means an interest in real
property located in California and defined in  Section
897(c)(1)(A)(i) of the Internal Revenue Code.

(7) For purposes of this subdivision, “financial intermediary”
means an agent for the purpose of receiving and transferring funds
to a principal.

(8) For purposes of this subdivision, “real estate escrow person”
means any of the following persons involved in the real estate
transaction:

(A) The person (including any attorney, escrow company, or title
company) responsible for closing the transaction.

(B) If no other person described in subparagraph (A) is
responsible for closing the transaction, then any other person who
receives and disburses the consideration or value for the interest or
property conveyed.

(9) (A) Unless the real estate escrow person provides
“assistance,” it shall be unlawful for any real estate escrow person to
charge any customer for complying with the requirements of this
subdivision.

(B) For purposes of this paragraph, “assistance” includes, but is
not limited to, helping the parties clarify with the Franchise Tax
Board the issue of whether withholding is required under this
subdivision, helping the parties request that the Franchise Tax Board
authorize a reduced amount or no amount be withheld under this
subdivision, or, upon request of the parties, withholding an amount
under this subdivision and remitting the amount to the Franchise Tax
Board.

(C) For purposes of this paragraph, “assistance” does not include
providing the written notification of the withholding requirements
of this subdivision, or providing the certification that either:

(i) The transferor is a resident of California or that the California
real property being conveyed is the transferor’s principal residence.

(ii) The transferor, if a corporation, has a permanent place of
business in California.

(D) In a case where the real estate escrow person provides
“assistance” in complying with the withholding requirements of this
subdivision, it shall be unlawful for the real estate escrow person to
charge any customer a fee that exceeds forty-five dollars ($45).

(10) For purposes of this subdivision, “sales price” means the sum
of all of the following:

(A) The cash paid, or to be paid. The term “cash paid, or to be
paid” does not include stated or unstated interest or original issue
discount (as determined by Sections 1271 to 1275, inclusive, of the
Internal Revenue Code).

(B) The fair market value of other property transferred, or to be
transferred.
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(C) The outstanding amount of any liability assumed by the
transferee or to which the California real property interest is subject
immediately before and after the transfer.

(f) Whenever any person has withheld any amount pursuant to
this section, the amount so withheld shall be held in trust for the State
of California. The amount of the fund shall be assessed, collected, and
paid in the same manner and subject to the same provisions and
limitations (including penalties) as are applicable with respect to the
taxes imposed by Part 10 (commencing with Section 17001), Part 11
(commencing with Section 23001), or this part.

(g) Withholding shall not be required under this section with
respect to wages, salaries, fees, or other compensation paid by a
corporation for services performed in California for that corporation
to a nonresident corporate director for director services, including
attendance at a board of directors’ meeting.

(h) In the case of any payment described in subdivision (g), the
person making the payment shall do each of the following:

(1) File a return with the Franchise Tax Board at the time and in
the form and manner specified by the Franchise Tax Board.

(2) Provide the payee with a statement at the time and in the form
and manner specified by the Franchise Tax Board.

SEC. 16. Section 18670 of the Revenue and Taxation Code is
amended to read:

18670. (a) The Franchise Tax Board may by notice, served
personally or by first-class mail, require any employer, person, officer
or department of the state, political subdivision or agency of the state,
including the Regents of the University of California, a city organized
under a freeholders’ charter, or a political body not a subdivision or
agency of the state, having in their possession, or under their control,
any credits or other personal property or other things of value,
belonging to a taxpayer or to an employer or person who has failed
to withhold and transmit amounts due pursuant to this article, to
withhold, from the credits or other personal property or other things
of value, the amount of any tax, interest, or penalties due from the
taxpayer or the amount of any liability incurred by that employer or
person for failure to withhold and transmit amounts due from a
taxpayer under this part and to transmit the amount withheld to the
Franchise Tax Board at the times that it may designate. However, in
the case of a depository institution, as defined in Section 19(b) of the
Federal Reserve Act (12 U.S.C.A. Sec. 461(b)(1)(A)), amounts due
from a taxpayer under this part shall be transmitted to the Franchise
Tax Board not less than 10 business days from receipt of the notice.
To be effective, the notice shall state the amount due from the
taxpayer and shall be delivered or mailed to the branch or office
reported in information returns filed with the Franchise Tax Board,
or the branch or office where the credits or other property is held,
unless another branch or office is designated by the employer,
person, officer or department of the state, political subdivision or
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agency of the state, including the Regents of the University of
California, a city organized under a freeholders’ charter or a political
body not a subdivision or agency of the state.

(b) (1) At least 45 days before sending a notice to withhold to the
address indicated on the information return, the Franchise Tax
Board shall request a depository institution to do either of the
following:

(A) Verify that the address on its information return is its
designated address for receiving notices to withhold.

(B) Provide the Franchise Tax Board with a designated address
for receiving notices to withhold.

(2) Once the depository institution has specified a designated
address pursuant to paragraph (1), the Franchise Tax Board shall
send all notices to that address unless the depository institution
provides notification of another address. The Franchise Tax Board
shall send all notices to withhold to a new designated address 30 days
after notification.

(3) Failure to verify or provide a designated address within 30
days of receiving the request shall be deemed verification of the
address on the information return as the depository institution’s
designated address.

(c) Any corporation or person failing to withhold the amounts due
from any taxpayer and transmit them to the Franchise Tax Board
after service of the notice shall be liable for those amounts. However,
in the case of a depository institution, if a notice to withhold is mailed
to the branch where the account is located or principal banking
office, the depository institution shall be liable for a failure to
withhold only to the extent that the accounts can be identified in
information normally maintained at that location in the ordinary
course of business.

SEC. 17. Section 19009 of the Revenue and Taxation Code is
amended to read:

19009. (a) Whenever any person or employer who is required to
collect, account for, and pay over any tax—

(1) At the time and in the manner prescribed by law or regulations
(A) fails to collect, truthfully account for, or pay over the tax, or (B)
fails to make deposits, payments, or returns of the tax, and

(2) Is notified, by notice delivered in hand or by registered mail
of the failure, then all the requirements of subdivision (b) shall be
complied with. In the case of a corporation, partnership, limited
liability company, or trust, notice to an officer, partner, manager,
member, or trustee, shall, for purposes of this section, be deemed to
be sufficient notice to the corporation, partnership, limited liability
company, or trust and to all officers, partners, managers, members,
trustees, and employees thereof.

(b) Any person or employer who is required to collect, account
for, and pay over any tax imposed by Part 10 (commencing with
Section 17001) or Part 11 (commencing with Section 23001), if notice
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has been delivered to that person or employer in accordance with
subdivision (a), shall collect the taxes, which become collectible after
delivery of the notice, shall (not later than the end of the second
banking day after any amount of the taxes is collected) deposit that
amount in a separate account in a bank located within the limits of
this state, and shall keep the amount of those taxes in that account
until payment over to the Franchise Tax Board. The account shall be
designated as a special fund in trust for the Franchise Tax Board,
payable to the Franchise Tax Board by that person or employer as
trustee.

(c) Whenever the Franchise Tax Board is satisfied, with respect
to any notification made under subdivision (a), that all requirements
of law and regulations with respect to the taxes, will henceforth be
complied with, it may cancel the notification. The cancellation shall
take effect at the time as is specified in the notice of the cancellation.

SEC. 18. Section 19011 of the Revenue and Taxation Code is
amended to read:

19011. (a) All payments required under this part, regardless of
the income (or taxable) year to which the payments apply shall be
remitted to the Franchise Tax Board by electronic funds transfer
pursuant to Division 11 (commencing with Section 11101) of the
Commercial Code, once any of the following conditions are met:

(1) With respect to any corporation, any installment payment of
estimated tax made pursuant to Section 19025 or the payment made
pursuant to Section 18604 with regard to an extension of time to file
exceeds fifty thousand dollars ($50,000) in any income year
beginning on or after January 1, 1991, or exceeds twenty thousand
dollars ($20,000) in any income year beginning on or after January
1, 1995.

(2) With respect to any corporation, the total tax liability exceeds
two hundred thousand dollars ($200,000) in any income year
beginning on or after January 1, 1991, or exceeds eighty thousand
dollars ($80,000) in any income year beginning on or after January
1, 1995. For purposes of this section, total tax liability shall be the total
tax liability as shown on the original return, after any adjustment
made pursuant to Section 19051.

(3) A partnership or taxpayer (for purposes of this section,
“taxpayer”) submits a request to the Franchise Tax Board and is
granted permission to make electronic funds transfers.

(b) A taxpayer required to remit payments to the Franchise Tax
Board by electronic funds transfer may elect to discontinue making
payments where the threshold requirements set forth in paragraphs
(1) and (2) of subdivision (a) were not met for the preceding income
(or taxable) year. The election shall be made in a form and manner
prescribed by the Franchise Tax Board.

(c) Any taxpayer required to remit payment by electronic funds
transfer pursuant to this section who makes payment by other means
shall pay a penalty of 10 percent of the amount paid, unless it is shown
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that the failure to make payment as required was for reasonable
cause and was not the result of willful neglect.

(d) Any taxpayer required to remit payments by electronic funds
transfer pursuant to this section may request a waiver of those
requirements from the Franchise Tax Board. The Franchise Tax
Board may grant a waiver only if it determines that the particular
amounts paid in excess of the threshold amounts established in this
section were not representative of the taxpayer’s tax liability. If a
taxpayer is granted a waiver, subsequent remittances by electronic
funds transfer shall be required only on those terms set forth in the
waiver.

(e) The Franchise Tax Board shall accept remittances by
electronic funds transfer pursuant to this section no later than
January 1, 1993. Electronic funds transfer procedures, in addition to
those described in subdivision (f), shall be as prescribed by the
Franchise Tax Board. Payment is deemed complete on the date the
electronic funds transfer is initiated, if settlement to the state’s
demand account occurs on or before the banking day following the
date the transfer is initiated. If settlement to the state’s demand
account does not occur on or before the banking day following the
date the transfer is initiated, payment is deemed to occur on the date
settlement occurs.

(f) For purposes of this section:

(1) “Electronic funds transfer” means any transfer of funds, other
than a transaction originated by check, draft, or similar paper
instrument, that is initiated through an electronic terminal,
telephonic instrument, or computer or magnetic tape, so as to order,
instruct, or authorize a financial institution to debit or credit an
account. Electronic funds transfer shall be accomplished by an
automated clearinghouse debit, automated clearinghouse credit, a
Federal Reserve Wire Transfer (Fedwire), or by an international
funds transfer.

(2) “Automated clearinghouse” means any federal reserve bank,
or an organization established by agreement with the National
Automated Clearing House Association, that operates as a
clearinghouse for transmitting or receiving entries between banks or
bank accounts and that authorizes an electronic transfer of funds
between those banks or bank accounts.

(3) “Automated clearinghouse debit” means a transaction in
which any department of the state, through its designated depository
bank, originates an automated clearinghouse transaction debiting
the taxpayer’s bank account and crediting the state’s bank account
for the amount of tax. Banking costs incurred for the automated
clearinghouse debit transaction by the taxpayer shall be paid by the
state.

(4) “Automated clearinghouse credit” means an automated
clearinghouse transaction in which the taxpayer, through its own
bank, originates an entry crediting the state’s bank account and
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debiting its own bank account. Banking costs incurred by the state
for the automated clearinghouse credit transaction may be charged
to the taxpayer.

(5) “Fedwire” means any transaction originated by the taxpayer
and utilizing the national electronic payment system to transfer
funds through federal reserve banks, pursuant to which the taxpayer
debits its own bank account and credits the state’s bank account.
Electronic funds transfers may be made by Fedwire only if prior
approval is obtained from the Franchise Tax Board and the taxpayer
is unable, for reasonable cause, to make payments pursuant to
paragraph (3) or (4). Banking costs charged to the taxpayer and to
the state may be charged to the taxpayer.

(6) “International funds transfer” means any transaction
originated by the taxpayer and utilizing the international electronic
payment system to transfer funds, pursuant to which the taxpayer
debits its own bank account and credits the state’s bank account.

(7) In determining whether a payment or total tax liability
exceeds the amounts established in subdivision (a), the income of all
taxpayers whose income derived from, or attributable to, sources
within this state is required to be determined by a combined report
shall be aggregated and the total aggregate amount shall be
considered to be the income of a single taxpayer for purposes of
determining the payment or total tax liability of a single taxpayer.

SEC. 19. Section 19021 of the Revenue and Taxation Code is
amended to read:

19021. In the case of taxpayers subject to the tax imposed by
Article 3 (commencing with Section 23181) of Chapter 2 of Part 11,
there shall be due and payable on or before the 15th day of the third
month following the close of the preceding year from each taxpayer
a percentage of its net income as disclosed by its return which is equal
to the rate applicable to corporations subject to the tax imposed by
Article 2 (commencing with Section 23151) of Chapter 2 of Part 11
plus the personal property tax rate equivalent included in the bank
and financial corporation tax rate determination by the Franchise
Tax Board pursuant to Sections 23186 and 23186.1. The payment
required by this section shall not be less than the minimum tax
specified in Section 23153.

SEC. 20. Section 19023 of the Revenue and Taxation Code is
amended to read:

19023. For purposes of this article, in the case of a corporation,
other than a bank or financial corporation, the term “estimated tax”
means the amount which the corporation estimates as the amount of
the tax imposed by Part 11 (commencing with Section 23001); but in
no event shall the estimated tax of a corporation subject to the tax
imposed by Article 2 (commencing with Section 23151) of Chapter
2 of Part 11 be less than the minimum tax prescribed in Section 23153.

SEC. 21. Section 19024 of the Revenue and Taxation Code is
amended to read:
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19024. (a) In the case of banks and financial corporations,
“estimated tax” means the amount which the bank or financial
corporation estimates as the amount of the tax imposed by Part 11
(commencing with Section 23001) at the rate determined by the
Franchise Tax Board for the preceding year pursuant to Section
23186.1, but in no event shall the estimated tax of a bank or financial
corporation be less than the minimum tax prescribed in Section
23153.

(b) In case of an increase or decrease in the rate of tax imposed
under Section 23151 (tax on general corporations), a bank or financial
corporation shall be required to increase or decrease the rate
determined by the Franchise Tax Board for the preceding year by
the same amount as the change in the rate imposed under Section
23151 determined in accordance with Section 24251 (relating to
computation of tax when law changed).

SEC. 23. Section 19058 of the Revenue and Taxation Code is
amended to read:

19058. (a) If the taxpayer omits from gross income an amount
properly includable therein which is in excess of 25 percent of the
amount of gross income stated in the return, a notice of a proposed
deficiency assessment may be mailed to the taxpayer within six years
after the return was filed. Additionally, in the case of a corporation,
a proceeding in court for the collection of the tax may be commenced
without assessment at any time within six years after the return was
filed.

(b) For purposes of this section both of the following shall apply:

(1) In the case of a trade or business, the term “gross income”
means the total of the amounts received or accrued from the sale of
goods or services (if the amounts are required to be shown on the
return) prior to diminution by the cost of the sales or service.

(2) In determining the amount omitted from gross income, there
shall not be taken into account any amount which is omitted from
gross income stated in the return if the amount is disclosed in the
return, or in a statement attached to the return, in a manner
adequate to apprise the Franchise Tax Board of the nature and
amount of the item.

SEC. 24. Section 19132.5 of the Revenue and Taxation Code is
amended to read:

19132.5. (a) In the case of a qualified taxpayer, no penalty shall
be assessed under Section 19132 if the return is filed timely (not later
than the extended due date granted under Section 18567 or 18604)
and the tax required to be paid on or before the due date of the
return, without regard to extension, is paid within the following time:

(1) In the case of an individual, partnership, or fiduciary, within
six months of the original due date of the return.

(2) In the case of a corporation, within seven months of the
original due date of the return.
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(b) Any penalty imposed under Section 19132 shall be assessed
from the original due date of the return if the taxpayer fails to pay the
tax within the time specified in this section.

(c) This section shall apply to payment of the amount shown as tax
on the original returns required to be filed during calendar year 1994.

(d) For purposes of this section, “qualified taxpayer” means any
corporation, fiduciary, partnership, or individual taxpayer to whom
one of the following applies as a result of the Northridge earthquake
of January 1994, any related aftershock, or any related casualty:

(1) The qualified taxpayer sustained any significant property loss.

(2) The qualified taxpayer suffered a loss of employment due to
property damage suffered by his or her employer.

(3) The qualified taxpayer realized significant loss of business
income from a business located within the Northridge earthquake
area.

SEC. 25. Section 19141.5 of the Revenue and Taxation Code is
amended to read:

19141.5. (a) (1) Section 6038A of the Internal Revenue Code,
relating to information with respect to certain foreign-owned
corporations, shall apply.

(2) A penalty shall be imposed under this part for failure to furnish
information or maintain records and that penalty shall be
determined in accordance with Section 6038A of the Internal
Revenue Code.

(3) Section 11314 of Public Law 101-508, relating to application of
amendments made by Section 7403 of the Revenue Reconciliation
Act of 1989 to taxable years beginning on or before July 10, 1989, shall
apply.

(4) Section 6038A(e) of the Internal Revenue Code, relating to
enforcement of requests for certain records, is modified as follows:

(A) Each reference to Section 7602, 7603, or 7604 of the Internal
Revenue Code shall instead refer to Section 19504.

(B) Each reference to “summons” shall instead refer to
“subpoena duces tecum.”

(C) Section 6038A(e)(4)(C) of the Internal Revenue Code shall
refer to “superior courts of the State of California for the Counties of
Los Angeles, Sacramento, and San Diego, and for the City and
County of San Francisco,” instead of “United States district court for
the district in which the person (to whom the summons is issued)
resides or is found.”

(b) In the case of a corporation, each of the following shall apply:

(1) Section 6038B of the Internal Revenue Code, relating to notice
of certain transfers to foreign persons, shall apply.

(2) A penalty shall be imposed under this part for failure to furnish
information or maintain records and that penalty shall be
determined in accordance with Section 6038B of the Internal
Revenue Code.
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(c) (1) Section 6038C of the Internal Revenue Code, relating to
information with respect to foreign corporations engaged in United
States business, shall apply.

(2) A penalty shall be imposed under this part for failure to furnish
information or maintain records and that penalty shall be
determined in accordance with Section 6038C of the Internal
Revenue Code.

(3) Section 6038C(d) of the Internal Revenue Code, relating to
enforcement of requests for certain records, is modified as follows:

(A) Each reference to Section 7602, 7603, or 7604 of the Internal
Revenue Code shall instead refer to Section 19504.

(B) Each reference to ‘“summons” shall instead refer to
“subpoena duces tecum.”

(d) For purposes of this part, the information required to be filed
with the Franchise Tax Board pursuant to this section shall be a copy
of the information filed with the Internal Revenue Service.

(e) For purposes of this section, each of the following shall apply:

(1) Section 7701(a)(4) of the Internal Revenue Code, relating to
the term “domestic,” shall apply.

(2) Section 7701(a)(5) of the Internal Revenue Code, relating to
the term “foreign,” shall apply.

(3) Section 7701(a)(30) of the Internal Revenue Code, relating to
the term “United States person,” shall apply. However, the term
“United States person” shall not include any corporation that is not
subject to the tax imposed under Chapter 2 (commencing with
Section 23101), Chapter 2.5 (commencing with Section 23400), or
Chapter 3 (commencing with Section 23501), of Part 11.

SEC. 26. Section 19141.6 of the Revenue and Taxation Code is
amended to read:

19141.6. (a) Each taxpayer determining its income subject to tax
pursuant to Section 25101 or electing to file pursuant to Section 25110
shall, for income years beginning on or after January 1, 1994, maintain
(in the location, in the manner, and to the extent prescribed in
regulations which shall be promulgated by the Franchise Tax Board
on or before December 31, 1995) and make available upon request
all of the following:

(1) Any records as may be appropriate to determine the correct
treatment of the components that are a part of one or more unitary
businesses for purposes of determining the income derived from or
attributable to this state pursuant to Section 25101 or 25110.

(2) Any records as may be appropriate to determine the correct
treatment of amounts that are attributable to the classification of an
item as business or nonbusiness income for purposes of Article 2
(commencing with Section 25120) of Chapter 17 of Part 11.

(3) Any records as may be appropriate to determine the correct
treatment of the apportionment factors for purposes of Article 2
(commencing with Section 25120) of Chapter 17 of Part 11.
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(4) Documents and information, including any questionnaires
completed and submitted to the Internal Revenue Service that are
necessary to audit issues involving attribution of income to the
United States or foreign jurisdictions under Section 882 or Subpart F
of Part III of Subchapter N, or similar sections, of the Internal
Revenue Code.

(b) For purposes of this section:

(1) Information for any year shall be retained for that period of
time in which the taxpayers’ income or franchise tax liability to this
state may be subject to adjustment, including all periods in which
additional income or franchise taxes may be assessed, not to exceed
eight years from the due date or extended due date of the return, or
during which a protest is pending before the Franchise Tax Board,
or an appeal is pending before the State Board of Equalization or a
lawsuit is pending in the courts of this state or the United States with
respect to California franchise or income tax.

(2) “Related party” means corporations that are related because
one owns or controls directly or indirectly more than 50 percent of
the stock of the other or because more than 50 percent of the voting
stock of each is owned or controlled, directly or indirectly, by the
same interests.

(3) “Records” includes any books, papers, or other data.

(c) (1) If a corporation subject to this section fails to maintain or
fails to cause another to maintain records as required by subdivision
(a), that corporation shall pay a penalty of ten thousand dollars
($10,000) for each income year with respect to which the failure
occurs.

(2) If any failure described in paragraph (1) continues for more
than 90 days after the day on which the Franchise Tax Board mails
notice of the failure to the corporation, that corporation shall pay a
penalty (in addition to the amount required under paragraph (1))
of ten thousand dollars ($10,000) for each 30-day period (or fraction
thereof) during which the failure continues after the expiration of
the 90-day period. The additional penalty imposed by this subdivision
shall not exceed a maximum of fifty thousand dollars ($50,000) if the
failure to maintain or the failure to cause another to maintain is not
willful. This maximum shall apply with respect to income years
beginning on or after January 1, 1994, and before the earlier of the
first day of the month following the month in which regulations are
adopted pursuant to this section or December 31, 1995.

(3) For purposes of this section, the time prescribed by regulations
to maintain records (and the beginning of the 90-day period after
notice by the Franchise Tax Board) shall be treated as not earlier than
the last day on which (as shown to the satisfaction of the Franchise
Tax Board) reasonable cause existed for failure to maintain the
records.

(d) (1) The Franchise Tax Board may apply the rules of
paragraph (2) whether or not the board begins a proceeding to
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enforce a subpoena, or subpoena duces tecum, if subparagraphs (A),
(B), and (C) apply:

(A) For purposes of determining the correct treatment under
Part 11 (commencing with Section 23001) of the items described in
subdivision (a), the Franchise Tax Board issues a subpoena or
subpoena duces tecum to a corporation to produce (either directly
or as agent for the related party) any records or testimony.

(B) The subpoena or subpoena duces tecum is not quashed in a
proceeding begun under paragraph (3) and is not determined to be
invalid in a proceeding begun under Section 19504 to enforce the
subpoena or subpoena duces tecum.

(C) The corporation does not substantially comply in a timely
manner with the subpoena or subpoena duces tecum and the
Franchise Tax Board has sent by certified or registered mail a notice
to that corporation that it has not substantially complied.

(D) If the corporation fails to maintain or fails to cause another to
maintain records as required by subdivision (a), and by reason of that
failure, the subpoena, or subpoena duces tecum, is quashed in a
proceeding described in subparagraph (B) or the corporation is not
able to provide the records requested in the subpoena or subpoena
duces tecum, the Franchise Tax Board may apply the rules of
paragraph (2) to any of the items described in subdivision (a) to
which the records relate.

(2) (A) All of the following shall be determined by the Franchise
Tax Board in the Franchise Tax Board’s sole discretion from the
Franchise Tax Board’s own knowledge or from information the
Franchise Tax Board may obtain through testimony or otherwise:

(i) The components that are a part of one or more unitary
businesses for purposes of determining the income derived from or
attributable to this state pursuant to Section 25101 or 25110.

(i) Amounts that are attributable to the classification of an item
as business or nonbusiness income for purposes of Article 2
(commencing with Section 25120) of Chapter 17 of Part 11.

(iii) The apportionment factors for purposes of Article 2
(commencing with Section 25120) of Chapter 17 of Part 11.

(iv) The correct amount of income under Section 882 of, or
Subpart F of Part III of, Subchapter N of, or similar sections of, the
Internal Revenue Code.

(B) This paragraph shall apply to determine the correct
treatment of the items described in subdivision (a) unless the
corporation is authorized by its related parties (in the manner and
at the time as the Franchise Tax Board shall prescribe) to act as the
related parties’ limited agent solely for purposes of applying Section
19504 with respect to any request by the Franchise Tax Board to
examine records or produce testimony related to any item described
in subdivision (a) or with respect to any subpoena or subpoena duces
tecum for the records or testimony. The appearance of persons or the
production of records by reason of the corporation being an agent



[ Ch. 605 ] STATUTES OF 1997 3939

shall not subject those persons or records to legal process for any
purpose other than determining the correct treatment under Part 11
of the items described in subdivision (a).

(C) Determinations made in the sole discretion of the Franchise
Tax Board pursuant to this paragraph may be appealed to the State
Board of Equalization, in the manner and at a time, as provided by
Section 19045 or 19324, or may be the subject of an action to recover
tax, in the manner and at a time, as provided by Section 19382. The
review of determinations by the board or the court shall be limited
to whether the determinations were arbitrary or capricious, or are
not supported by substantial evidence.

(3) (A) Notwithstanding any other law or rule of law, any
reporting corporation to which the Franchise Tax Board issues a
subpoena or subpoena duces tecum referred to in subparagraph (A)
of paragraph (1) shall have the right to begin a proceeding to quash
the subpoena or subpoena duces tecum not later than the 90th day
after the subpoena or subpoena duces tecum was issued. In that
proceeding, the Franchise Tax Board may seek to compel
compliance with the subpoena or subpoena duces tecum.

(B) Notwithstanding any other law or rule of law, any reporting
bank or corporation that has been notified by the Franchise Tax
Board that it has determined that the corporation has not
substantially complied with a subpoena or subpoena duces tecum
referred to in paragraph (1) shall have the right to begin a
proceeding to review the determination not later than the 90th day
after the day on which the notice referred to in subparagraph (C) of
paragraph (1) was mailed. If the proceeding is not begun on or before
the 90th day, the determination by the Franchise Tax Board shall be
binding and shall not be reviewed by any court.

(C) The superior courts of the State of California for the Counties
of Los Angeles, Sacramento, and San Diego, and for the City and
County of San Francisco shall have jurisdiction to hear any
proceeding brought under subparagraphs (A) and (B). Any order or
other determination in the proceeding shall be treated as a final
order that may be appealed.

(D) If any corporation takes any action as provided in
subparagraphs (A) and (B), the running of any period of limitations
under Sections 19057 to 19064, inclusive (relating to the assessment
and collection of tax), or under Section 19704 (relating to criminal
prosecutions) with respect to that corporation shall be suspended for
the period during which the proceedings, and appeals therein, are
pending. In no event shall any period expire before the 90th day after
the day on which there is a final determination in the proceeding.

SEC. 27. Section 19147 of the Revenue and Taxation Code is
amended to read:

19147. (a) Notwithstanding Sections 19142 to 19145, inclusive,
the addition to the tax with respect to any underpayment of any
installment shall not be imposed if the total amount of all payments
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of estimated tax paid on or before the last date prescribed for the
payment of the installment equals or exceeds the amount which
would have been required to be paid on or before that date if the
estimated tax were whichever of the following is the lesser:

(1) (A) The tax shown on the return of the taxpayer for the
preceding income year if a return showing a liability for tax was filed
by the taxpayer for the preceding year and that preceding year was
a year of 12 months. The tax shown on the return, in the case of the
tax imposed by Article 3 (commencing with Section 23181) of
Chapter 2 of Part 11, means the amount of tax shown on the return
for the income year as prescribed in Section 19021.

(B) In the case of a large corporation, subparagraph (A) shall not
apply, except as provided in clauses (i) and (ii).

(i) Subparagraph (A) shall apply for purposes of determining the
amount of the first required installment for any income year.

(ii) Any reduction in the first required installment by reason of
clause (i) shall be recaptured by increasing the amount of the next
required installment by the amount of that reduction.

(2) (A) An amount equal to the applicable percentage specified
in Section 19144 of the tax for the income year computed by placing
on an annualized basis the taxable income:

(i) For the first three months of the income year, in the case of the
installment required to be paid in the fourth month.

(ii) For the first three months of the income year, in the case of
the installment required to be paid in the sixth month.

(iii) For the first six months of the income year in the case of the
installment required to be paid in the ninth month.

(iv) For the first nine months of the income year, in the case of the
installment required to be paid in the 12th month of the taxable year.

(B) (i) If the taxpayer makes an election under this clause, each
of the following shall apply:

(I) Clause (i) of subparagraph (A) shall be applied by substituting
“two months” for “three months.”

(II) Clause (ii) of subparagraph (A) shall be applied by
substituting “four months” for “three months.”

(IIT) Clause (iii) of subparagraph (A) shall be applied by
substituting “seven months” for “six months.”

(IV) Clause (iv) of subparagraph (A) shall be applied by
substituting “ten months” for “nine months.”

(ii) If the taxpayer makes an election under this clause, each of the
following shall apply:

(I) Clause (ii) of subparagraph (A) shall be applied by
substituting “five months” for “three months.”

(II) Clause (iii) of subparagraph (A) shall be applied by
substituting “eight months” for “six months.”

(III) Clause (iv) of subparagraph (A) shall be applied by
substituting “eleven months” for the “nine months.”
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(iii) An election under clause (i) or (ii) shall apply to the income
year for which the election is made and shall be effective only if the
election is made on or before the date required for the payment of
the first required installment for that income year.

(iv) This subparagraph shall apply to income years beginning on
or after January 1, 1997.

(C) For purposes of this paragraph, the taxable income shall be
placed on an annualized basis in the following manner:

(i) Multiply by 12 the taxable income referred to in subparagraph
A

(i) Divide the resulting amount by the number of months in the
income year referred to in subparagraph (A).

“Taxable income” as used in this paragraph means “net income”
includable in the measure of tax or “alternative minimum taxable
income” (as defined by Section 23455).

(D) In the case of any corporation which is subject to the tax
imposed under Section 23731, any reference to taxable income shall
be treated as including a reference to unrelated business taxable
income and, except in the case of an election under subparagraph
(B), each of the following shall apply:

(i) Clause (i) of subparagraph (A) shall be applied by substituting
“two months” for “three months.”

(ii) Clause (ii) of subparagraph (A) shall be applied by
substituting “four months” for “three months.”

(iii) Clause (iii) of subparagraph (A) shall be applied by
substituting “seven months” for “six months.”

(iv) Clause (iv) of subparagraph (A) shall be applied by
substituting “ten months” for “nine months.”

(3) The applicable percentage specified in Section 19144 or more
of the tax for the income year was paid by withholding of tax pursuant
to Section 18662.

(4) The applicable percentage specified in Section 19144 or more
of the net income for the income year consists of items from which
an amount was withheld pursuant to Section 18662 and the amount
of the first installment, including payments applied pursuant to
subdivision (c) of Section 19025, equals at least the minimum
franchise tax specified in Section 23153.

(b) (1) For purposes of this section, “large corporation” means
any corporation if that corporation (or any predecessor corporation)
had taxable income (computed without regard to net operating loss
deductions) of one million dollars ($1,000,000) or more for any
income year during the testing period.

(2) For purposes of this subdivision, “testing period” means the
three income years immediately preceding the income year
involved.

SEC. 28. Section 19164 of the Revenue and Taxation Code is
amended to read:
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19164. (a) (1) An accuracy-related penalty shall be imposed
under this part and shall be determined in accordance with the
provisions of Section 6662 of the Internal Revenue Code, relating to
imposition of accuracy-related penalty.

(2) With respect to corporations, this subdivision shall apply to all
of the following:

(A) All income years beginning on or after January 1, 1990.

(B) Any other income year for which an assessment is made after
July 16, 1991.

(b) A fraud penalty shall be imposed under this part and shall be
determined in accordance with the provisions of Section 6663 of the
Internal Revenue Code, relating to imposition of fraud penalty.

(c) The provisions of Section 6664 of the Internal Revenue Code,
relating to definitions and special rules, shall apply.

(d) The provisions of Section 6665 of the Internal Revenue Code,
relating to applicable rules, shall apply.

SEC. 29. Section 19192 of the Revenue and Taxation Code is
amended to read:

19192. For purposes of this article:

(a) (1) “Qualified business entity” means an entity that is all of
the following:

(A) An entity that is a corporation, as defined in Section 23038.

(B) A business entity, including any predecessors to the business
entity, that previously has never filed a return with the Franchise Tax
Board pursuant to this part, Part 10 (commencing with Section
17001), or Part 11 (commencing with Section 23011).

(C) A business entity, including any predecessors to the business
entity, that previously has not been the subject of an inquiry by the
Franchise Tax Board with respect to liability for any of the taxes
imposed under Part 10 (commencing with Section 17001) or Part 11
(commencing with Section 23001).

(D) A business entity that voluntarily comes forward prior to any
unilateral contact from the Franchise Tax Board, makes application
for a voluntary disclosure agreement in a form and manner
prescribed by the Franchise Tax Board, and makes a full and accurate
statement of its activities in this state for the six immediately
preceding taxable or income years.

(2) (A) Notwithstanding paragraph (1), a qualified business
entity does not include any of the following:

(i) A business entity that is organized and existing under the laws
of this state.

(i) A business entity that is qualified or registered with the office
of the Secretary of State.

(iii) A business entity that maintains and staffs a permanent
facility in this state.

(B) For purposes of this paragraph, the storing of materials, goods,
or products in a public warehouse pursuant to a public warehouse
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contract does not constitute maintaining a permanent facility in this
state.

(3) “Qualified shareholder” means an individual that is all of the
following:

(A) A nonresident on the signing date of the voluntary disclosure
agreement.

(B) A shareholder of an S corporation (defined in Section 23800)
that has applied for a voluntary disclosure agreement under this
article under which all material facts pertinent to the shareholder’s
liability would be disclosed on that S corporation’s voluntary
disclosure agreement as required under clause (i) of subparagraph
(A) of paragraph (2) of subdivision (d) of Section 19191.

(4) Notwithstanding paragraph (3), subparagraph (B) of
paragraph (1) of subdivision (d) of Section 19191 shall not apply to
any of the six taxable years immediately preceding the signing date
that the qualified shareholder was a California resident required to
file a California tax return, nor to any penalties or additions to tax
attributable to income other than the California source income from
the S corporation that filed an application under this article.

(b) “Signing date” of the voluntary disclosure agreement means
the date on which a person duly authorized by the Franchise Tax
Board signs the agreement.

(c) The amendments to this section made by the act adding this
subdivision shall apply to taxable or income years beginning on or
after January 1, 1997.

SEC. 30. Section 19254 of the Revenue and Taxation Code is
amended to read:

19254. (a) (1) If any person, other than an organization exempt
from taxation under Section 23701, fails to pay any amount of tax,
penalty, addition to tax, interest, or other liability imposed and
delinquent under Part 10 (commencing with Section 17001), Part 11
(commencing with Section 23001), or this part, a collection cost
recovery fee shall be imposed if the Franchise Tax Board has mailed
notice to that person for payment that advises that continued failure
to pay the amount due may result in collection action, including the
imposition of a collection cost recovery fee. The collection cost
recovery fee shall be in the amount of:

(A) In the case of an individual, partnership, limited liability
company classified as a partnership for California income tax
purposes, or fiduciary, eighty-eight dollars ($88) or an amount as
adjusted under subdivision (b).

(B) In the case of a corporation or limited liability company
classified as a corporation for California income tax purposes, one
hundred sixty-six dollars ($166) or an amount as adjusted under
subdivision (b).

(2) If any person, other than an organization exempt from
taxation under Section 23701, fails or refuses to make and file a tax
return required by Part 10 (commencing with Section 17001), Part
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11 (commencing with Section 23001), or this part, within 25 days after
formal legal demand to file the tax return is mailed to that person by
the Franchise Tax Board, the Franchise Tax Board shall impose a
filing enforcement cost recovery fee in the amount of:

(A) In the case of an individual, partnership, limited liability
company classified as a partnership for California income tax
purposes, or fiduciary, fifty-one dollars ($51) or an amount as
adjusted under subdivision (b).

(B) In the case of a corporation or limited liability company
classified as a corporation for California income tax purposes, one
hundred nineteen dollars ($119) or an amount as adjusted under
subdivision (b).

(b) For fees imposed under this section during the fiscal year
1993-94 and fiscal years thereafter, the amount of those fees shall be
set to reflect actual costs and shall be specified in the annual Budget
Act.

(c) Interest shall not accrue with respect to the cost recovery fees
provided by this section.

(d) The amounts provided by this section are obligations imposed
by this part and may be collected in any manner provided under this
part for the collection of a tax.

(e) Subdivision (a) is operative with respect to the notices for
payment or formal legal demands to file, either of which is mailed on
or after September 15, 1992.

(f) The Franchise Tax Board shall determine the total amount of
the cost recovery fees collected or accrued through June 30, 1993, and
shall notify the Controller of that amount. The Controller shall
transfer that amount to the Franchise Tax Board, and that amount is
hereby appropriated to the board for the 1992-93 fiscal year for
reimbursement of its collection and filing enforcement efforts.

SEC. 31. Section 19263 of the Revenue and Taxation Code is
amended to read:

19263. At any sale authorized by Section 19262, the property shall
be sold by the Franchise Tax Board or its duly authorized agent in
accordance with law and the notice of sale, and the Franchise Tax
Board shall deliver to the purchaser a bill of sale for the property so
sold and the bill of sale shall vest title in the purchaser. The unsold
portion of any property so seized may be left at the place of sale at
the risk of the taxpayer. If, upon any sale, the moneys so received
exceed the amount of all taxes, interest, penalties and costs due the
state from the taxpayer, any excess shall be returned to the taxpayer
and a receipt therefor obtained. However, if any person having an
interest in or lien upon the property has filed with the Franchise Tax
Board prior to any sale notice of the interest or lien, the Franchise Tax
Board shall withhold any excess pending a determination of the rights
of the respective parties thereto by a court of competent jurisdiction.

If, for any reason, the receipt of the taxpayer is not available, the
Franchise Tax Board shall deposit the excess moneys with the
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Treasurer, as trustee for the owner, subject to the order of the
taxpayer or his or her trust or estate, or in the case of a corporation,
its successor through reorganization, merger, or consolidation, or its
stockholders upon dissolution.

SEC. 35. Section 19301 of the Revenue and Taxation Code is
amended to read:

19301. (a) If the Franchise Tax Board or the board, as the case
may be, finds that there has been an overpayment of any liability
imposed under Part 10 (commencing with Section 17001), Part 11
(commencing with Section 23001), or this part by a taxpayer for any
year for any reason, the amount of the overpayment may be credited
against any amount then due from the taxpayer and the balance shall
be refunded to the taxpayer.

(b) In the case of a joint return filed under Section 18521, the
amount of the overpayment may be credited against the amount
then due from both taxpayers and the balance shall be refunded to
both taxpayers in the names under which the return was paid.

(c) In the case of a corporation, the balance shall be refunded to
the taxpayer or its successor through reorganization, merger, or
consolidation, or to its shareholders upon dissolution.

SEC. 36. Section 19340 of the Revenue and Taxation Code is
amended to read:

19340. Interest shall be allowed and paid on any overpayment in
respect of any tax, at the adjusted annual rate established pursuant
to Section 19521 as follows:

(a) In the case of a credit, from the date of the overpayment to the
due date of the amount for which the credit is allowed. Any interest
allowed on any credit shall first be credited on any amounts due from
the taxpayer under Part 10 (commencing with Section 17001), this
part, or Part 11 (commencing with Section 23001).

(b) In the case of a refund, including a refund in excess of tax
liability as prescribed in subdivision (j) of Section 17053.5, from the
date of the overpayment to a date preceding the date of the refund
warrant by not more than 30 days, the date to be determined by the
Franchise Tax Board.

SEC. 37. Section 19392 of the Revenue and Taxation Code is
amended to read:

19392. If judgment is rendered against the Franchise Tax Board,
the amount thereof shall first be credited against any taxes and
interest due from the taxpayer and the remainder refunded to the
taxpayer or his or her trust or estate, or in the case of a corporation,
its successor through reorganization, merger, or consolidation, or its
stockholders upon dissolution, by the Treasurer on warrants drawn
by the Controller.

SEC. 38. Section 19411 of the Revenue and Taxation Code is
amended to read:

19411. The Franchise Tax Board may recover any refund or
credit or any portion thereof which is erroneously made or allowed,
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together with interest at the adjusted annual rate established
pursuant to Section 19521 from the date demand for recovery was
made, in an action brought in a court of competent jurisdiction in the
County of Sacramento in the name of the people of the State of
California within whichever of the following period expires the later:

(a) Two years after the refund or credit was made.

(b) During the period within which the Franchise Tax Board may
mail a notice of proposed additional assessment.

(c) In the case of a corporation, interest shall be computed from
the date the refund was made or the credit allowed, instead of the
date a demand for recovery was made.

SEC. 40. Section 19542 of the Revenue and Taxation Code is
amended to read:

19542. Except as otherwise provided in this article and as
required to administer subdivision (b) of Section 19005, it is a
misdemeanor for the Franchise Tax Board or any member thereof,
or any deputy, agent, clerk, or other officer or employee of the state
(including its political subdivisions), or any former officer or
employee or other individual, who in the course of his or her
employment or duty has or had access to returns, reports, or
documents required to be filed under this part, to disclose or make
known in any manner information as to the amount of income or any
particulars (including the business affairs of a corporation) set forth
or disclosed therein.

SEC. 41. Section 19563 of the Revenue and Taxation Code is
amended to read:

19563. This article does not prohibit the publication of statistics,
so classified as to prevent the identification of particular reports or
returns and the items thereof, or the publication of the percentage
of dividends paid by any corporation that is deductible by the
recipient under Part 11 (commencing with Section 23001).

SEC. 42. Section 19701 of the Revenue and Taxation Code is
amended to read:

19701. Any person who does any of the following is liable for a
penalty of not more than five thousand dollars ($5,000):

(a) With or without intent to evade any requirement of Part 10
(commencing with Section 17001), Part 11 (commencing with
Section 23001), or this part or any lawful requirement of the
Franchise Tax Board, fails to file any return or to supply any
information required, or who, with or without that intent, makes,
renders, signs, or verifies any false or fraudulent return or statement,
or supplies any false or fraudulent information.

(b) Aids, abets, advises, encourages, or counsels any person to
evade the tax imposed by Part 10 (commencing with Section 17001)
or Part 11 (commencing with Section 23001) by not filing any return
or supplying any information required under Part 10 (commencing
with Section 17001), Part 11 (commencing with Section 23001), or
this part, or, by making, rendering, signing, or verifying any false or
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fraudulent return or statement, or by supplying false or fraudulent
information.

(c) Under this part, is required to pay any estimated tax or tax,
who willfully fails to pay that estimated tax or tax, at the time or times
required by law or regulations.

The penalty shall be recovered in the name of the people in any
court of competent jurisdiction. Counsel for the Franchise Tax Board
may, upon request of the district attorney or other prosecuting
attorney, assist the prosecuting attorney in presenting the law or facts
to recover the penalty at the trial of a criminal proceeding for
violation of this section.

That person is also guilty of a misdemeanor and shall upon
conviction be fined not to exceed five thousand dollars ($5,000) or be
imprisoned not to exceed one year, or both, at the discretion of the
court, together with costs of investigation and prosecution.

(d) For purposes of subdivision (a), the president of a corporation,
or the chief operating officer, is the person presumed to be
responsible for filing any return or supplying information required
from that corporation.

SEC. 43. Section 19705 of the Revenue and Taxation Code is
amended to read:

19705. (a) Any person who does any of the following shall be
guilty of a felony and, upon conviction, shall be fined not more than
fifty thousand dollars ($50,000) or imprisoned not more than three
years, or both, together with the costs of investigation and
prosecution:

(1) Willfully makes and subscribes any return, statement, or other
document, that contains or is verified by a written declaration that
it is made under penalty of perjury, and he or she does not believe
to be true and correct as to every material matter.

(2) Willfully aids or assists in, or procures, counsels, or advises the
preparation or presentation under, or in connection with any matter
arising under, the Personal Income Tax Law or the Bank and
Corporation Tax Law, of a return, affidavit, claim, or other document,
that is fraudulent or is false as to any material matter, whether or not
that falsity or fraud is with the knowledge or consent of the person
authorized or required to present that return, affidavit, claim, or
document.

(3) Simulates or falsely or fraudulently executes or signs any bond,
permit, entry, or other document required by the provisions of the
Personal Income Tax Law or the Bank and Corporation Tax Law, or
by any regulation pursuant to that law, or procures the same to be
falsely or fraudulently executed or advises, aids in, or connives at that
execution.

(4) Removes, deposits, or conceals, or is concerned in removing,
depositing, or concealing, any goods or commodities for or in respect
whereof any tax is or shall be imposed, or any property upon which
levy is authorized by Chapter 5 (commencing with Section 19201);
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or Chapter 8 (commencing with Section 688.010) of Division 1 of, and
Chapter 5 (commencing with Section 706.010) of Division 2 of, Title
9 of the Code of Civil Procedure, with intent to evade or defeat the
assessment or collection of any tax, additions to tax, penalty, or
interest imposed by Part 10 (commencing with Section 17001), Part
11 (commencing with Section 23001), or this part.

(5) In connection with any settlement under Section 19442, or
offer of that settlement, or in connection with any closing agreement
under Section 19441 or offer to enter into that agreement, willfully
does any of the following:

(A) Conceals from any officer or employee of this state any
property belonging to the estate of a taxpayer or other person liable
in respect of the tax.

(B) Receives, withholds, destroys, mutilates, or falsifies any book,
document, or record, or makes any false statement, relating to the
estate or financial condition of the taxpayer or other person liable in
respect of the tax.

(b) In the case of a corporation, the fifty thousand dollars
($50,000) limitation specified in subdivision (a) shall be increased to
two hundred thousand dollars ($200,000).

(c) The fact that an individual’s name is signed to a return,
statement, or other document filed, including a return, statement, or
other document filed using electronic technology pursuant to Section
18621.5, shall be prima facie evidence for all purposes that the return,
statement, or other document was actually signed by him or her.

(d) For purposes of this section, “person” means the taxpayer, any
member of the taxpayer’s family, any corporation, agent, fiduciary,
or representative of, or any other individual or entity acting on behalf
of, the taxpayer, or any other corporation or entity owned or
controlled by the taxpayer, directly or indirectly, or which owns or
controls the taxpayer, directly or indirectly.

SEC. 44. Section 19706 of the Revenue and Taxation Code is
amended to read:

19706. Any person or any officer or employee of any corporation
who, within the time required by or under the provisions of this part,
willfully fails to file any return or to supply any information with
intent to evade any tax imposed by Part 10 (commencing with
Section 17001) or Part 11 (commencing with Section 23001), or who,
willfully and with like intent, makes, renders, signs, or verifies any
false or fraudulent return or statement or supplies any false or
fraudulent information, is punishable by imprisonment in the county
jail not to exceed one year, or in the state prison, or by fine of not more
than twenty thousand dollars ($20,000), or by both the fine and
imprisonment, at the discretion of the court, together with the costs
of investigation and prosecution.

SEC. 45. Section 19719 of the Revenue and Taxation Code is
amended to read:
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19719. Any person who attempts or purports to exercise the
powers, rights, and privileges of a corporation that has been
suspended pursuant to Section 23301 or who transacts or attempts to
transact intrastate business in this state on behalf of a foreign
corporation, the rights and privileges of which have been forfeited
pursuant to the section, is punishable by a fine of not less than two
hundred fifty dollars ($250) and not exceeding one thousand dollars
(8$1,000), or by imprisonment not exceeding one year, or both fine
and imprisonment.

SEC. 46. Section 23037 of the Revenue and Taxation Code is
amended to read:

23037. “Taxpayer” means any person subject to the tax imposed
under Chapter 2 (commencing with Section 23101), Chapter 2.5
(commencing with Section 23400), or Chapter 3 (commencing with
Section 23501).

SEC. 47. Section 23038 of the Revenue and Taxation Code is
amended to read:

23038. (a) “Corporation” includes every corporation except
corporations expressly exempt from the tax by this part or the
Constitution of this state.

(b) (1) For the purposes of the tax imposed under Chapter 3
(commencing with Section 23501), “corporation” also includes
associations (including nonprofit associations that perform services,
borrow money or own property), other than banking associations,
and Massachusetts or business trusts. For the purposes of this part, a
Massachusetts or business trust includes every business organization
consisting essentially of an arrangement whereby property is
conveyed to one, or more than one, trustee for purposes other than
the mere conservation of assets, collecting and disbursing of fixed or
periodic income, or the securing of an obligation.

(2) In addition to the above, for purposes of the tax imposed under
Chapter 2 (commencing with Section 23101) for the purpose of
exercising its franchise within this state, “corporation” also includes
any limited liability company that is classified as an association for
California tax purposes.

(3) “Corporation” includes any “corporation” operated by any
receiver, liquidator, referee, trustee or other officers or agents
appointed by any court, or an assignee for the benefit of creditors.

“Corporation” includes any professional corporation incorporated
pursuant to Part 4 (commencing with Section 13400) of Division 3 of
Title 1 of the Corporations Code.

(4) Notwithstanding the above, “corporation” also includes a trust
organized and operated exclusively for purposes contained in Section
23701d.

SEC. 47.5. Section 23038 of the Revenue and Taxation Code is
amended to read:
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23038. (a) “Corporation” includes every corporation except
corporations expressly exempt from the tax by this part or the
Constitution of this state.

(b) (1) For the purposes of the tax imposed under Chapter 3
(commencing with Section 23501), “corporation” also includes
associations (including nonprofit associations that perform services,
borrow money or own property), other than banking associations,
and Massachusetts or business trusts. For the purposes of this part, a
Massachusetts or business trust includes every business organization
consisting essentially of an arrangement whereby property is
conveyed to one, or more than one, trustee for purposes other than
the mere conservation of assets, collecting and disbursing of fixed or
periodic income, or the securing of an obligation. This paragraph
shall apply for income or taxable years beginning before January 1,
1997.

(2) (A) For the purposes of the tax imposed under Chapter 3
(commencing with Section 23501), “corporation” also includes
associations (other than banking associations but including nonprofit
associations that perform services, borrow money or own property),
business trusts, and other business entities classified as associations.

(B) (i) For purposes of the preceding subparagraph, the
classification of a business entity (including a business trust) as an
association taxable as a corporation (under Chapter 3 (commencing
with Section 23501)) shall be determined under regulations of the
Franchise Tax Board, which shall be consistent with federal
regulations as in effect January 1, 1997, that classify a business entity
as a partnership or an association taxable as a corporation or disregard
the separate existence of certain business entities for tax purposes.

(i) The classification of an eligible business entity as a partnership
or an association taxable as a corporation for purposes of this part,
Part 10 (commencing with Section 17001), and Part 10.2
(commencing with Section 18401) shall be the same as the
classification of the entity for federal tax purposes.

(iii) If the separate existence of an eligible business entity is
disregarded for federal tax purposes, the separate existence of that
business entity shall be disregarded for purposes of this part, Part 10
(commencing with Section 17001) and Part 10.2 (commencing with
Section 18401), other than Section 17941 (relating to the tax of a
limited liability company), Section 17942 (relating to the fee of a
limited liability company), Section 18633.5 (relating to the return of
a limited liability company), and Sections 17039 and 23036 (relating
to tax credits).

(C) Notwithstanding clauses (ii) and (iii) of subparagraph (B), an
eligible business entity that, for any income year beginning within
the 60-month period preceding January 1, 1997, was properly
classified as an association taxable as a corporation for California tax
purposes shall continue to be an association taxable as a corporation
until it elects, under regulations issued pursuant to subparagraph
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(B), to be classified or disregarded the same as the entity is classified
or disregarded for federal tax purposes. The preceding sentence shall
not apply to any entity that, during the 60-month period preceding
January 1, 1997, was not doing business in this state, did not derive
income from sources within this state, and had no owner who was a
resident of this state.

(D) This paragraph shall apply for income or taxable years
beginning on and after January 1, 1997.

(c) In addition to the above, for purposes of the tax imposed under
Chapter 2 (commencing with Section 23101) for the purpose of
exercising its franchise within this state, “corporation” also includes
any limited liability company that is classified as an association for
California tax purposes.

(d) “Corporation” includes any ‘“corporation” operated by any
receiver, liquidator, referee, trustee or other officers or agents
appointed by any court, or an assignee for the benefit of creditors.

“Corporation” includes any professional corporation incorporated
pursuant to Part 4 (commencing with Section 13400) of Division 3 of
Title 1 of the Corporations Code.

(e) Notwithstanding the above, “corporation” also includes a trust
organized and operated exclusively for purposes contained in Section
23701d.

SEC. 48. Section 23040.1 of the Revenue and Taxation Code is
amended to read:

23040.1. (a) Notwithstanding Sections 23040 and 25101, income
derived from or attributable to sources within this state shall not
include the distributive share of interest, dividends, and gains from
the sale or exchange of qualifying investment securities derived by
a corporation that is a partner in a partnership that qualifies as an
investment partnership under Section 17955, whether or not the
partnership has a usual place of business in this state, if the income
from the partnership is the corporation’s only income derived from
or attributable to sources within this state.

(b) Subdivision (a) shall not apply to a corporation that
participates in the management of the investment activities of the
investment partnership or that is engaged in a unitary business with
another corporation or partnership that participates in the
management of the investment activities of the partnership or has
income derived from or attributable to sources within this state other
than income described in subdivision (a).

(c) For purposes of this section:

(1) “Investment partnership” means a partnership that meets
both of the following requirements:

(A) No less than 90 percent of the partnership’s cost of its total
assets consist of qualifying investment securities, deposits at banks or
other financial institutions, and office space and equipment
reasonably necessary to carry on its activities as an investment
partnership.
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(B) No less than 90 percent of its gross income consists of interest,
dividends, and gains from the sale or exchange of qualifying
investment securities.

(2) (A) “Qualifying investment securities” include all of the
following:

(i) Common stock, including preferred or debt securities
convertible into common stock, and preferred stock.

(i) Bonds, debentures, and other debt securities.

(iii) Foreign and domestic currency deposits or equivalents and
securities convertible into foreign securities.

(iv) Mortgage- or asset-backed securities secured by federal, state,
or local governmental agencies.

(v) Repurchase agreements and loan participations.

(vi) Foreign currency exchange contracts and forward and
futures contracts on foreign currencies.

(vii) Stock and bond index securities and futures contracts, and
other similar financial securities and futures contracts on those
securities.

(viii) Options for the purchase or sale of any of the securities,
currencies, contracts, or financial instruments described in clauses
(1) to (vii), inclusive.

(ix) Regulated futures contracts.

(B) “Qualifying investment securities” does not include an
interest in a partnership unless that partnership is itself an
investment partnership.

SEC. 49. Section 23095 of the Revenue and Taxation Code is
amended to read:

23095. No decree of dissolution, withdrawal, or cancellation shall
be made and entered by any court, nor shall the county clerk of any
county or the Secretary of State file any decree of dissolution,
withdrawal, or cancellation or any other docum