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CHAPTER 1138

An act to amend Sections 16702, 16704, 16710, 17021.5, 17024.5,
17027, 17041, 17042, 17054, 17072, 17073, 17087, 17137, 17143, 17220,
17224, 17240, 17250, 17260, 17270, 17276, 17280, 17504, 17506, 17507,
17651, 17737, 17851, 17852, 17932, 18036, 18037, 18040, 18401, 18402,
18405, 18410, 18586.7, 18654, 18681.1, 18681.6, 18681.9, 18682, 18684.2,
18685.07, 18688, 18698.5, 18802, 18802.1, 18802.4, 18802.5, 18802.6,
18802.8, 18805, 19269, 19414, 19420, and 20503 of, to amend and repeal
Sections 17052.6, 17052.9, 17052.13, 17053.8, 17053.9, 17053.11, 17069,
17231, and 17265 of, to add Sections 17020.1, 17020.2, 17020.3, 17020.4,
17020.9, 17020.11, 17029.5, 17043, 17073.5, 17076, 17078, 17135, 17508,
17515, 17551.5, 17560, 18177, 18178, 18431.5, 18681.5, 18683.5, 18802.9,
18803.2, 18807, and 18817.3, to add Article 4 (commencing with
Section 19310) to Chapter 21 of Part 10 of Division 2 of, to add and
repeal Sections 170524, 17052.12, 17053.13, 17053.14, 17057, 17058,
18035.5, 18161, 18513, 18534, and 18682.5 of, to add and repeal Article
5 (commencing with Section 18765) of Chapter 18.5 of Part 10 of
Division 2 of, to repeal and add Sections 17054.5, 17085, 17272, 17740,
18684, 18803 of, to repeal, add, and repeal Sections 17061.5, 18152,
18504, and 18525 of, to repeal Sections 17042.5, 17052.2, 17053, 17053.1,
17054.6, 17061.3, 17082, 17084, 17088, 17090, 17091, 17134, 17138, 17139,
17140, 17142, 17144, 17149, 17205, 17211, 17225, 17225.5, 17241, 17243,
17244, 17245, 17250.5, 17252, 17252.5, 17254, 17255, 17261, 17262,
17276.5, 17288, 17323, 17503, 17505, 17510, 17513, 17552.5, 17672, 18033,
18035, 18153, 18154, 18155, 18162.5, 18169, 18172, 18173, 18175, 18176,
18681.7, and 18685 of, to repeal and add Chapter 2.1 (commencing
with Section 17062) and Chapter 8 (commencing with Section
17681) of Part 10 of Division 2 of, and to repeal Chapter 15
(commencing with Section 18241) of, Part 10 of Division 2 of, the
Revenue and Taxation Code, and to amend Sections 13009 and 13050
of the Unemployment Insurance Code, relating to taxation, to take
effect immediately, tax levy.

[Approved by Governor September 24, 1987. Filed with
Secretary of State September 25, 1987.]

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

SECTION 1. This act shall be known and may be cited as the
“California Personal Income Tax Fairness, Simplification, and
Conformity Act of 1987.”

SEC. 2. Section 16702 of the Revenue and Taxation Code is
amended to read:

16702. “Generation-skipping transfer” includes every transfer
subject to the tax imposed under Chapter 13 of Subtitle B of the
Internal Revenue Code of 1986, as amended, where the original
transferor is a resident of the State of California at the date of original
transfer, or the property transferred is real or personal property in
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California.

SEC. 3. Section 16704 of the Revenue and Taxation Code is
amended to read:

16704. “Federal generation-skipping transfer tax” means the tax
imposed by Chapter 13 of Subtitle B of the Intemal Revenue Code
of 1986, as amended.

SEC. 4. Section 16710 of the Revenue and Taxation Code is
amended to read:

16710. (a) A tax is hereby imposed upon every
generation-skipping transfer in an amount equal to the amount
allowable as a credit for state generation-skipping transfer taxes
under Section 2604 of the Internal Revenue Code.

(b) If any of the property transferred is real property in another
state or personal property having a business situs in another state
which requires the payment of a tax for which credit is received
against the federal generation-skipping transfer tax, any tax due
pursuant to subdivision (a) of this section shall be reduced by an
amount which bears the same ratio to the total state tax credit
allowable for federal generation-skipping transfer tax purposes as the
value of such property taxable in such other state bears to the value
of the gross generation-skipping transfer for federal generation
skipping transfer tax purposes.

SEC. 5. Section 17020.1 is added to the Revenue and Taxation
Code, to read:

17020.1. For purposes of this part, the term *substituted basis
property” has the same meaning given that term by Section
7701 (a) (42) of the Internal Revenue Code.

SEC. 6. Section 17020.2 is added to the Revenue and Taxation
Code, to read:

17020.2. For purposes of this part, the term “transferred basis
property” has the same meaning given that term by Section
7701 (a) (43) of the Internal Revenue Code, except that reference to
Subtitle A shall instead be a reference to this part.

SEC. 7. Section 17020.3 is added to the Revenue and Taxation
Code, to read:

17020.3. For purposes of this part, the term “exchanged basis
property” has the same meaning given that termm by Section
7701 (a) (44) of the Internal Revenue Code, except that reference to
Subtitle A shall instead be a reference to this part.

SEC. 8. Section 17020.4 is added to the Revenue and Taxation
Code, to read:

17020.4. For purposes of this part, the term “nonrecognition
transaction” has the same meaning given that term by Section
7701 (a) (45) of the Internal Revenue Code, except that reference to
Subtitle A shall instead be a reference to this part.

SEC. 9. Section 17020.9 is added to the Revenue and Taxation
Code, to read:

17020.9. For purposes of this part, the term “domestic building
and loan association” has the same meaning given that term by
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Section 7701 (a) (19) of the Internal Revenue Code.

SEC. 10. Section 17020.11 is added to the Revenue and Taxation
Code, to read:

17020.11. Section 7701 (h) of the Internal Revenue Code, relating
to motor vehicle operating leases, shall be applicable for purposes of
this part.

SEC. 11. Section 17021.5 of the Revenue and Taxation Code is
amended to read:

17021.5. For purposes of this part, marital status shall be
determined in accordance with Section 7703 of the Internal Revenue
Code.

SEC. 12. Section 17024.5 of the Revenue and Taxation Code is
amended to read:

17024.5. (a) (1) Unless otherwise specifically provided, the
terms “Internal Revenue Code,” “Internal Revenue Code of 1954,
or “Internal Revenue Code of 1986,” for purposes of this part, mean
Title 26 of the United States Code, including all amendments thereto
as enacted on the specified date for the applicable taxable year as
follows:

Specified Date of
Internal Revenue
Taxable Year Code Sections
(A) For taxable years beginning on or
after January 1, 1983, and on or
before December 31, 1983 .............. January 15, 1983
(B) For taxable years beginning on or
after January 1, 1984, and on or
before December 31, 1984 ............ January 1, 1984
(C) For taxable years beginning on or
after January 1, 1985, and on or
before December 31, 1985 ............ January 1, 1985
(D) For taxable years beginning on or
after January 1, 1986, and on or

before December 31, 1986 ............ January 1, 1986
(E) For taxable years beginning on or
after January 1, 1987 .....cooeveennnene January 1, 1987

(2) For purposes of subparagraphs (C) and (D) of paragraph (1),
the following applies:

(A) The provisions contained in Sections 4144, inclusive, and 172
of the Tax Reform Act of 1984 (Public Law 98-369), relating to
treatment of debt instruments, shall not be applicable.

(B) The provisions contained in Public Law 99-121, relating to the
treatment of debt instruments, shall not be applicable.

(3) For taxable years beginning on and after January 1, 1987, the
provisions referred to by subparagraphs (A) and (B) of paragraph
(2) shall be applicable for purposes of this part in the same manner
and with respect to the same obligations as the federal provisions,
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except as otherwise provided in this part.

(4) Unless otherwise specifically provided, the following shall
apply:

(A) Any provision of the Internal Revenue Code which becomes
operative on or after the specified date shall also become operative
on the same date for purposes of this part.

(B) Any provision of the Internal Revenue Code which becomes
inoperative on or after the specified date, shall also become
inoperative on the same date for purposes of this part.

(b) Unless otherwise specifically provided, when applying any
section of the Internal Revenue Code for purposes of this part, any
provision therein relating to any of the following shall not be
applicable for purposes of this part:

(1) Except as provided in Chapter 4.5 (commencing with Section
23800) of Part 11 of Division 2, an electing small business corporation,
as defined in Section 1361 (b) of the Internal Revenue Code.

(2) Domestic international sales corporations (DISC), as defined
in Section 992(a) of the Internal Revenue Code.

(3) A personal holding company, as defined in Section 542 of the
Internal Revenue Code.

(4) A foreign personal holding company, as defined in Section 552
of the Internal Revenue Code.

(5) A foreign investment company, as defined in Section 1246 (b)
of the Internal Revenue Code.

(6) A foreign trust, as defined in Section 679 of the Internal
Revenue Code.

(7) Foreign taxes and foreign tax credlts.

(8) Section 911 of the Internal Revenue Code, relating to United
States citizens living abroad.

(9) A foreign corporation, except that Section 367 of the Internal
Revenue Code shall be applicable.

(10) Credits and credit carryovers.

(11) Nonresident aliens.

(12) Deduction for personal exemptions, as provided in Section
151 of the Internal Revenue Code.

(13) The tax on generation-skipping transfers imposed by Section
2601 of the Internal Revenue Code.

(14) The tax, relating to estates, imposed by Section 2001 or 2101
of the Internal Revenue Code.

(¢) When applying the Internal Revenue Code for purposes of
this part, any reference to regulations prescribed by “the secretary”
shall not be applicable if the Franchise Tax Board has adopted and
issued regulations. In the absence of regulations issued by the
- Franchise Tax Board, regulations issued by “the secretary” in effect
as of the specified effective date of the Internal Revenue Code
sections referred to in subdivision (a) shall be applicable to the
extent that they do not conflict with this part.

(d) Whenever this part allows a taxpayer to make an election, the
following rules shall apply:
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(1) A proper election filed in accordance with the Internal
Revenue Code or regulations issued by “the secretary” shall be
deemed to be a proper election for purposes of this part, unless
otherwise provided in this part or in regulations issued by the
Franchise Tax Board.

(2) A copy of that election shall be furnished to the Franchise Tax
Board upon request.

(3) To obtain treatment other than that elected for federal
purposes, a separate election shall be filed with the Franchise Tax
Board.

(e) Whenever this part allows or requires a taxpayer to file an
application or seek consent, the rules set forth in subdivision (d) shall
be applicable with respect to any such application or consent.

(f) When applying the Internal Revenue Code for purposes of
determining the statute of limitations under this part, any reference
to a period of three years shall be modified to read four years for
purposes of this part.

(g) Unless otherwise specifically provided, when applying any
section of the Internal Revenue Code for purposes of this part, any
reference to the “secretary” shall mean the “Franchise Tax Board.”

(h) Unless otherwise specifically provided, when applying any
section of the Internal Revenue Code for purposes of this part, any
reference to “adjusted gross income” (AGI) shall mean the amount
computed as adjusted gross income, in accordance with Section
17072, on the California income tax return for the same taxable year.

(i) Unless otherwise specifically provided, when applying the
Internal Revenue Code for purposes of this part, any reference to a
specific provision of the Internal Revenue Code shall include
modifications of that provision, if any, in this part.

SEC. 13. Section 17027 of the Revenue and Taxation Code is
amended to read:

17027. For the purpose of applying the provisions of Section 79 of
the Internal Revenue Code, with respect to group-term life
insurance purchased for employees, for the purpose of applying the
provisions of Sections 104, 105, 106, and 125 of the Internal Revenue
Code with respect to accident and health insurance or accident and
health plans, for the purpose of applying the provisions of Section
101 (b) (2) of the Internal Revenue Code with respect to employees’
death benefits, and for the purpose of applying the provisions of this
part with respect to contributions to or under a stock bonus, pension,
profit-sharing, or annuity plan, and with respect to distributions
under such a plan, or by a trust forming part of such a plan, the term
“employee” shall include a full-time life insurance salesman who is
considered an employee for the purpose of Chapter 21 of the Federal
Internal Revenue Code, or in the case of services performed before
January 1, 1953, who would be considered an employee if his or her
services were performed during 1953.

SEC. 14. Section 17029.5 is added to the Revenue and Taxation
Code, to read:
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17029.5. (a) The enactment of the act adding this section to the
code shall not deprive any taxpayer of any carryover of a credit,
excess contribution, or loss to which that taxpayer was entitled under
this part, including all amendments enacted prior to January 1, 1987.

(b) The carryover of the credit, excess contribution, or loss shall
be allowed to be carried forward under the act adding this section
to the code for the same period of time as the taxpayer would have
been entitled to carry that item forward under prior law.

(c) .For purposes of applying the provisions of the act adding this
section to the code, the basis or recomputed basis of any asset
acquired prior to January 1, 1987, shall be determined under the law
at the time the asset was acquired and any adjustments to basis shall
be computed as follows:

(1) Any adjustments to basis for taxable years beginning prior to
January 1, 1987, shall be computed under applicable provisions of this
part, including all amendments enacted prior to January 1, 1987; and

(2) Any adjustments to basis for taxable years beginning on or
after January 1, 1987, shall be computed under the applicable
provisions of the act adding this section to the code. '

SEC. 15. Section 17041 of the Revenue and Taxation Code is
amended to read:

17041. (a) There shall be imposed for each taxable year upon the
entire taxable income of every resident of this state, except the head
of a household as defined in Section 17042, taxes in the following
amounts and at the following rates upon the amount of taxable
income:

If the taxable income is: The tax is:
Not over $3,650 ........ocoviervvinvirireveriernnnes 1% of the taxable income
Over $3,650 but not

OVET $8,650 .....covveveeeeecrerereee e $36.50 plus 2% -

of the excess over $3,650
Over $8,650 but not
OVET $13,650 ....ocovveviirieiiircrenicrereseeiene $136.50 plus 4% °
. of the excess over $8,650
Over $13,650 but not
over $18,950 ......coevveciiininiercrereei $336.50 plus 6%
of the excess over $13,650
Over $18,950 but not

over $23,950 .....oovcieeerereie e $654.50 plus 8%
of the excess over $18,950

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

(b) There shall be imposed for each taxable year upon the entire
taxable income of every nonresident or part-year resident which is
derived from sources in this state, except the head of a household as
defined in Section 17042, a tax which shall be equal to the tax
computed under subdivision (a) as if the nonresident or part-year
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resident were a resident multiplied by the ratio of California source
adjusted gross income to total adjusted gross income from all sources.
For purposes of computing the tax under subdivision (a) and gross
income from all sources, the net operating loss deduction provided
in Section 172 of the Internal Revenue Code, as modified by Section
17276, shall be computed as if the taxpayer was a resident for all prior
years.

{¢) There shall be imposed for each taxable year upon the entire
taxable income of every resident of this state, when such resident is
the head of a household, as defined in Section 17042, taxes in the
following amounts and at the following rates upon the amount of
taxable income:

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

over $17,300 .......oovvvvrerreere e $73 plus 2%

of the excess over $7,300
Over $17,300 but not
over $22,300 ........ccooooveernrreneerenninneeens $273 plus 4%
of the excess over $17,300
Over $22,300 but not
over $27,600 .......cccovvevceverreerreereenerieeneenns $473 plus 6%
of the excess over $22,300
Over $27,600 but not

over $32,600 .....c.occevevererirrieenreireeeeeene $791 plus 8%
of the excess over $27,600
Over $32,600.......cccccvvririirveiirirecreneereessennes $1,191 plus 9.3%

of the excess over $32,600

(d) There shall be imposed for each taxable year upon the entire
taxable income of every nonresident or part-year resident which is
derived from sources within this state when such nonresident or
part-year resident is the head of a household, as defined in Section
17042, a tax which shall be equal to the tax computed under
subdivision (c) as if the nonresident or part-year resident were a
resident multiplied by the ratio of California source adjusted gross
income to total adjusted gross income from all sources. For purposes
of computing the tax under subdivision (¢) and gross income from
all sources, the net operating loss deduction provided in Section 172
of the Internal Revenue Code, as modified by Section 17276, shall be
computed as if the taxpayer was a resident for all prior years.

(e) There shall be imposed for each taxable year upon the taxable
income of every estate, trust, or common trust fund taxes equal to the
amount computed under subdivision (a) for an individual having the
same amount of taxable income.

(f) The tax imposed by this part is not a surtax.

(g) For purposes of this section, the taxation of the unearned
income of a minor child who has not attained age 14 before the close
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of the taxable year and who has a parent living at the close of the
taxable year shall be determined in accordance with Section 1(i) of
the Internal Revenue Code, relating to certain unearned income of
minor children taxed as if the parent’s income.

(h) For each taxable year beginning on or after January 1, 1988,
the Franchise Tax Board shall recompute the income tax brackets
prescribed in subdivisions (a) and (c). That computation shall be
made as follows:

(1) The California Department of Industrial Relations shall
transmit annually to the Franchise Tax Board the percentage change
in the California Consumer Price Index for all items from June of the
prior calendar year to June of the current calendar year, no later than
August 1 of the current calendar year.

(2) For taxable years beginning on and after January 1, 1988, and
thereafter, the Franchise Tax Board shall compute an inflation
adjustment factor by adding 100 percent to the percentage change
figure which is furnished pursuant to paragraph (1) and dividing the
result by 100, the amounts of each bracket to be rounded off to the
nearest one dollar ($1).

SEC. 16. Section 17042 of the Revenue and Taxation Code is
amended to read:

17042. For purposes of this part, an individual shall be considered
a head of a household if he or she qualifies under Section 2(b) and
(¢) of the Internal Revenue Code.

SEC. 17. Section 17042.5 of the Revenue and Taxation Code is
repealed.

SEC. 18. Section 17043 is added to the Revenue and Taxation
Code, to read:

17043. (a) Infiling returns as provided in Article 1 (commencing
with Section 18041) of Chapter 17, an individual is required to use the
same filing status as that used on his or her federal income tax return
for the same taxable year.

(b) In the case of a husband and wife who file a joint federal
income tax return, if one spouse was a resident of this state for all of
the taxable year and the other spouse was a nonresident for all or any
portion of the taxable year, a joint nonresident income tax return is
required to be filed.

SEC. 19. Section 17052.2 of the Revenue and Taxation Code is
repealed.

SEC. 20. Section 17052.4 is added to the Revenue and Taxation
Code, to read:

17052.4. (a) For taxable years beginning on or after January 1,
1987, there shall be allowed as a credit against the amount of net tax
(as defined in Section 17039) an amount equal to 12 percent of the
cost of a solar energy system installed on premises, used for
commercial purposes, which are located in California and which are
owned by the taxpayer during the taxable year. For purposes of
taxpayers who lease a solar energy system pursuant to subdivision
(m), the tax credit shall apply only to the principal recovery portion
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of lease payments for the term of the lease not to exceed 10 years,
as defined in subdivision (o), which are made during the taxable
year, and to the amounts which are expended on the purchased
portion of the solar energy system, including installation charges,
during the taxable year. For taxable years beginning on or after
January 1, 1988, and before January 1, 1989, the credit percentage
allowed by this section shall be 10 percent.

(b) The solar energy tax credit shall be claimed on the state
income tax return for the taxable year in which the solar energy
system was installed.

(c) A taxpayer who claimed the solar energy tax credit in the state
income tax return for the taxable year in which the solar energy
system was installed may claim the credit in subsequent years for
additions to the system or additional systems by the amount
prescribed in subdivision (a).

(d) For purposes of computing the credit provided by this section,
the cost of any solar energy system eligible for the credit shall be
reduced by any grant provided by a public entity for that system.

(e) The basis of any system for which a credit is allowed shall be
reduced by the amount of the credit and the amount of any grant
provided by a utility or public agency for the solar energy system.
The basis adjustment shall be made for the taxable year for which the
credit is allowed.

(f) With the exception of a husband and wife, if there is more than
one owner of a premises on which a solar energy system is installed,
each owner shall be eligible to receive the solar energy tax credit in
proportion to his or her ownership interests in the premises. In the
case of a husband or wife who files a separate return, the credit may
be taken by either or equally divided between them.

(g) In the case of a partnership, the solar energy tax credit may
be divided between the partners pursuant to a written partnership
agreement.

(h) In the case where the credit 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 to the “net tax” in
succeeding taxable years, until the credit is used. The credit shall be
applied first to the earliest years possible.

(i) No tax credit may be claimed under this section for any
expenditures which have been otherwise claimed as a tax credit for
the current or any prior taxable year as energy conservation
measures under this part.

() Energy conservation measures applied in conjunction with
solar energy systems to reduce the total cost or backup energy
requirements of those systems shall be considered part of the
systems, and shall be eligible for the tax credit. Qualified energy
conservation measures installed within six months of the date of
installation of the solar energy systemn are considered to be installed
“in conjunction with” the solar energy system, even if the period
spans two taxable years. In cases involving more than six months
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between the dates of installation of the energy conservation
measures and the solar energy system, the taxpayer must be able to
provide persuasive evidence that the energy conservation measures
were in fact installed in conjunction with a solar energy system.
Eligible conservation measures applied in conjunction with solar
space heating include, but are not limited to, ceiling, wall, and floor
insulation above that required by law at the time of original
construction. Eligible conservation measures applied in conjunction
with solar water heating include, but are not limited to, water heater
insulation jackets, and shower and faucet flow reducing devices.
Energy conservation measures which shall be eligible for the tax
credit when applied in conjunction with solar energy systems shall
be defined by the Energy Resources Conservation and Development
Commission as part of the solar energy system eligibility criteria.

(k) Taxpayers who lease a solar energy system installed on
premises in California shall receive a tax credit as provided in
subdivision (a), if the lessee can confirm, if necessary, by a written
document signed by the lessor that (1) the lessor irrevocably elects
not to claim a state tax credit for the solar energy system, and (2) if
the system is installed in a locality served by a municipal solar utility,
that the lessor holds a valid permit from the municipal solar utility.
Leasing requirements may be established by the State Energy
Resources Conservation and Development Commission as part of
the solar energy system eligibility criteria.

(I) The State Energy Resources Conservation and Development
Commission shall, after one or more public hearings, establish
guidelines and criteria for solar energy systems which shall be
eligible for the credit provided by this section. These guidelines and
criteria may include, but are not limited to, minimum requirements
for safety, reliability, and durability of solar energy systems. The
Franchise Tax Board shall prescribe such regulations as may be
necessary to carry out the purposes of this section.

(m) For purposes of this section, the following definitions shall
apply:

{1) “Installed” means placed in a functionally operative state.

(2) “Cost” includes equipment, installation charges, and
compensation paid to the owner of burdened property in connection
with the acquisition of a solar easement, as defined in Section 801.5
of the Civil Code, and the fees for the recording of the easement. In
the case of a system which is leased, “cost” means the principal
recovery portion of lease payments, which is the cost incurred by the
taxpayer in acquiring the solar energy system, excluding interest
charges and maintenance expenses.

“Cost” does not include interest charges and costs associated with
the acquisition of an easement other than a solar easement.

(3) “Owner” includes duly recorded holders of legal title, lessees
with at least three years remaining on their lease or easement
granting use of the premises, a person purchasing premises under a
contract of sale, or who holds shares or membership in a cooperative
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housing corporation, which holding is a requisite to the exclusive
right of occupancy to the premises, a person who is a member of a
nonprofit corporation or association which is a lessee with at least
three years remaining on its lease.

(4) “Premises” means the principal stationary location in
California where the system is installed for direct use or for purposes
of sale of energy, and includes land, easements, and buildings or
portions thereof.

(5) “Commercial purposes” means the installation of solar energy
systems on premises other than single-family dwellings.

(6) “Single-family dwelling” means single-family residences,
mobilehomes, and the individual units of condominiums.

“Single-family dwelling” does not include cooperatives, apartment
buildings, or other similar multiple dwellings, including buildings
and any other common areas of a condominium maintained by a
homeowners association.

(7) (A) “Solar energy system’” means the use of solar devices for
the individual function of:

(i) Domestic or service water heating.

(ii) Space conditioning.

(iii) Production of electricity.

(iv) Process heat.

(v) Solar mechanical energy.

“Solar energy system” includes, but is not limited to, passive
thermal systems, semipassive thermal systems, active thermal
systems, and photovoltaic systems.

For purposes of this section, “solar energy system” does not
include solar devices for the individual function of wind energy for
the production of electricity or mechanical work.

(B) Eligible solar energy systems shall have a useful life of not less
than three years.

(8) “Solar device” means the equipment associated- with the
collection, conversion, transfer, distribution, storage, or control of
solar energy. In the case of a solar device associated with two or more
solar energy systems, the credit allowed for the solar device may be
taken for any one of the systems, or divided equally between them.

(9) “Passive thermal system” means a system which utilizes the
structural elements of the building, and is not augmented by
mechanical components, to provide for collection, storage, or
distribution of solar energy for heating or cooling.

(10) ‘““Active thermal system” means a system which utilizes solar
devices thermally isolated from the commercial space to provide for
collection, storage, or distribution of solar energy for heating or
cooling.

(11) “Semipassive thermal system” means a system which utilizes
the structural elements of a building and is augmented by
mechanical components to provide for collection, storage, or
distribution of solar energy for heating or cooling.

(12) “Municipal solar utility” means a city, county, or municipal
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utility district, or agency thereof, which sells or leases solar or other
energy generating equipment or energy saving devices for
residential, commercial, agricultural, or industrial uses or which
issues permits to companies engaged in the leasing of this
equipment.

(n) The provisions of this section shall not apply to any solar
energy system which continues to qualify for the tax credit
authorized by former Section” 17052.5 (as amended by Chapter 1200
of the Statutes of 1986) by meeting the eligibility requirements of
subdivision (I) of that section.

(o) This section shall remain in effect only until January 1, 1989,
and as of that date is repealed, uniess a later enacted statute, which
is enacted before January 1, 1989, deletes or extends the date.
However, any unused credit may be used beyond that date in
accordance with subdivision (h).

SEC. 20.5. Section 17052.6 of the Revenue and Taxation Code is
amended to read:

17052.6. (a) There shall be allowed as a credit against the “net
tax” an amount determined in accordance with Section 21 of the
Internal Revenue Code, except that the amount of the credit shall
be 30 percent of the allowable federal credit regardless of whether
there is a federal tax liability.

(b) This section shall remain in effect only until January 1, 1993,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1993, deletes or extends that date.

SEC. 21. Section 17052.9 of the Revenue and Taxation Code is
amended to read:

17052.9. (a) There shall be allowed as a credit against the “net
tax” imposed by this part for the taxable year an amount determined
under subdivision (b) or (c).

(b) There shall be allowed as a credit an amount determined in
accordance with Section 22 of the Internal Revenue Code, except—

(1} The amount of the credit shall be limited to 50 percent of the
amount computed under Section 22 of the Internal Revenue Code.

(2) The credit shall not be allowed to any nonresident or part-year
resident. )

(c) (1) There shall be allowed as a credit an amount equal to 10
percent of the amount received by that individual as retirement
income (as defined in paragraph (4) and as limited by paragraphs
(5), (6), and (7)).

(2) In the case of a married individual, this subdivision shall apply
to the taxable year only if both spouses so elect and no credit shall
be allowed to either spouse under subdivision (a).

(3) A credit shall not be allowed under this subdivision, unless all
of the following are met:

(A) An individual—

(i) Has not attained age 65 before close of the taxable year, and

(ii) Has income from pensions and annuities under a public
retirement system (as defined in subparagraph (A) of paragraph
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(9)), and

(iii) Was allowed a credit under this section for a taxable year
beginning prior to January 1, 1984.

(B) In the case of a married couple, the spouse who is under age
65 meets all of the requirements in subparagraph (A).

(C) The individual is a resident of this state (both spouses, in
case of a joint return) for the entire taxable year.

(4) For purposes of this subdivision, the term “retirement
income” means—

(A) In the case of an individual who has attained age 65 before
the close of the taxable year, income from—

(i) Pensions and annuities (including, in the case of an
individual who is, or has been, an employee within the meaning
of Section 401 (c) (1) of the Internal Revenue Code, distributions
by a trust described in Section 401(a) of the Internal Revenue
Code, which is exempt from tax under Section 501(a) of the
Internal Revenue Code).

(ii) Interest,

(iii) Rents,

(iv) Dividends, and

(v) An individual retirement account described in Section
408(a) of the Internal Revenue Code, or an individual retirement
annuity described in Section 408 (b) of the Internal Revenue Code;
or

(B) In the case of an individual who has not attained age 65
before the close of the taxable year and who performed the
services giving rise to the pension or annuity (or is the spouse of
the individual who performed the services), income from pensions
and annuities under a public retirement system (as defined in
subparagraph (A) of paragraph (9)),

to the extent included in gross income without reference to this
subdivision, but only to the extent that income does not represent
compensation for personal services rendered during the taxable
year.

(5) For purposes of this subdivision, the amount of retirement
income shall not exceed five thousand dollars ($5,000) less—

(A) An amount equal to the sum of the amounts received by the
individual (or, in the case of a joint return, by either spouse) as a
pension or annuity—

(i) Under Title II of the Social Security Act,

(ii) Under the Railroad Retirement Act of 1974, or

(iii) Otherwise excluded from gross income.

No reduction shall be made under this subparagraph for any
amount excluded from gross income under Section 72 of the Internal
Revenue Code (relating to annuities), Section 101 of the Internal
Revenue Code (relating to life insurance proceeds), Section 104 of
the Internal Revenue Code (relating to compensation for injuries or
sickness), Section 105 of the Internal Revenue Code (relating to
accident and health plans), Section 120 of the Internal Revenue Code
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(relating to qualified group legal services plan), Section 402 of the
Internal Revenue Code (relating to a beneficiary of an employees’
trust), or Section 403 of the Internal Revenue Code (relating to
employee annuities).

(B) In the case of any individual who has not attained age 72
before the close of the taxable year—

(i) If that individual has not attained age 62 before the close of the
taxable year, any amount of earned income (as defined in
subparagraph (B) of paragraph (9) in excess of nine hundred dollars
($900) received by that individual in the taxable year, or

(ii) If that individual has attained age 62 before the close of the
taxable year, the sum of one-half the amount of earned income
received by that individual in the taxable year in excess of one
thousand two hundred dollars ($1,200), but not in excess of one
thousand seven hundred dollars ($1,700), and the amount of earned
income so received in excess of one thousand seven hundred dollars
($1,700).

(6) In the case of a joint return, paragraph (5) shall be applied by
substituting “seven thousand five hundred dollars {$7,500)” for “five
thousand dollars ($5,000).” The seven thousand five hundred dollars
($7,500) provided by the preceding sentence shall be divided
between the spouses in those amounts as may be agreed on by them,
except that not more than five thousand dollars ($5,000) may be
assigned to either spouse.

(7) In the case of a married individual filing a separate return,
paragraph (5) shall be applied by substituting “three thousand seven
hundred fifty dollars ($3,750)" for “five thousand dollars ($5,000).”

(8) In the case of a joint return, this subdivision shall be applied
without regard to community property laws.

(9) For purposes of this subdivision—

(A) “Public retirement system” means a pension, annuity,
retirement, or similar fund or system established by the United
States, a state, a possession of the United States, any political
subdivision of any of the foregoing, or the District of Columbia.

. (B) “Earned income” has the meaning assigned to that term by
Section 911(d) (2) of the Internal Revenue Code, except that such
term does not include any amount received as a pension or annuity.

(10) The provisions of this subdivision shall not be applicable to
taxable years beginning on or after January 1, 1992.

(d) This section shall remain in effect only until January 1, 1992,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1992, deletes or extends that date.

SEC. 22. Section 17052.12 is added to the Revenue and Taxation
Code, to read:

17052.12. There shall be allowed as a credit against the ‘net tax”
(as defined by Section 17039) for the taxable year an amount
determined in accordance with Section 41 of the Internal Revenue
Code, except as follows:

(a) The applicable percentage shall be 8 percent of the excess of
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the qualified research expenses for the taxable year over the base
period research expenses and 12 percent of the basic research
payments.

(b) “Qualified research” and ‘“basic research” shall include only
research conducted in California.

(c) The provisions of Section 41(e)(7)(A) of the Internal
Revenue Code, shall be modified so that “basic research,” for
purposes of this section, includes any basic or applied research
including scientific inquiry or original investigation for the
advancement of scientific or engineering knowledge or the
improved effectiveness of commercial products, except that the
term does not include any of the following:

(1) Basic research conducted outside California.

(2) Basic research in the social sciences, arts, or humanities.

(3) Basic research for the purpose of improving a commercial
product if the improvements relate to style, taste, cosmetic, or
seasonal design factors.

(4) Any expenditure paid or incurred for the purpose of
ascertaining the existence, location, extent, or quality of any deposit
of ore or other mineral (including oil and gas).

(d) With the exception of a husband and wife, if two or more
taxpayers share in the expenses eligible for the credit provided by
this section, each taxpayer shall be eligible to receive the tax credit
in proportion to his or her respective share of the expenses paid or
incurred. In the case of a partnership, the tax credit may be divided
between the partners pursuant to a written partnership agreement
in accordance with Chapter 10 (commencing with Section 17851),
which includes Section 704 of the Internal Revenue Code concerning
substantial economic effect, relating to partner’s distributive share.
In the case of a husband or wife who files a separate return, the credit
may be taken by either or equally divided between them.

(e) In the case where the credit 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 to the net tax in
succeeding taxable years. The credit shall be applied first to the
earliest taxable years possible.

(f) (1) This section shall apply only to amounts incurred on or
after January 1, 1988, and paid or incurred before January 1, 1993.

(2) In the case of any taxable year which begins before January 1,
1988, and ends after December 31, 1987, any amount for any base
period with respect to that taxable year shall be the amount which
bears the same ratio to that amount for that base period as the
number of days in that taxable year before January 1, 1988, bears to
the total number of days in that taxable year.

(3) In the case of any taxable year which begins before January 1,
1993, and ends after December 31, 1992, any amount for any base
period with respect to that taxable year shall be the amount which
bears the same ratio to that amount for that base period as the
number of days in that income year before January 1, 1993, bears to
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the total number of days in that taxable year.

(g) This section shall remain in effect only until January 1, 1994,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1994, deletes or extends that date.

SEC. 23. Section 17052.13 of the Revenue and Taxation Code is
amended to read:

17052.13. (a) There shall be allowed as a credit against the “net
tax” (as defined in Section 17039) for the taxable year the amount
equal to the sales or use tax paid or incurred by the taxpayer in
connection with the purchase of qualified property.

(b) For purposes of this section:

(1) “Taxpayer” means either of the following:

(A) A qualified business as defined in Section 7082 of the
Government Code. )

(B) A person or entity engaged in a trade or business within an
enterprise zone designated pursuant to Section 7073 of the
Government Code.

(2) “Qualified property” means machinery and machinery parts
used for fabricating, processing, assembling, and manufacturing, and
machinery and machinery parts used for the production of
renewable energy resources or air or water pollution control
mechanisms, up to a value of one million dollars ($1,000,000), which,
in the case of a taxpayer described in subparagraph (A) of paragraph
(1), is used exclusively in a program area, and, in the case of a
taxpayer described in subparagraph (B) of paragraph (1), is used
exclusively in an enterprise zone.

(c) If the taxpayer has purchased property upon which a use tax
has been paid or incurred, the credit provided under subdivision (a)
shall be allowed only if qualified property of a comparable quality
and price is not timely available for purchase in this state.

(d) In the case where the credit 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 to the “net tax” in
succeeding taxable years, until the credit is used. The credit shall be
applied first to the earliest 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) In the case of a taxpayer described in subparagraph (A) of
paragraph (1) of subdivision (b), the amount of the credit provided
by this section in any taxable year shall not exceed the amount of tax
which would be imposed on the income attributed to business
activities of the taxpayer within the program area (as defined in
Section 7082 of the Government Code) as if that attributed income
represented all of the net income of the taxpayer subject to tax under
this part. The amount of that attributed income shall be determined
in accordance with the provisions of Article 2 (commencing with
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Section 25120) of Chapter 17 of Part 11.

(g) In the case of a taxpayer described in subparagraph (B) of
paragraph (1) of subdivision (b), the amount of the credit provided
by this section in any taxable year shall not exceed the amount of tax
which would be imposed on the income attributed to business
activities of the taxpayer within an enterprise zone (designated
pursuant to Section 7073 of the Government Code) as if that -
attributed income represented all of the net income of the taxpayer
subject to tax under this part. The amount of that attributed income
shall be determined in accordance with the provisions of Article 2
(commencing with Section 25120) of Chapter 17 of Part 11.

(h) This section shall remain in effect only until January 1, 1993,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1993, deletes or extends that date.

SEC. 24. Section 17053 of the Revenue and Taxation Code is
repealed.

SEC. 25. Section 17053.1 of the Revenue and Taxation Code is
repealed.

SEC. 26. Section 17053.8 of the Revenue and Taxation Code is
amended to read:

17053.8. (a) There shall be allowed as credit against the “net tax™
(as defined in Section 17039) for the taxable year an amount equal
to the sum of each of the following:

(1) Fifty percent for qualified wages in year one.

) Forty percent for qualified wages in year two.

) Thirty percent for qualified wages in year three.
(4) Twenty percent for qualified wages in year four.

) Ten percent for qualified wages in year five.

(b) For purposes of this section:

(1) “Qualified wages” means the wages paid or incurred by the
employer during the taxable year to qualified disadvantaged
individuals “qualified wages” means that portion of hourly wages
which does not exceed 150 percent of the minimum wage.

(2) *“Qualified years one through five wages” means, with respect
to any individual, qualified wages received during the 60-month
period beginning with the day the individual commences
employment within an enterprise zone.

(3) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(coc;nmencing with Section 1171) of Part 4 of Division 2 of the Labor
Code.

(c) For purposes of this section:

(1) “Qualified disadvantaged individual” means an individual—

(A) Who is a qualified employee within the meaning of
subdivision (d).

(B) Whois hired by the employer after the designation of the area
in which services were performed as an enterprise zone (under
Section 7073 of the Government Code).

(C) Who is any of the following:
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(i) An individual who has been determined eligible by the
administrative entity of a service delivery area for services under the
federal Job Training Partnership Act (29 U.S.C. Sec. 1501 et seq.) and
who is receiving subsidized employment, training, or services
funded by the federal Job Training Partnership Act, except for an
individual who only receives outreach, intake, or assessment services
or a combination thereof.

(ii) Any voluntary or mandatory registrant under the Greater
Avenues for Independence Act of 1985 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.

(iii) Any voluntary or mandatory registrant for the Work
Incentive Demonstration Program provided for pursuant to Section
11347 of the Welfare and Institutions Code.

(iv) Any voluntary or mandatory registrant for the Employment
Preparation Program provided for pursuant to Article 3.5
(commencing with Section 11325) of Chapter 2 of Part 3 of Division
9 of the Welfare and Institutions Code.

(d) For purposes of this section: “qualified employee” means an
individual—

(1) 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, and

(2) Who performs at least 50 percent of his or her services for the
taxpayer during the taxable year in an enterprise zone.

(e) (1) For purposes of this section:

(A) All employees of trades or businesses (which are not
incorporated) which are under common control shall be treated
as employed by a single employer, and

(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 which apply in the case of
controlled groups of corporations as specified in subdivision (e) of
Section 24331.

(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 an
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 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
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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.

(ii) 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
provisions 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.

(g) In the case of an estate or trust—

(A) 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, and

(B) Any beneficiary to whom any qualified wages have been
apportioned under paragraph (A) shall be treated (for purposes of
this part) as the employer with respect to those wages.

(h) For purposes of this section, “enterprise zone” means an area
for which designation as an enterprise zone is in effect under Section
7073 of the Government Code.

(i) The credit shall be reduced by the credit allowed under
Section 17053.7. The credit shall also be reduced by the credit
allowed under Section 51 of the Internal Revenue Code.

In addition, no deduction shall be allowed as provided in Section
162 of the Internal Revenue Code for that portion of the wages or
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salaries paid or incurred for the taxable year upon which the credit
is based.

()) Inthe case where the credit 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 to the net tax in succeeding
taxable years for the number of taxable years in which the
designation of an enterprise zone under Section 7073 of the
Government Code is operative, or 15 taxable years, if longer, until
the credit is used. The credit shall be applied first to the earliest
taxable years possible.

(k) The amount of the credit allowed by this section in any taxable
year shall not exceed the amount of tax which would be imposed on
the income attributed to business activities of the taxpayer within the
enterprise zone (as defined in Section 7073 of the Government
Code) as if that attributed income represented all of the net income
of the taxpayer subject to tax under this part. The amount of that
attributed income shall be determined in accordance with the
provisions of Article 2 (commencing with Section 25120) of Chapter
17 of Parf 11.

() This section shall remain in effect only until January 1, 1993,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1993, deletes or extends that date.

SEC. 27. Section 17053.9 of the Revenue and Taxation Code is
amended to read:

17053.9. (a) In the case of a qualified employee, there is allowed
as a credit against the tax imposed by this chapter for the taxable year
an amount equal to 5 percent of the qualified wages for the taxable
year. - :

(b) For purposes of this section:

(1) “Qualified employee” means an individual—

(A) Who is described in subdivision (d) of Section 17053.8.

(B) Who is not an employee of the federal government or of this
state or of any political subdivision of this state.

(2) (A) “Qualified wages” has the meaning given to the term
“wages” under subsection (b) of Section 3306 of the Internal
Revenue Code, attributable to services performed for an employer
with respect to whom the employee is a qualified employee, in an
amount which does 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.

(3) “Enterprise zone” means any area with respect to which a
designation as an enterprise zone is in effect under Section 7073 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
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year shall not exceed the amount of tax which would be imposed on
the income of the employee attributable to employment within the
enterprise zone as if that income represented all of the net income
of the taxpayer subject to tax under this part.

(e) This section shall remain in effect only until January 1, 1993,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1993, deletes or extends that date.

SEC. 28. Section 17053.11 of the Revenue and Taxation Code is
amended to read:

17053.11. (a) There shall be allowed as a credit against the “net
tax” (as defined in Section 17039) for the taxable year the amount
determined in subdivisions (c) and (d) for a qualified business which
hires a qualified employee.

(b) For purposes of this section:

(1) “Qualified business” means a qualified business, as defined in
Section 7082 of the Government Code, except that the percentage
requirements with respect to employment of residents of a
high-density unemployment area shall be applicable only to those
employees hired within the 12 months immmediately preceding the
date that the business seeks certification from the Department of
Commerce and not to the entire workforce of the business. A
business shall be a qualified business only for the purposes of this
section, provided that the Department of Commerce certifies that
the business meets the standards set forth in this paragraph.

(2) “Qualified employee” means an employee who has been an
unemployed resident of a high density unemployment area (as
defined in Section 7082 of the Government Code) prior to being
employed by the qualified business. For the purposes of this section,
participation by a prospective employee in a state or federally
funded job training or work demonstration program shall not
constitute employment, or effect the eligibility of an otherwise
qualified employee. Qualified employee includes an otherwise
qualified employee who is employed by a qualified business in the 90
days prior to its certification by the Department of Commerce as a
qualified business for the purpose of becoming eligible for that
certification.

(c) The credit provided for each qualified employee who has
been unemployed for at least six months prior to being employed and
has been hired pursuant to subdivision (a), shall be as follows:

(1) Twelve percent of qualified wages for the first six months of
employment.

(2) Twelve percent of qualified wages for the second six months
of employment.

(3) Seven percent of qualified wages for the second year of
employment.

(d) The credit provided for each qualified employee who has
been unemployed for at least three months but less than six months
prior to being employed shall be 5 percent of qualified wages for the
first year of employment; however, the credit for the second year of
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employment shall be that provided in paragraph (3) of subdivision
(c).

(e) For purposes of this section, “qualified wages” means that
portion of wages not in excess of 150 percent of the minimum hourly
wage paid or incurred by the qualified business during the taxable
year to the qualified employee.

(f) (1) Ifthe employment of any employee with respect to whom
qualified wages are taken into account under subdivision (c) 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 prior
taxable years attributable to qualified wages paid or incurred with
respect to that employee.

(2) Paragraph (1) shall not apply to any of the following:

(A) A termination of employment of an employee who
voluntarily leaves the employment of the taxpayer.

(B) 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.

(C) A termination of employment of an individual, if it is
determined under the applicable unemployment compensation
provisions that the termination was due to the misconduct of that
individual.

(D) A termination of employment of an individual due to a
substantial reduction in the trade or business operations of the
taxpayer. .

(E) 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 number of employees and hours of employment.

(g) In the case where the credit 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 to the “net tax” in
succeeding taxable years until the credit is used. The credit shall be
applied first to the earliest taxable years possible.

(h) The amount of the credit allowed by this section for any
taxable year shall not exceed the amount of tax which would be
imposed on the income attributed to business activities of the
taxpayer within the program area (as defined in Section 7082 of the
Government Code) as if that attributed income represented all of
the net income of the taxpayer subject to tax under this part. The
amount of that attributed income shall be determined in accordance
with the provisions of Article 2 (commencing with Section 25120) of
Chapter 17 of Part 11.
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(i) This section shall remain in effect only until January 1, 1993,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1993, deletes or extends that date.

SEC. 29. Section 17053.13 is added to the Revenue and Taxation
Code, to read:

17053.13. (a) (1) There shall be allowed as a credit against the
amount of “net tax” (as defined in Section 17039) an amount equal
to 4 percent of the total amount of eligible income (as defined in
subdivision (b)) received by a qualifying taxpayer during the taxable
year.

(2) The credit allowed by this section shall not exceed forty dollars
($40) in any taxable year.

(b) For purposes of this section, “eligible income” means all of the
following:

(1) The salary, wages, bonuses, allowances, and other
compensation received by an individual for his or her services on
extended active duty as a member of the armed forces of the United
States, including any auxiliary branch thereof. For the purposes of
this paragraph and paragraph (3), “extended active duty’ means any
period of active duty pursuant to a call or order to that duty for a
period in excess of 90 days or for an indefinite period.

(2) Pensions and retirement pay received by an individual for his
or her services as a member of the Armed Forces of the United
States, including any auxiliary branch thereof.

(3) Salary, wages, bonuses, allowances, and other compensation
received by an individual for his or her services on other than
extended active duty as a member of the Armed Forces of the United
States, including any auxiliary branch thereof.

(4) Compensation and allowances received for active duty service
as a member in the California National Guard or State Military
Reserve for any month during any part of which that member did
either of the following:

(A) Served pursuant to a declaration of emergency by the
Governor in accordance with Section 143 or 146 of the Military and
Veterans Code.

(B) (i) Was hospitalized as a result of wounds, disease, or injury
incurred while serving under the declaration of emergency specified
in subparagraph (A).

(ii) This paragraph shall not apply for any month beginning more
than two years after the date of termination of the emergency
specified in subparagraph (A).

(5) For purposes of paragraph (4):

(A) Service is performed only if performed on or after the date
the declaration of emergency specified in subparagraph (A) of
paragraph (4) is declared by the Governor and on or before the date
of termination of that emergency, as designated by the Governor.

(B) “Compensation and allowances” does not include pension
and retirement pay.

(c) For purposes of this section, “qualifying taxpayer” means an
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individual whose adjusted gross income for the taxable year is less
than twenty-seven thousand dollars ($27,000). For purposes of this
subdivision, if the taxpayer is married during any period of the
taxable year, there shall be taken into account the combined adjusted
gross income of the taxpayer and his or her spouse for that period.
However, in the case where a taxpayer and his or her spouse each
are qualified to claim the credit provided by this section, half of their
combined adjusted gross income shall be attributable to each spouse.

(d) This section shall remain in effect only until January 1, 1992,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1992, deletes or extends that date.

SEC. 30. Section 17053.14 is added to the Revenue and Taxation
Code, to read:

17053.14. (a) There shall be allowed as a credit against “net tax”
(as defined by Section 17039) an amount equal to 25 percent of the
amount of political contributions made by an individual during the
taxable year, including contributions which are designated pursuant
to Section 18720 but not amounts deductible under Section 17283.

(b) The amount of the credit under this section shall not exceed
for any taxable year the following:

(1) Fifty dollars ($50) for married couples filing joint returns,
heads of households, and surviving spouses (as defined in Section
17046).

(2) Twenty-five dollars ($25) for all other individuals.

(c) In the case where the credit 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 to the net tax in
succeeding taxable years until the credit is used. The credit shall
apply to the earliest taxable years possible.

(d) This section shall remain in effect only until January 1, 1992,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1992, deletes or extends that date.

SEC. 31. Section 17054 of the Revenue and Taxation Code is
amended to read:

17054. In the case of individuals computing their tax under
Section 17041 or Section 17048, the following credits for personal
exemption may be deducted from the tax imposed.

(a) In the case of a single individual, or a married individual
making a separate return a credit of fifty-one dollars ($51) for taxable
years beginning on or after January 1, 1987, and before January 1,
1988, and fifty-two dollars ($52) for taxable years beginning on or
after January 1, 1988.

(b) In the case of a head of household, a surviving spouse (as
defined in Section 17046), or a husband and wife making a joint
return, a credit of one hundred two dollars ($102) for taxable years
beginning on or after January 1, 1987, and before January 1, 1988, and
one hundred four dollars ($104) for taxable years beginning on or
after January 1, 1988. If one spouse was a resident for the entire
taxable year and the other spouse was a nonresident for all or any
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portion of the taxable year, the personal exemption shall be divided
equally.

(¢) In addition to any other credit provided in this section, in the
case of an individual who is 65 years of age or over by the end of the
taxable year a credit of fifty-one dollars ($51) for taxable years
beginning on or after January 1, 1987, and before January 1, 1988, and
fifty-two dollars ($52) for taxable years beginning on or after January
1, 1988.

(d) Except as provided in paragraph (2) or (3), a credit of
fifty-one dollars ($51) for taxable years beginning on or after January
1, 1987, and before January 1, 1988, and fifty-two dollars ($52) for
taxable years beginning on or after January 1, 1988, for each
dependent (as defined in Section 17056)—

(1) For whom an exemption is allowable under Section 151 (e) of
the Internal Revenue Code.

(2) If the taxpayer would not occupy the status of head of a
household except by reason of there being one or more dependents
for whom he or she would be entitled to claim a credit under this
subdivision, the credit shall be disallowed with respect to one of the
dependents.

(3) No credit for a dependent shall be allowed to a noncustodial
parent if both of the following apply:

(A) A credit for the dependent would not be allowed except for
the provisions of Section 152(e) (2) or 152(e) (4) of the Internal
Revenue Code, relating to exemptions claimed by noncustodial
parents.

(B) The custodial parent files a return as head of household for the
same taxable year and would not be qualified as head of household
except for Section 152 (e) (2) or 152(e) (4) of the Internal Revenue
Code.

(e) A credit for personal exemption of fifty-one dollars ($51) for
taxable years beginning on or after January 1, 1987, and before
January 1, 1988, and fifty-two dollars ($52) for taxable years
beginning on or after January 1, 1988, for the taxpayer if he or she
is blind at the end of his or her taxable year.

(f) A credit for personal exemption of fifty-one dollars ($51) for
taxable years beginning on or after January 1, 1987, and before
January 1, 1988, and fifty-two dollars ($52) for taxable years
beginning on or after January 1, 1988, for the spouse of the taxpayer
if a separate return is made by the taxpayer, and if the spouse is blind
and, for the calendar year in which the taxable year of the taxpayer
begins, as no gross income and is not the dependent of another
taxpayer.

(g) For the purposes of this section, an individual is blind only if
either: his or her central visual acuity does not exceed 20/200 in the
better eye with correcting lenses, or his or her visual acuity is greater
than 20/200 but is accompanied by a limitation in the fields of vision
such that the widest diameter of the visual field subtends an angie
no greater than 20 degrees.
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(h) In the case of an individual with respect to whom a credit
under this section is allowable to another taxpayer for a taxable year
beginning in the calendar year in which the individual’s taxable year
begins, the credit amount applicable to that individual for that
individual’s taxable year shall be zero.

(i) For each taxable year beginning on or after January 1, 1989, the
Franchise Tax Board shall compute the credits prescribed in this
section. That computation shall be made as follows:

(1) The California Department of Industrial Relations shall
transmit annually to the Franchise Tax Board the percentage change
in the California Consumer Price Index as modified for rental
equivalent homeownership for all items from June of 1988 to June of
the current calendar year, no later than August 1 of the current
calendar year.

(2) The Franchise Tax Board shall add 100 percent to the
percentage change figure which is furnished to them pursuant to
paragraph (1), and divide the result by 100.

(3) The Franchise Tax Board shall multiply the 1988 taxable year
credits by the inflation adjustment factor provided in paragraph (2),
rounded off to the nearest one dollar ($1).

(4) In computing the credits pursuant to this subdivision, the
credit provided in subdivision (b) shall be twice the credit provided
in subdivision (a).

SEC. 32. Section 17054.5 of the Revenue and Taxation Code is
repealed.

SEC. 33. Section 17054.5 is added to the Revenue and Taxation
Code, to read:

17054.5. (a) There shall be allowed as a credit against the “net
tax” (as defined in Section 17039) for taxable years beginning on or
after January 1, 1987, for a qualified joint custody head of household
(as defined in subdivision (¢)) an amount equal to 30 percent of the
net tax. The amount of the credit under this section shall not exceed
two hundred dollars ($200) for any taxable year.

(b) For each taxable year beginning on or after January 1, 1988,
the Franchise Tax Board shall recompute the maximum credit
prescribed in subdivision (a). That computation shall be made as
follows:

(1) The California Department of Industrial Relations shall
transmit annually to the Franchise Tax Board the percentage change
in the California Consumer Price Index as modified for rental
equivalent homeownership for all items from June 1987 to June of the
current calendar year, no later than August 1 of the current calendar

ear.
Y (2) The Franchise Tax Board shall add 100 percent to the
percentage change figure which is furnished to them pursuant to
paragraph (1) and divide the result by 100.

(3) The Franchise Tax Board shall multiply the 1987 taxable year
credit by the inflation adjustment factor provided in paragraph (2),
rounded off to the nearest one dollar ($1).
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(¢) “Qualified joint custody head of household” means an
individual who meets all of the following:

(1) Is not married at the close of the taxable year, or files a
separate return and does not have his or her spouse as a member of
his or her household during the entire taxable year.

(2) Maintains as his or her home a household which constitutes for
the taxable year the principal place of abode for a qualifying child,
as defined in subdivision (d), for no less than 146 days of the taxable
year but no more than 219 days of the taxable year, under a decree
of dissolution or separate maintenance, or under a written
agreement between the parents prior to the issuance of a decree of
dissolution or separate maintenance where the proceedings have
been initiated.

(3) Furnishes over one-half the cost of maintaining the household
during the taxable year.

(4) Does not qualify as a head of household under Section 17042
or as a surviving spouse under Section 17046.

(d) For purposes of this section, a “qualifying child” means a son,
stepson, daughter, or stepdaughter of the taxpayer or a decendant of
a son or daughter of the taxpayer, but if that son, stepson, daughter,
stepdaughter, or descendant is married at the close of the taxpayer’s
taxable year, only if the taxpayer is entitled to a credit for the taxable
year for that person under Section 17054.

SEC. 34. Section 17054.6 of the Revenue and Taxation Code is
repealed.

SEC. 35. Section 17057 is added to the Revenue and Taxation
Code, to read:

17057. There shall be allowed as a credit against the “net tax” (as
defined by Section 17039) for the taxable year an amount
determined in accordance with Section 28 of the Internal Revenue
Code, except as follows:

(a) The applicable percentage shall be 15 percent of the qualified
clinical testing expenses for the taxable year.

(b) Qualified clinical testing expenses include only those expenses
paid or incurred by the taxpayer for such testing conducted in
California.

(¢) In the case where the credit 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 to the net tax in
succeeding taxable years. The credit shall be applied first to the
earliest taxable years possible.

(d) This section shall remain in effect only until January 1, 1993,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1993, deletes or extends that date.

SEC. 36. Section 17058 is added to the Revenue and Taxation
Code, to read:

17058. (a) There shall be allowed as a credit against the amount
of net tax (as defined in Section 17039) a state low-income housing
credit in an amount equal to the amount determined in subdivision
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(c), computed in accordance with the provisions of Section 42 of the
Internal Revenue Code, except as otherwise provided in this section.

(b) (1) The amount of the credit allocated to any project shall be
authorized by the Mortgage Bond Allocation Committee, or any
successor thereof, based on a project’s need for the credit for
economic feasibility.

(A) The low-income housing project shall be located in California
and shall meet either of the following requirements:

(i) It shall have been allocated by the Mortgage Bond Allocation
Committee a credit for federal income tax purposes under Section
42 of the Internal Revenue Code.

(ii) It shall qualify for a credit under Section 42 (h) (4) (B) of the
Internal Revenue Code.

(B) The Mortgage Bond Allocation Committee shall not require
fees for the credit under this section in addition to those fees
required for applications for the tax credit pursuant to Section 42 of
the Internal Revenue Code.

(2) (A) The Mortgage Bond Allocation Committee shall certify
to the taxpayer the amount of tax credit under this section to which
the taxpayer is entitled for each year in the credit period.

(B) The taxpayer shall attach a copy of the certification to any
return upon which a tax credit is claimed under this section.

(C) In the case of a failure to attach a copy of the certification for
the year to the return in which a tax credit is claimed under this
section, no credit under this section shall be allowed for that year
until a copy of that certification is provided.

(c) Section 42(b) of the Internal Revenue Code shall be modified
as follows:

(1) In the case of any qualified low-income building placed in
service by the taxpayer during 1987, the term “applicable
percentage” means 9 ; ercent for each of the first three years and 3
percent for the fourth year for new buildings (whether or not.the
building is federally subsidized) and for existing buildings.

(2) In the case of any qualified low-income building placed in
service by the taxpayer after 1987 (for new buildings whether or not
the building is federally subsidized and for existing buildings), the
term “applicable percentage” means either of the following:

(A) For each of the first three years, the highest percentage
prescribed under Section 42 (b) (2) of the Internal Revenue Code, for
the month in which the building is placed in service, in lieu of the
percentage prescribed in Section 42(b) (1) (A) of the Internal
Revenue Code.

(B) For the fourth year, the difference between 30 percent and
the sum of the applicable percentages for the first three years.

(d) The term “qualified low-income housing project” as defined
in Section 42(c) (2) of the Internal Revenue Code is modified by
adding the following requirements:

(1) The taxpayer shall be entitled to receive a cumulative cash
distribution on the taxpayer’s cash invested in the qualified
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low-income housing project in an amount not to exceed 8 percent
per annum. For purposes of this paragraph, if the taxpayer is a
partnership or an S corporation, the limitation on return shall apply .
to each of the partners or the shareholders, respectively.

(2) The taxpayer shall apply any cash available for distribution in
excess of the amount eligible to be distributed under paragraph (1)
to reduce the rent on rent-restricted units or to increase the number
of rent-restricted units subject to the tests of Section 42(g) (1) of the
Internal Revenue Code.

(e) The provisions of Section 42 (f) of the Internal Revenue Code
shall be modified as follows:

(1) The term “credit period™ as defined in Section 42 (f) (1) of the
Internal Revenue Code is modified by substituting ““4 taxable years”
for “10 taxable years.”

(2) The special rule for the first taxable year of credit period
under Section 42 (f) (2) of the Internal Revenue Code shall not apply
to the tax credit under this section.

(3) Section 42(f) (3) of the Internal Revenue Code is modified to
read:

If, as of the close of the 1988 or 1989 taxable year, the qualified basis
of any building exceeds the qualified basis of that building as
approved for the initial allocation of credits pursuant to this section,
the taxpayer shall be eligible to apply for an allocation of the credit
on the excess in an amount equal to the applicable percentage
determined pursuant to subdivision (¢) above for the four-year
period beginning with the later of the taxable year in which the
increase in qualified basis occurs or the taxable year in which the
credit allocation is received.

(f) The provisions of Section 42 (h) of the Internal Revenue Code
shall be modified as follows:

(1) Section 42(h) (2) of the Internal Revenue Code shall not be
applicable and instead the following provisions shall be applicable:

The total amount for the four-year period of the housing credit
dollars allocated in a calendar year to any building shall reduce the
aggregate housing credit dollar amount of the Mortgage Bond
Allocation Committee for the calendar year in which the allocation
is made.

The total amount for the four-year credit period of the housing
credit dollars allocated in a calendar year to any building shall reduce
the aggregate housing credit dollar amount of the Mortgage Bond
Allocation Committee for the calendar year in which the allocation
is made.

(2) Paragraphs (3), (4), (6), and (7) of Section 42(h) of the
Internal Revenue Code shall not be applicable to this section.

(g) (1) Except as provided in paragraph (2), the aggregate
housing credit dollar amount which may be allocated annually by the
Mortgage Bond Allocation Committee for the 1987, 1988, and 1989
calendar years pursuant to this section and Section 23610.5 shall be
an amount equal to one dollar and twenty-five cents ($1.25)
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multiplied by the state population in that year, as established by the
Department of Finance.

(2) The portion of the aggregate housing credit dollar amount of
the Mortgage Bond Allocation Committee which is not allocated for
each of the calendar years may be carried over to any subsequent
calendar years through 1989. Thereafter, Section 42(n) (2) of the
Internal Revenue Code shall apply.

(h) (1) The term “compliance period” as defined in Section
42(i) (1) of the Internal Revenue Code is modified to mean, with
respect to any building, the period of 30 consecutive taxable years
beginning with the first taxable year of the credit period with respect
thereto, subject to the limitation in paragraph (2).

(2) If, after the first 15 years of the compliance period, a qualified
low-income housing project is not economically feasible,  the
taxpayer shall be entitled to remove one or more low-income units
from the set-aside and rent requirements of Section 42(g) of the
Internal Revenue Code as is necessary for the project to become
economically feasible, provided that once a project is again
economically feasible, the taxpayer designates the next available
units as low-income units subject to the set-aside and rent
requirements, up to the original number of low-income units, while
keeping the project economically feasible.

(8) For purposes of paragraph (2), “economically feasible” means
that project revenue equals or exceeds project operating expenses
excluding any return on investment.

(4) For purposes of paragraph (3), “operating expenses” means
the reasonable expenses necessary to operate and maintain the
project in habitable condition, debt service, taxes, and reasonable
reserves. For purposes of this paragraph, debt service shall not
include that portion of payments of principal and interest
attributable to any excess refinanced principal over the outstanding
principal of the loan that was refinanced.

(i) Section 42(j) of the Internal Revenue Code shall not be
applicable and the following shall be substituted in its place:

(1) The requirements of this section shall be set forth in a
regulatory agreement between the Mortgage Bond Allocation
Committee and the taxpayer.

(2) The regulatory agreement shall include, but not be limited to,
the following:

(A) A term equal to the compliance period.

(B) A requirement that the agreement be filed in the official
records of the county in which the qualified low-income housing
project is located.

(C) A provision stating which state and local agencies can enforce
the regulatory agreement in the event the taxpayer fails to satisfy any
of the requirements of this section.

(D) A provision that the regulatory agreement shall be deemed
a contract enforceable by tenants as third-party beneficiaries
thereto.
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(E) A provision incorporating the requirements of Section 42 of
the Internal Revenue Code as modified by this section.

(F) A requirement that the taxpayer provide the Mortgage Bond
Allocation Committee or its designee and the local agency that can
enforce the regulatory agreement with advance notice if the
taxpayer intends to reduce the number of low-income units to make
a project economically feasible.

(G) A requirement that the taxpayer notify the Mortgage Bond
Allocation Committee or its designee and the local agency that can
enforce the regulatory agreement if there is a determination by the
Internal Revenue Service that the project is not in compliance with
Section 42(g) of the Internal Revenue Code.

(H) A requirement that the taxpayer, as security for the
performance of taxpayer’s obligations under the regulatory
agreement, assign the taxpayer’s interest in rents which it receives "
from the project, provided that until there is a default under the
regulatory agreement, the taxpayer is entitled to collect and retain
the rents.

(I) The remedies available in the event of a default under the
regulatory agreement that is not cured within a reasonable cure
period, include, but are not limited to, allowing any of the parties
designated to enforce the regulatory agreement to collect all rents
with respect to the project; taking possession of the project and
operating the project in accordance with the regulatory agreement
until the enforcer determines the taxpayer is in a position to operate
the project in accordance with the regulatory agreement; applying
to any court for specific performance, securing the appointment of
a receiver to operate the project, or any other relief as may be
appropriate.

() In allocating the housing credit, the Mortgage Bond Allocation
Committee shall give priority to qualified low-income housing
projects that satisfy the following criteria, which are weighted
according to the numerical order of the paragraphs listed below:

(1) Projects that have received government financing or’
mortgage assistance and are eligible and likely to convert to
market-rate rental units.

(2) (A) Projects that commit to providing low-income units for a
significantly longer period than the compliance period under this
section.

(B) Projects that commit to providing a greater percentage of
low-income units than is required under Section 42(g) (1) of the
Internal Revenue Code.

(3) Projects that commit to charging rent for low-income units
that is less than the rent requirements under Section 42(g) (2) of the
Internal Revenue Code.

(4) (A) Projects for which the rate of return on cash investment
is less than the rate allowed under this section.

(B) Projects targeted to those groups identified in the California
Statewide Housing Plan as having special needs, including projects
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that ensure that rural areas receive a proportionate share of the
housing credits.

(k) Section 42(l) of the Internal Revenue Code shall be modified
as follows:

The term “Secretary” shall be replaced by the term “Mortgage
Bond Allocation Committee.”

(1) In the case where the credit 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 to the net tax in
succeeding taxable years, with respect to which this section shall
remain in effect for purposes of carrying over excess credit, until the
credit is used. The credit shall be applied first to the earliest years
possible.

(m) The aggregate amount of tax credits grai.ted pursuant to this
section and Section 23610.5 shall not exceed thirty-five million dollars
($35,000,000) per year. The Mortgage Board Allocation Committee
shall not authorize any credit if the total amount of credits
authorized in any year under the Personal Income Tax Law and the
Bank and Corporation Tax Law exceeds thirty-five million dollars
($35,000,000).

(n) This section shall remain in effect only until January 1, 1990,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1990, deletes or extends the date.
However, any unused credit may be used beyond that date on the
same basis and to the same extent as permitted under the law
immediately prior to January 1, 1990,

SEC. 29. Section 17061.3 of the Revenue and Taxation Code is
repealed.

SEC. 38. Section 17061.5 of the Revenue and Taxation Code is
repealed.

SEC. 39. Section 17061.5 is added to the Revenue and Taxation
Code, to read:

17061.5. (a) There shall be allowed as a credit against the “net
tax” (as defined in Section 17039) an amount equal to the amount
determined under subdivision (b).

(b) (1) Inthe case of qualified assets held for more than one year,
but not more than five years, the amount of the credit shall be equal
to 3 percent of the net capital gain, if any, from the sale or exchange
of those assets.

(2) Inthe case of qualified assets held for more than five years, the
amount of the credit shall be equal to 4!, percent of the net capital
gain, if any, from the sale or exchange of those assets.

(3) If more than one qualified asset is sold or exchanged during
the taxable year, each of the following shall apply:

(A) The amount of the credit allowable under paragraph (1) shall
not exceed 3 percent of the net capital gain, if any, from the sale of
all capital assets during the taxable year.

(B) The amount of the credit allowable under paragraph (2) shall
not exceed 4% percent of the excess of the net capital gain, if any,
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from the sale of all capital assets during the taxable year over the
amount of any gain for which a credit was allowed under paragraph
(1).

(¢) For purposes of this section, “qualified asset” means either or
both of the following:

(1) Residential rental property which meets each of the following
requirements:

(A) Is real property located in this state.

(B) Complies with the requirements for residential rental
property specified in Section 167 (j) (2) (B) of the Internal Revenue
Code.

(2) Farm property which meets each of the following
requirements: _

(A) Is located in this state.

(B) Complies with the definition of “farm property” as specified
in Section 1252(a) (2) of the Internal Revenue Code.

(d) In the case where the credit 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 to the net tax in
succeeding taxable years. The credit shall be applied first to the
earliest taxable years possible.

(e) This section shall remain in effect only until January 1, 1992,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1992, deletes or extends that date.

SEC. 40. Chapter 2.1 (commencing with Section 17062) of Part
10 of Division 2 of the Revenue and Taxation Code is repealed.

SEC. 41. Chapter 2.1 (commencing with Section 17062) is added
to Part 10 of Division 2 of the Revenue and Taxation Code, to read:

CHAPTER 2.1. ALTERNATIVE MINIMUM TAX

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 minimurm 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, reduced by the sum of the credits allowable under this part
other than the credits allowed under Sections 17053.5 (renter’s
credit), 17061 (excess contributions for state disability insurance),
and 18551.5 (tax withheld).

(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 7 percent of so
much of the alternative minimum taxable income for the taxable
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year as exceeds the exemption amount.

(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 multiplied by the ratio of
California source alternative minimum taxable income to total
alternative minimum taxable income from all sources.

(4) The provisions of Section 57(a) (5) of the Internal Revenue
Code, relating to tax-exempt interest, shall be applied by
substituting—

(A) The amount of interest income from specified private activity
bonds that is exempt from tax under this part, reduced by any
deduction (not allowable in computing the regular tax) which would
have been allowable if that interest were included in gross income,
for

(B) The amount determined under Section 57(a) (5) of the
Internal Revenue Code.

(5) The provisions of Section 59 (a) of the Internal Revenue Code,
relating to the alternative minimum tax foreign tax credit, shall not
be applicable.

17063. (a) There shall be allowed as a credit against the net tax
(as defined by Section 17039) for any taxable year an amount equal
to the minimum tax credit for that taxable year.

(b) For purposes of subdivision (a), the minimum tax credit shall
be determined in accordance with Section 53 of the Internal
Revenue Code, except as otherwise provided in this part.

(c) For purposes of this chapter, references to the “regular tax
liability” in Section 53(c) (1) of the Internal Revenue Code shall be
modified to refer to the regular tax as defined by paragraph (2) of
subdivision (b) of Section 17062.

SEC. 42. Section 17069 of the Revenue and Taxation Code is
amended to read:

17069. (a) A low-income tax credit at the percentage provided in
subdivision (b) or (c) shall be allowed against the amount of
computational tax (as defined in subdivision (i), with respect to
taxable years beginning after December 31, 1984.

(b) In the case of a single person, a married person filing a
separate return, or a head of household, the low-income tax credit
percentage shall be as follows:

The percentage

If the adjusted gross income is: of credit is:
85,450 OF 1SS .oovvverieeeieicrecrieiecere et reeseeesee e e 100%
Over $5,450, but not over $6,300 .......cccecevveunee 80%
Over $6,300, but not over $7,150 .........coeeueee.. 60%
Over $7,150, but not over $8,000 .........ccceeeen. 40%
Over $8,000, but not over $8,850 ....cccecverveennee 20%
OVET 88,850 ....ooiirercrirreeniereeenrresesessterereesensessens 0%

{c) In the case of a married couple filing a joint return or a
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surviving spouse, the low-income tax credit percentage shall be as
follows:

The percentage

If the adjusted gross income is: of credit is:
$10,900 OF 1€S5S .ocvvvivririeerinte et rrenns 100%
Over $10,900, but not over $12,600 .................. 80%
Over $12,600, but not over $14,300 .................. 60%
Over $14,300, but not over $16,000 .................. 40%
Over $16,000, but not over $17,700 .................. 20%
OVEr 17,700 ..ot essesreressrenene 0%

(d) The credit provided by this section shall not be available to
any of the following:

(1) Any taxpayer required to pay the alternative minimum tax
imposed in Chapter 2.1 (commencing with Section 17062), during
the taxable year.

(2) Trusts or estates subject to tax under this part.

(3) Nonresidents as of the close of the taxable year for which the
credit is claimed.

(4) Any taxpayer claiming a credit pursuant to Section 17052.5,
17052.7, 17052.8, or 17052.11.

(e) For the purposes of this section, “adjusted gross income of a
nonresident” means gross income from sources both within and
without this state less the deductions allowed by Section 17072.

() If, after the tax credit provided by this section is claimed, the
Franchise Tax Board determines that the taxpayer’s tax liability is
more or less than the amount shown on the return, a corresponding
adjustment shall be made by the Franchise Tax Board for the
low-income tax credit.

(g) For each taxable year beginning on or after January 1, 1986,
the Franchise Tax Board shall recompute the adjusted gross income
brackets prescribed in subdivisions (b) and (c¢) by computing an
inflation adjustment factor by adding 100 percent to that portion of
the percentage change figure which is furnished pursuant to
paragraph (1) of subdivision (g) of Section 17041 and dividing the
result by 100, the amount of each bracket to be rounded off to the
nearest ten dollars ($10).

(h) The credit computed pursuant to this section shall be rounded
off to the nearest dollar.

(i) For purposes of this section, “computational tax” means the tax
imposed under either Section 17041 or 17048, minus all other credits
for which the taxpayer may be eligible except credits allowed by
Section 17053.5 (relating to renters), Section 17061 (relating to
withheld SDI worker contributions), and Section 18551.1 (relating to
amounts withheld).

(j) This section shall remain in effect only until January 1, 1992,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1992, deletes or extends that date.
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SEC. 43. Section 17072 of the Revenue and Taxation Code is
amended to read:

17072. Adjusted gross income shall be defined by Section 62 of the
Internal Revenue Code, except as otherwise provided and as follows:

(a) In the case of a life tenant of property, or an income
beneficiary of property held in trust, or an heir, legatee, or devisee
of an estate, the deductions for depreciation and depletion allowed
by Sections 167 and 611 of the Internal Revenue Code, as modified
by Sections 17682 and 17683, shall be allowed.

(b) A deduction shall be allowed as provided by Section 18161,
relating to gains from sale or exchange of small business stock.

SEC. 44. Section 17073 of the Revenue and Taxation Code is
amended to read: '

17073. (a) Taxable income shall be defined by Section 63 of the
Internal Revenue Code, except as otherwise provided.

(b) For individuals who do not itemize deductions, the standard
deduction computed in accordance with Section 17073.5 shall be
allowed as a deduction in computing taxable income.

SEC. 44.5. Section 17073.5 is added to the Revenue and Taxation
Code, to read:

17073.5. (a) A taxpayer may elect to take a standard deduction
as follows:

(1) In the case of a taxpayer, other than a head of a household or
a surviving spouse (as defined in Section 17046) or a married couple
filing a joint return, the standard deduction shall be one thousand
eight hundred eighty dollars ($1,880).

(2) In the case of a head of household or a surviving spouse (as
defined in Section 17046) or a married couple filing a joint return, the
standard deduction shall be three thousand seven hundred sixty
dollars ($3,760). .

(b) The standard deduction provided for in subdivision (a) shall
be in lieu of all deductions other than those which are to be
subtracted from gross income in computing adjusted gross income
under Section 17072.

(c) The provisions of this section shall be applied in lieu of the
provisions of Sections 63 (c), 63(f), and 63 (h) of the Internal Revenue
Code, relating to standard deductions.

(d) For each taxable year beginning on or after January 1, 1988,
the Franchise Tax Board shall recompute the standard deduction
amounts prescribed in subdivision (a). That computation shall be
made as follows:

(1) The California Department of Industrial Relations shall
transmit annually to the Franchise Tax Board the percentage change
in the California Consumer Price Index for all items from June of the
prior calendar year to June of the current calendar year, no later than
August 1 of the current calendar year.

(2) The Franchise Tax Board shall compute an inflation
adjustment factor by adding 100 percent to that portion of the
percentage change figure which is furnished pursuant to paragraph
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(1) and dividing the result by 100.

(3) The Franchise Tax Board shall multiply the standard
deduction amounts in the preceding taxable year by the inflation
adjustment factor provided in paragraph (2), rounded off to the
nearest one dollar ($1).

SEC. 45. Section 17076 is added to the Revenue and Taxation
Code, to read:

17076. The deductions allowed by Section 17201 shall be limited
in accordance with the provisions of Section 67 of the Internal
Revenue Code, relating to the 2-percent floor on miscellaneous
itemized deductions.

SEC. 46. Section 17078 is added to the Revenue and Taxation
Code, to read:

17078. The treatment of foreign currency transactions shall be in
accordance with Section 988 of the Internal Revenue Code.

SEC. 47. Section 17082 of the Revenue and Taxation Code is

repealed.

SEC. 48. Section 17084 of the Revenue and Taxation Code is
repealed.

SEC. 49. Section 17085 of the Revenue and Taxation Code is
repealed.

SEC. 50. Section 17085 is added to the Revenue and Taxation
Code, to read:

17085. The provisions of Section 72 of the Internal Revenue Code,
relating to annuities and certain proceeds of life insurance contracts,
shall be modified as follows:

(a) The amendments and transitional rules made by Public Law
99-514 shall be applicable to this part for the same transactions and
the same years as they are applicable for federal purposes, except
that the repeal of Section 72(d) of the Internal Revenue Code,
relating to repeal of special rule for employees’ annuities, shall apply
only to the following:

(1) Any individual whose annuity starting date is after December
31, 1986.

(2) At the election of the taxpayer, any individual whose annuity
starting date is after July 1, 1986, and before January 1, 1987.

(b) The amount of a distribution from an individual retirement
account or annuity that is includable in gross income for federal
purposes shall be reduced for purposes of this part by the lesser of
either of the following:

(1) An amount equal to the amount includable in federal gross
income for the taxable year.

(2) An amount equal to the basis in the account or annuity
allowed by Section 17507 remaining after adjustment for reductions
in gross income under this provision in prior taxable years.

(¢) The amount of the penalty imposed under this part shall be
computed in accordance with Sections 72 (m), (0), (q), and (t) of the
Internal Revenue Code using a rate of 2'%; percent, in lieu of the rate
provided in those sections.
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(d) The provisions of Section 72(f) (2) of the Internal Revenue
Code, relating to special rules for computing employees’
contributions, shall be applicable without applying the exceptions
which immediately follow that paragraph.

SEC. 51. Section 17087 of the Revenue and Taxation Code is
amended to read:

17087. (a) Section 86 of the Internal Revenue Code, relating to
Social Security and Tier 1 Railroad Retirement Benefits, does not
apply.

(b) Section 72(r) of the Internal Revenue Code, relating to Tier
2 Railroad Retirement Benefits, does not apply.

(c) Section 105 (h) of the Internal Revenue Code, relating to sick
pay under the Railroad Unemployment Insurance Act, does not
apply.

SEC. 52. Section 17088 of the Revenue and Taxation Code is
repealed.

SEC. 53. Section 17090 of the Revenue and Taxation Code is
repealed. .

SEC. 54. Section 17091 of the Revenue and Taxation Code is
repealed. ‘

SEC. 55. Section 17134 of the Revenue and Taxation Code is
repealed.

SEC. 56. Section 17135 is added to the Revenue and Taxation
Code, to read:

17135. The use of an automobile by a special agent of féderal or
state taxing agencies shall be treated in the manner provided for by
Section 1567 of Public Law 99-514.

SEC. 57. Section 17137 of the Revenue and Taxation Code is
amended to read:

17137. The exemption of earnings of ship contractors prescribed
by Section 135(a) (4) of the Internal Revenue Code shall not be
applicable.

SEC. 58. Section 17138 of the Revenue and Taxation Code is
repealed.

SEC. 59. Section 17139 of the Revenue and Taxation Code is
repaaled.

SEC. 60. Section 17140 of the Revenue and Taxation Code is
repealed. .

SEC. 61. Section 17142 of the Revenue and Taxation Code is
repealed.

SEC. 62. Section 17143 of the Revenue and Taxation Code is
amended to read:

17143. The provisions of Sections 103 and 141 to 150, inclusive, of
the Internal Revenue Code, relating to interest on governmental
obligations, shall not be applicable.

SEC. 63. Section 17144 of the Revenue and Taxation Code is
repealed. :

SEC. 64. Section 17149 of the Revenue and Taxation Code is
repealed.
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SEC. 66. Section 17205 of the Revenue and Taxation Code is
repealed. :

SEC. 67. Section 17211 of the Revenue and Taxation Code is
repealed.

SEC. 68. Section 17220 of the Revenue and Taxation Code is
amended to read:

17220. No deduction shall be allowed for state, local, and foreign
income, war profits, and excess profits taxes.

SEC. 69. Section 17224 of the Revenue and Taxation Code is
amended to read:

17224. Section 163(e) of the Internal Revenue Code shall be
modified as follows:

(a) For taxable years beginning on or after January 1, 1987, and
before the taxable year in which the debt obligation matures or is
sold, exchanged, or otherwise disposed, the amount deductible
under this part shall be the same as the amount deductible on the
federal tax return.

(b) The difference between the amount deductible on the federal
tax return and the amount allowable under this part, with respect to
obligations issued after December 31, 1984, for taxable years
beginning before January 1, 1987, shall be allowed as a deduction in
the taxable year in which the debt obligation matures or is sold,
exchanged, or otherwise disposed.

SEC. 70. Section 17225 of the Revenue and Taxation Code is
repealed.

SEC. 71. Section 17225.5 of the Revenue and Taxation Code is
repealed.

SEC. 72. Section 17231 of the Revenue and Taxation Code is
amended to read:

17231. (a) There shall be allowed as a deduction the amount of
net interest received by the taxpayer in payment on indebtedness of
either of the following:

(1) A qualified business (as defined in Section 7082 of the
Government Code).

(2) A person or entity engaged in the conduct of a trade or
business located in an enterpise zone (as defined in Section 7073 of
the Government Code).

(b) No deduction shall be allowed under subdivision (a) unless at
the time the indebtedness is incurred each of following requirements
are met:

(1} The qualified business is located solely within a program area
(as defined in Section 7082 of the Government Code), or the trade
or business is located solely within an enterprise zone (as defined in
Section 7073 of the Government Code).

(2) The indebtedness is incurred solely in connection with
activity within the program area or enterprise zone.

(3) The taxpayer has no equity or other ownership interest in the
debtor.

(c) This section shall remain in effect only until January 1, 1993,
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and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1993, deletes or extends that date.

SEC. 73. Section 17240 of the Revenue and Taxation Code is
amended to read:

17240. For purposes of Section 170(c)(2) of the Internal
Revenue Code, the term “educational purposes” includes the
providing of care of children away from their home if both of the
following are satisfied:

(a) Substantially all the care provided by the organization is for
purposes of enabling individuals to be gainfully employed.

(b) The services provided by the organization are available to the
general public.

SEC. 74. Section 17241 of the Revenue and Taxation Code is
repealed.

SEC. 75. Section 17243 of the Revenue and Taxation Code is
repealed.

SEC. 76. Section 17244 of the Revenue and Taxation Code is
repealed.

SEC. 77. Section 17245 of the Revenue and Taxation Code is
repealed.

SEC. 78. Section 17250 of the Revenue and Taxation Code is
amended to read:

17250. (a) (1) Section 168 of the Internal Revenue Code,
relating to the accelerated cost recovery system, shall apply to assets
placed in service on or after January 1, 1987, in taxable years
beginning on or after January 1, 1987.

(2) In the case of assets placed in service on or after January 1,
1987, in taxable years beginning prior to January 1, 1987, a taxpayer
may elect to have Sections 168 and 179 of the Internal Revenue Code
apply by doing all of the following:

(A) Making an election on the return for the first taxable year
beginning on or after January 1, 1987.

(B) Establishing a depreciation adjustment account for each asset
(or group of assets) in an amount equal to the difference between
the depreciation allowed on the federal return for each asset (or
group of assets) and the depreciation allowed under this part.

(C) The depreciation adjustment account (or accounts)
established under subparagraph (B) shall be amortized over 60
months beginning with the first taxable year beginning on or after
January 1, 1987.

(3) In the case of assets placed in service prior to January 1, 1987,
in taxable years beginning prior to January 1, 1987, Section 168 of the
Internal Revenue Code shall apply only to residential rental
property as provided by former Section 17250.5 (as amended by
Chapter 1461 of the Statutes of 1985).

(b) For purposes of subdivision (a), Section 168 of the Internal
Revenue Code shall be modified as follows:

(1) Sound recordings shall be treated as recovery property only if
so elected under Section 48(s) of the Internal Revenue Code,
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(2) For purposes of this part, any reference to “tax imposed by this
chapter” in Section 168 of the Internal Revenue Code means “net
tax,” as defined in Section 17039.

(¢) The deduction for amortization of pollution control facilities
shall be determined in accordance with Section 169 of the Internal
Revenue Code, except that the deduction shall be available only with
respect to facilities located in this state, and the “state certifying
authority,” as defined in Section 169(d) (2) of the Internal Revenue
Code, means the State Department of Health Services.

(d) For property used in a trade or business, or held for
production of income, there shall be allowed as a depreciation
deduction a reasonable allowance for the cost of a solar energy
system and allowable conservation measures over a 60-month period
for taxable years beginning before January 1, 1987.

SEC. 79. Section 17250.5 of the Revenue and Taxation Code is
repealed.

SEC. 80. Section 17252 of the Revenue and Taxation Code is
repealed.

SEC. 81. Section 17252.5 of the Revenue-and Taxation Code is
repealed. be

SEC. 82. Section 17254 of the Revenue and Taxation Code is
repealed.

SEC. 83. Section 17255 of the Revenue and Taxation Code is
repealed.

SEC. 84. 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 dedwction is allowed under Section
17265.

SEC. 85. Section 17261 of the Revenue and Taxation Code is
repealed.

SEC. 86. Section 17262 of the Revenue and Taxation Code is
repealed.

SEC. 87. Section 17265 of the Revenue and Taxation Code is
amended to read:

17265. (a) A taxpayer may elect to treat 40 percent of the cost of
any Section 17265 property as an expense which is not chargeable to
capital account. Any cost so treated shall be allowed as a deduction
for the taxable year in which the Section 17265 property is placed 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).

(¢) (1) An election under this section for any taxable year shall—

(A) Specify the items of Section 17265 property to which the
election applies and the percentage of the cost of each of those
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itemns which is to be taken into account under subdivision (a).
(B) Be made on the taxpayer’s return of the tax imposed by this
part for the taxable year.
This election shall be made in the time, form, and manner which the
Franchise Tax Board may prescribe.

(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 17265 property”
means property acquired by the taxpayer which is used exclusively
within a program area (as defined in Section 7082 of the Government
Code) and consists of machinery and machinery parts used for
fabricating, processing, assembling, and manufacturing and
machinery and machinery parts used for the production of
renewable energy resources or air or water pollution control
mechanisms.

“Section 17265 property” also means property used as an integral
part of a qualified business within a program area (as defined in
Section 7082 of the Government Code).

(2) For purposes of paragraph (1), “purchase” means any
acquisition of property, but only if—

(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 (but, 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—

(i) 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, or

(ii) Under Sections 18032 and 18033 (relating to property
acquired from a decedent).

(3) For purposes of this section, the cost of property does not
include so much of the basis of the property as 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 Section 17265 property
purchased by any person described in Section 46(e) (3) of the
Internal Revenue Code unless the credit under Section 38 of the
Internal Revenue Code is allowable with respect to that person for
that property (determined without regard to this section).

(6) In the case of a partnership, the percentage limitation
specified in subdivision (a) shall apply with respect to the
partnership and with respect to each partner.

(e) For purposes of this section, “taxpayer” means a taxpayer who
conducts a qualified business within a program area (as defined in
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Section 7082 of the Government Code).

(f) Any taxpayer who elects to be subject to this section shall not
be entitled to claim additional depreciation pursuant to Section
17252 with respect to any property which constitutes Section 17265
property; however, the taxpayer may claim depreciation by any
method permitted by Section 17250, commencing with the taxable
year following the taxable year in which the Section 17265 property
is placed in service.

(g) The aggregate cost which 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 a
program area and taxable years thereafter:

The applicable

amount is:
Taxable year of designation ..........cecevceeevenecrcerccrennnones $100,000
1st taxable year thereafter .......ccocoeoncrvinnnniiienenen, 100,000
2nd taxable year thereafter ..., 75,000
3rd taxable year thereafter.......vviiineniicinnncninn, 75,000
Each taxable year thereafter ........cvecinnierneveennnens 50,000

(h) Any amounts deducted under subdivision (a) with respect to
property which ceases to be qualified property at any time before the
close of the second taxable year after the property is placed in service
shall be included in income for that year.

(i) This section shall remain in effect only until January 1, 1993,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1993, deletes or extends that date.

SEC. 89. Section 17270 of the Revenue and Taxation Code is
amended to read:

17270. (a) For purposes of Section 162(a)(2) of the Internal
Revenue Code, relating to travel expenses, all of the following shall
apply:

(1) The place of residence of a member of the Legislature within
the district represented shall be considered the tax home.

(2) The provisions of Section 162(h) of the Internal Revenue
Code, relating to state legislators’ travel expenses away from home,
shall not be applied.

(b) The denial of deductions for expenses and interest relating to
tax-exempt income shall be determined in accordance with Section
17280, in lieu of Section 265 of the Internal Revenue Code.

(c) The provisions of Section 280C of the Internal Revenue Code
(relating to certain expenses for which credits are allowable) shall
not be applicable.

(d) The provisions of Section 280D of the Internal Revenue Code
(relating to credits for windfall profits tax) shall not be applicable.

SEC. 90. Section 17272 of the Revenue and Taxation Code is
repealed.

SEC. 91. Section 17272 is added to the Revenue and Taxation
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Code, to read:

17272. For purposes of computing the deduction allowed under
Section 219 of the Internal Revenue Code, relating to retirement
savings, the term “adjusted gross income” shall refer to adjusted
gross income as shown on the federal tax return for the same taxable
year.

SEC. 92. Section 17276 of the Revenue and Taxation Code is
amended to read:

17276. The deduction provided by Section 172 of the Internal
Revenue Code, relating to a net operating loss deduction, shall be
modified as follows:

(a) (1) Net operating losses attributable to taxable vyears
beginning before January 1, 1985, and on or after January 1, 1992, shall
not be allowed, except for losses allowed by this section (as amended
by Chapter 938 of the Statutes of 1984) and former Section 17276.5
(as amended by Chapter 158 of the Statutes of 1986).

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

(b) The provisions of Section 172(b) (2) of the Internal Revenue
Code, relating to the amount of carryovers, shall be modified so that
50 percent of the entire amount of the net operating loss for any
taxable year shall not be eligible for carryover-to any subsequent
taxable year.

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

(d) Notwithstanding the provisions of Section 172(b) (1) of the
Internal Revenue Code, a net operating loss attributable to a taxable
year beginning on or after January 1, 1985, and before January 1, 1987,
shall be a net operating loss carryover for any taxable year beginning
on or after January 1, 1987, and before January 1, 1988, and for each
of the two succeeding taxable years.

(e) For purposes of computing the net operating loss deduction
under Section 172(a) of the Internal Revenue Code, as modified by
this section, the amount of a net operating loss sustained in any
taxable year during any part of which the taxpayer was not a resident
of this state shall be limited to the sum of the following:

(1) The portion of the net operating loss attributable to the part
of the year in which the taxpayer is a resident.

(2) The portion of the net operating loss which, during the part
of the year the taxpayer is not a resident, is attributable to California
source income and deductions..

SEC. 93. Section 17276.5 of the Revenue and Taxation Code is
repealed.

SEC. 94. Section 17280 of the Revenue and Taxahon Code is
amended to read:

17280. (a) No deduction shall be denied as provided by Section
265 of the Internal Revenue Code, relating to expenses and mterest
relating to tax-exempt income.

(b) No deduction shall be allowed for any' of the following:

(1) Any amount otherwise allowable as a deduction which is
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allocable to one or more classes of income other than interest
(whether or not any amount of income of that class or classes is
received or accrued) wholly exempt from the taxes imposed by this
part, or any amount otherwise allowable under Section 212 of the
Internal Revenue Code (relating to expenses for production of
income) which is allocable to interest (whether or not any amount
of such interest is received or accrued) wholly exempt from the taxes
imposed by this part.

(2) Interest on indebtedness incurred or continued to purchase or
carry obligations the interest on which is wholly exempt from the
taxes imposed by this part. The proper apportionment and allocation
of the deduction with respect to taxable and nontaxable income shall
be determined under rules and regulations prescribed by the
Franchise Tax Board.

(3) Interest on indebtedness incurred or continued to purchase or
carry shares of stock of a diversified management company which
during the taxable year of the holder thereof distributes
exempt-interest dividends.

(c¢) For purposes of paragraph (2) of subdivision (b):

(1) “Interest” includes any amount paid or incurred—

(A) By any person making a short sale in connection with personal
property used in that short sale, or

(B) By any other person for the use of any collateral with respect
to that short sale.

(2) If—

(A) The taxpayer provides cash as collateral for any short sale, and

(B) The taxpayer receives no material earnings on that cash
during the period of the sale, subparagraph (A) of paragraph (1)
shall not apply to that short sale.

(d) No deduction shall be denied under this section for interest on
a mortgage on, or real property taxes on, the home of the taxpayer
by reason of the receipt of an amount as either of the following:

(1) A military housing allowance.

(2) A parsonage allowance excludable from gross income under
Section 107 of the Internal Revenue Code.

SEC. 95. Section 17288 of the Revenue and Taxation Code is

repealed.

SEC. 96. Section 17323 of the Revenue and Taxation Code is
repealed.

SEC. 97. Section 17503 of the Revenue and Taxation Code is
repealed.

SEC. 98. Section 17504 of the Revenue and Taxation Code is
amended to read:

17504. (a) The provisions of Section 402 of the Internal Revenue
Code, relating to taxability of beneficiaries of employees’ trusts, shall
be modified as follows:

(1) The amendments made to Section 402(a) of the Internal
Revenue Code by Public Law 98-369 shall apply to distributions
made after July 18, 1984, in taxable years ending after that date.
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(2) The amendments (but not the transitional rules) made by
Public Law 99-514 shall be applicable to this part for the same
transactions and the same years as they are applicable for federal
purposes, except as otherwise provided.

(b) (1) There is hereby imposed a tax on lump-sum distributions
computed in accordance with the provisions of Section 402 (e) of the
Internal Revenue Code using the rates and brackets prescribed in
subdivision (a) of Section 17041 (without regard to Section 17045) in
lieu of the rates and brackets in Section 1(c) of the Internal Revenue
Code. The recipient of the lump-sum distribution shall be liable for
the tax imposed by this paragraph.

(2) The age 59% requirement set forth in Section 402 (e) (4) (B) (i)
of the Internal Revenue Code shall not apply to any lump-sum
distribution received with respect to an individual who has attained
age 50 before January 1, 1986.

SEC. 99. Section 17505 of the Revenue and Taxation Code is
repealed.

SEC. 100. Section 17506 of the Revenue and Taxation Code is
amended to read:

17506. The provisions of Section 403 of the Internal Revenue
Code, relating to taxation of employee annuities, shall be modified
as follows:

(a) The amendments made to Section 403 (a) (4) of the Internal
Revenue Code by Public Law 98-369, relating to rollovers, shall apply
to distributions made after July 18, 1984, in taxable years ending after
that date.

(b) The amendments made to Section 403 (b) (8) of the Internal
Revenue Code by Public Law 98-369, relating to rollovers, shall apply
to distributions made after July 18, 1984, in taxable years ending after
that date. ’

(c¢) The amendments and transitional rules made by Public Law
99-514 (except the transition rules relating to Section 403(2) of the
Internal Revenue Code) shall be applicable to this part for the same
transactions and the same years as they are applicable for federal
purposes, except as otherwise provided.

SEC. 101. Section 17507 of the Revenue and Taxation Code is
amended to read:

17507. The provisions of Section 408 of the Internal Revenue
Code, relating to individual retirement accounts, shall be modified
as follows:

(a) The following provisions shall be incorporated into Section
408(e) of the Internal Revenue Code:

(1) In the case of such a plan in existence in taxable year 1975
where contributions were made pursuant to, and in conformance
with, Section 408 or 409 of the Internal Revenue Code of 1954, as
amended by the Employee Retirement Income Security Act of 1974
(Public Law_93-406), any net income attributable to the 1975
contribution shall not be includable in the gross income, for taxable
year 1977 or succeeding taxable years, of the individual for whose
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benefit the plan was established until distributed pursuant to the
provisions of the plan or by operation of law.

(2) In the case of a simplified employee pension, where
contributions are also made pursuant to, and in conformance with,
the provisions of Section 408 (k) of the Internal Revenue Code of
1954, the net income attributable to the nondeductible portion of
such contributions shall not be includable in the gross income of the
individual for whose benefit the plan was established for the taxable
year or for succeeding taxable years until distributed pursuant to the
provisions of the plan or by operation of law.

(3) Notwithstanding the limitations provided in former Section
17272 (as amended by Chapter 1461 of the Statutes of 1985) with
respect to the amount of deductible contributions and individuals
eligible for the deduction, any income attributable to contributions
made to a plan in existence in taxable years beginning on or after
January 1, 1982, in conformance with Sections 219, 220, 408, and 409
of the Internal Revenue Code of 1954, shall not be includable in the
gross income of the individual for whose benefit the plan was
established until distributed pursuant to the provisions of the plan or
by operation of law.

{b) The provisions of Section 408(d) of the Internal Revenue
Code are modified as follows:

(1) For taxable years beginning on or after January 1, 1983, and
before January 1, 1987, the basis of any person in such an account or
annuity is the amount of contributions not allowed as a deduction
under former subdivision (a), (e), or (g) of Section 17272 (as
amended by Chapter 1461 of the Statutes of 1985) on account of the
purchase of the account or annuity.

(2) For purposes of paragraph (1), the rules for recovery of basis
shall be governed by Section 17085.

(c) A copy of the report, which is required to be filed with the
Secretary of the Treasury under Section 408(i) or 408(l) of the
Internal Revenue Code, shall be filed with the Franchise Tax Board
at the same time and in the same manner as specified in those
sections.

SEC. 102. Section 17508 is added to the Revenue and Taxation
Code, to read:

17508. The provisions of Section 408(0) of the Internal Revenue
Code, relating to definitions and rules relating to nondeductible
contributions to individual retirement plans, shall be applicable and
the information required to be reported shall be reported on the
return filed pursuant to Chapter 17 (commencing with Section
18401) at the time and in the manner as specified in that section.

SEC. 103. Section 17510 of the Revenue and Taxation Code is
repealed.

SEC. 104. Section 17513 of the Revenue and Taxation Code is
repealed.

SEC. 105. Section 17515 is added to the Revenue and Taxation
Code, to read:
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17515. The special rules for designated settlement funds
prescribed by Section 468B of the Internal Revenue Code shall be
applicable, except as follows:

(a) The tax imposed shall be at the maximum rate imposed under
Section 17041.

(b) No deduction shall be allowed for state and local taxes on, or
according to, or measured by, income or profits.

SEC. 106. Section 17551.5 is added to the Revenue and Taxation
Code, to read:

17551.5. (a) In the case of any taxpayer, S corporation, or
partnership required to change its accounting period by the federal
Tax Reform Act of 1986 (Public Law 99-514), that change shall be
treated as initiated by the taxpayer, S corporation, or partnership
with the consent of the Franchise Tax Board.

(b) Any income in excess of expenses for the short taxable year
resulting from the change described in subdivision (a) shall be taken
into account ratably in each of the first four taxable years (including
the short year) beginning after December 31, 1986, unless the
taxpayer, partner, or shareholder elects to include all that income in
the short taxable year.

SEC. 107. Section 17552.5 of the Revenue and Taxation Code is
repealed.

SEC. 108. Section 17560 is added to the Revenue and Taxation
Code, to read:

17560. At the election of the taxpayer, the provisions of Section
453C of the Internal Revenue Code, relating to certain indebtedness
treated as payment on installment obligations, shall not be
applicable.

SEC. 109. Section 17651 of the Revenue and Taxation Code is
amended to read:

17651. (a) There is hereby imposed for each taxable year on the
unrelated business taxable income (as defined in Section 23732) of
every trust a tax computed as provided in Section 17041. In making
such computation for purposes of this section, the term “taxable
income” as used in Section 17041 shall be read as “unrelated business
taxable income” as defined in Section 23732.

(b) The tax imposed by subdivision (a) shall apply in the case of
any trust which is exempt, except as provided in this article, from
taxation under this part by reason of Section 17631 and which, if it
were not for such exemption, would be subject to Chapter 9
(commencing with Section 17731) relating to estates, trusts,
beneficiaries, and decedents.

SEC. 110. Section 17672 of the Revenue and Taxation Code is
repealed.

SEC.111. Chapter 8 (commencing with Section 17681) of Part 10
of Division 2 of the Revenue and Taxation Code is repealed.

SEC. 112. Chapter 8 (commencing with Section 17681) is added
to Part 10 of Division 2 of the Revenue and Taxation Code, to read:
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CHAPTER 8. NATURAL RESOURCES

17681. The taxation of natural resources shall be determined in
accordance with Subchapter I of Chapter 1 of Subtitle A of the
Internal Revenue Code, except as otherwise provided.

17682. The provisions of Sections 613 (d), 613 (e), and 613A of the
Internal Revenue Code, relating to percentage depletion for oil and
gas wells and geothermal deposits, shall not be applicable.

17683. The provisions of Section 613 of the Internal Revenue
Code, relating to percentage depletion, shall be modified as follows:

(a) In the case of oil, gas, and geothermal wells the allowance for
depletion under this part shall be 22 percent of the gross income
from the property during the taxable year, excluding from such gross
income an amount equal to any rents or royalties paid or incurred
by the taxpayer in respect of the property. The allowance shall not
exceed 50 percent of the taxable income of the taxpayer (computed
without allowance for depletion) from the property, except that in
no case shall the depletion allowance be less than it would be if
computed without reference to this section. For purposes of the
preceding sentence, the allowable deductions taken into account
with respect to expenses of oil, gas, and geothermal wells in
computing the taxable income from the property shall be decreased
by an amount equal to so much of any gain which (1) is treated under
Section 1245 of the Internal Revenue Code (relating to gain from
disposition of certain depreciable property) as gain from the sale or
exchange of property which is neither a capital asset nor property
described in Section 1231 of the Internal Revenue Code, and (2) is
properly allocable to the property.

(b) Where the total accumulated amount of deduction allowed or
allowable for depletion exceeds an amount equal to the adjusted cost
of the taxpayer’s interest in any property which is subject to recovery
through depletion under subdivision (a), percentage depletion shall
be allowed in respect to those interests in that property, subject to
the limitations and adjustments of subdivisions (c¢) and (d).

(c) Where the total depletion allowance for all properties in
subdivision (b) exceeds one million five hundred thousand dollars
($1,500,000), the allowance in subdivision (b) shall be reduced by 125
percent of the excess.

(d) In any case where husband and wife file separate returns, the
amount specified in subdivision (¢) shall be seven hundred fifty
thousand dollars ($750,000) in lieu of one million five hundred
thousand dollars ($1,500,000).

(e) For purposes of this section, a “geothermal deposit” means a
geothermal reservoir consisting of natural heat which is stored in
rocks or in an aqueous liquid or vapor (whether or not under
pressure).

17684. The provisions of Section 621 of the Internal Revenue
Code, relating to payments to encourage exploration, development,
and mining for defense purposes, shall not be applicable.
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SEC. 113. Section 17737 of the Revenue and Taxation Code is
amended to read:

17737. For purposes of computing the taxable income of the
estate or trust and the taxable income of a spouse to whom Section
682(a) of the Internal Revenue Code (relating to income of an estate
or trust in the case of divorce, etc.) applies, that spouse shall be
considered as the beneficiary for purposes of this chapter.

SEC. 114. Section 17740 of the Revenue and Taxation Code is
repealed.

SEC. 115. Section 17740 is added to the Revenue and Taxation
Code, to read:

17740. ‘The beneficiaries of real estate investment trusts shall be
taxed in accordance with Sections 857 and 858 of the Internal
Revenue Code, except as otherwise provided.

SEC. 115.5. Section 17851 of the Revenue and Taxation Code is
amended to read:

17851. The taxation of partners and partnerships shall be
determined in accordance with Subchapter K of Chapter 1 of
Subtitle A of the Internal Revenue Code, except as otherwise
provided in this chapter and Chapter 1.5 (commencing with Section
23081) of Part 11.

SEC. 116. Section 17852 of the Revenue and Taxation Code is
amended to read:

17852. In determining his or her income tax, each partner shall
also take into account separately his or her distributive share of the
partnership’s credit for political contributions.

SEC. 117. Section 17932 of the Revenue and Taxation Code is
amended to read:

17932. (a) Every partnership shall make a return for each
taxable year, stating specifically the items of gross income and the
deductions allowed by this part. The return shall include the names
and addresses 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.

(b) Each partnership required to file a return under subdivision
(a) for any partnership 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 and address of such other person, and
any other information for that taxable year as the Franchise Tax
Board may by form and regulation prescribe.

108660



Ch. 1138 ] STATUTES OF 1987 3929

(2) Furnish in the manner prescribed by the Franchise Tax Board
such other person the information provided by that partnership
under subdivision (b).

SEC. 118. Section 18033 of the Revenue and Taxation Code is
repealed.

SEC. 119. Section 18035 of the Revenue and Taxation Code is
repealed.

SEC. 120. Section 18035.5 is added to the Revenue and Taxation
Code, to read:

18035.5. (a) If a qualified housing project is sold or disposed of by
the taxpayer in an approved disposition, then, at the election of the
taxpayer, gain from that approved disposition shall not be recognized
to the extent specified in subdivision (c). An election made under
this section shall be made at the time and in the manner as the
Franchise Tax Board prescribes by regulations.

(b) For purposes of this section:

(1) “Qualified housing project” means a project providing rental
or cooperative housing for lower income families subject to any of
the following with respect to which the owner is, under those
sections or regulations issued thereunder limited as to the rate of
return on his or her investment in the project, and limited as to
rentals or occupancy charges for units in the project:

(A) A mortgage insured by the United States Department of
Housing and Urban Development under either Section 202, 213,
221 (d) (3), 231, 236, or 608 of the National Housing Act.

(B) A mortgage securing a direct loan from the Farmers Home
Administration of the United States Department of Agriculture
under either Section 514 or 515 of the Housing Act of 1949.

(C) A Housing Assistance Payments contract under Section 8 of
the United States Housing Act of 1937, where that contract provides
a project-based subsidy under the New Construction, Moderate
Rehabilitation, Substantial Rehabilitation, or Loan Management
programs.

(2) “Approved disposition” means a sale or other disposition of a
qualified housing project to a qualified entity as defined in this
subdivision and subject to specific use restrictions, as defined in this
subdivision.

(3) “Qualified entities” include any of the following:

(A) A nonprofit corporation that has obtained tax-exempt status
under either Section 501 (c) (3) or 501 (c) (4) of the Internal Revenue
Code.

(B) A public agency or unit of state or local government.

(C) A limited equity cooperative formed pursuant to Section
33007.5 of the Health and Safety Code.

(D) A limited partnership, of which a general partner is one of the
above qualified entities, or an affiliate thereof, where a majority of
the board of directors of the affiliate is appointed or removable by
the qualified entity or where the qualified entity owns a majority of
the voting shares of the affiliate, so long as the partnership
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agreement limits the annual rate of return to investors to 8 percent
of their capital contributions.

(4) A qualified entity acquiring a qualified housing project shall
agree for the useful life of the project to all of the following
conditions and restrictions:

(A) To assume the obligations imposed by any loan agreement,
mortgage, subsidy contract, or regulatory agreement on the project.

(B) To restrict occupancy in accordance with the threshold
requirements of Section 42(g) of the Internal Revenue Code where
less than all of the units in the projects are occupied by tenants whose
incomes make the project eligible for- the tax credit under Section 42
of the Internal Revenue Code.

(C) To accept all available rent subsidies on behalf of tenants in
the project.

(D) Not to evict tenants without a showing of good cause.

(E) Not to arbitrarily discriminate against applicants for
admission on the basis of family income or any other basis prohibited
by law. .

(F) To establish rents for the project not exceeding those
required by the terms of any subsidy program utilized at the project
or the rent restrictions required by Sectlon 42 of the Internal
Revenue Code, whichever is less.

(G) To be subject to continued regulatlon by federal or state
housing agencies or the Department of Housing and Community
Development to ensure compliance with these regulatory
requirements.

(H) To restrict occupancy in accordance with this paragraph by
a deed restriction running with the land and enforceable by the
Department of Housing and Community. Development. Any
regulatory agreement establishing these occupancy restrictions shall
be deemed a contract and shall be enforceable by affected tenants
as third-party beneficiaries thereto.

(¢) (1) Where all units in the project are used in accordance with
the standards specified in paragraph (4) of subdivision (b), and all
of the units are occupied by tenants whose incomes make the project
eligible for the tax credit under Section 42 of the Internal Revenue
Code, then 50 percent of the gain, which would otherwise be
recognized, shall not be recognizable to any extent.

(2) So long as the threshold requirements of Section 42(g) of the
Internal Revenue Code are met, where less than all of the units in
the project are occupied by tenants whose incomes make the project
eligible for the tax credit under Section 42 of the Internal Revenue
Code, then the gain shall not be recognized in accordance with the
formulas for allocating the low-income housing tax credit, as
provided in Section 42 of the Internal Revenue Code.

(d) Upon the receipt of information that a qualified entity is
failing to use the project in accordance with the requirements of
paragraph (4) of subdivision (b), then the Department of Housing
and Community Development shall conduct an investigation of the
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allegations. If the department determines that the qualified entity is
utilizing good faith efforts to use the units in the project to the
maximum extent possible in accordance with the restrictions
specified in paragraph (4) of subdivision (b), and it is not
economically feasible to utilize all units in that fashion, then the
department shall not seek to remedy the alleged violation. If the
department determines that there exists an unjustified violation of
the restrictions specified in paragraph (4) of subdivision (b), then
the department shall pursue whatever remedies are specified by law
for that violation, including the imposition of a receivership to
operate the project in accordance with the requirements of this
section and recovery of a penalty from the qualified entity in the
amount of the capital gains tax that was not recognized and penalties
and interest for delinquent taxes as otherwise provided by law.

(e) No project on which 50 percent of the capital gains has been
nonrecognized pursuant to subdivision (c) shall be sold or otherwise
disposed of without the prior written approval of the Department of
Housing and Community Development. In giving that approval, the
department shall ensure that the project shall continue to be subject
to the requirements of paragraph (2) of subdivision (b) or that any
net proceeds of the sale are utilized for charitable low-income
housing purposes. In determining what constitutes the net proceeds
of the sale, where the seller is a qualified limited partnership entity
under subparagraph (D) of paragraph (3) of subdivision (b), the
Department of Housing and Community Development shall
consider the terms of the partnership agreement.

(f) This section shall remain in effect only until January 1, 1990,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1990, deletes or extends that date.

SEC. 121. Section 18036 of the Revenue and Taxation Code is
amended to read:

18036. (a) In addition to the adjustments to basis provided by
Section 1016 (a) of the Internal Revenue Code, a proper adjustment
shall also be made for amounts allowed as deductions as deferred
expenses under subdivision (b) of former Section 17689 or former
Section 17689.5 (relating to certain exploration expenditures) and
resulting in a reduction of the taxpayer’s taxes under this part, but
not less than the amounts allowable under those sections for the
taxable year and prior years. A proper adjustment shall also be made
for amounts deducted under Sections 17252.5 and 17265.

(b) Notwithstanding the provisions of Sections 164 (a) and 1016 (a)
of the Internal Revenue Code, no adjustment to basis shall be made
for any of the following:

(1) Abandonment fees paid in respect of property on which the
open-space easement is terminated under Section 51061 or 51093 of
the Government Code.

(2) Tax recoupment fees paid under Section 51142 of the
Government Code.

(3) Sales or use tax which is paid or incurred by the taxpayer in
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connection with the acquisition of property for which a tax credit is
claimed pursuant to Section 17052.13.

(¢) The provisions of Section 1016(c) of the Internal Revenue
Code, relating to increase in basis of property on which additional
estate tax is imposed, shall be applicable.

SEC. 122. Section 18037 of the Revenue and Taxation Code is
amended to read:

18037. The provisions of Section 1033(g) (3) (A) of the Internal
Revenue Code, relating to the election to treat outdoor advertising
displays as real property, shall not be denied because the taxpayer
has, on his or her federal return, claimed an investment credit or
elected to expense the asset.

SEC. 123. Section 18040 of the Revenue and Taxation Code is
amended to read:

18040. The provisions of Section 1061 of the Internal Revenue
Code, relating to nonrecognition of gain for certain vessels, shall not
be applicable.

SEC. 125. Section 18152 of the Revenue and Taxation Code is
repealed.

SEC. 126. Section 18152 is added to the Revenue and Taxation
Code, to read:

18152. (a) Losses from sales or exchanges before October 1, 1987,
of small business stock, as defined in Section 18161 shall be allowed
only to the extent that those losses exceed any gains from those sales
or exchanges, and:

(1) Inthe case of small business stock held for more than one year,
but not more than three years, losses in excess of gain shall be
reduced by 35 percent of the excess.

(2) In the case of small business stock held for more than three
years, losses in excess of gains shall be reduced by 100 percent of the
excess.

(b) The limitations imposed under this section shall be required
to be made prior to application of the limitation on losses under
Section 1211 of the Internal Revenue Code.

(c¢) This section shall remain in effect only until January 1, 1989,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1989, deletes or extends that date.

SEC. 127. Section 18153 of the Revenue and Taxation Code is

repealed.

SEC. 128. Section 18154 of the Revenue and Taxation Code is
repealed.

SEC. 129. Section 18155 of the Revenue and Taxation Code is
repealed.

SEC. 130. Section 18161 is added to the Revenue and Taxation
Code, to read:

18161. (a) If for any taxable year a taxpayer has a net capital gain
from the sale or exchange of small business stock, a deduction from
gross income shall be allowed as follows:

(1) In the case of small business stock held for more than one year
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but not more than three years, 35 percent of the net capital gain.

(2) In the case of small business stock held for more than three
years, 100 percent of the net capital gain.

(b) This section shall apply only with respect to small business
stock acquired after September 16, 1981, and sold or exchanged
before October 1, 1987.

(c) For purposes of this section, “small business stock™ is an equity
security issued by a corporation which has the following
characteristics at the time of acquisition by the taxpayer:

(1) The commercial domicile or primary place of business is
located within California.

(2) The total employment of the corporation is no more than 500
employees, as measured by the number of employees covered by
federal unemployment insurance on December 31 of the year
preceding acquisition of the small business stock, a majority of which
employees were covered by California unemployment insurance on
December 31 of the year preceding acquisition of the small business
stock. However, if more than 50 percent of the outstanding equity
securities of all classes are held by another corporation, the
employment of the controlling corporation shall be counted as
employment of the eligible corporation for purposes of this section.

(3) The outstanding issues of the corporations, including those
held by the taxpayer, are not listed on the New York Stock Exchange,
the American Stock Exchange, or the National Association of
Securities Dealers Automated Quotation System.

(4) No more than 25 percent of gross receipts in the immediate
prior income year were obtained from rents, interest, dividends, or
sales of assets.

(5) The corporation is not engaged primarily in the business of
holding land.

(6) Notwithstanding paragraph (4), “small business stock”
includes an equity security issued by a corporation which has derived
no more than 25 percent of its gross receipts from rents, dividends,
or sales of assets during any of the first four income years following
the date of its incorporation.

Paragraph (6) shall not be deemed satisfied by a corporation
which issues equity securities if that corporation, for tax purposes
only, liquidates its assets, in whole or in part, in anticipation of
qualifying under those provisions and then subsequently reorganizes
that portion of the corporation under a new name.

(d) For purposes of this section, “small business stock” does not
include an equity security issued by a corporation which has either
of the following characteristics in the income year immediately prior
to the taxpayer’s sale or exchange of the equity security:

(1) More than 25 percent of its gross receipts were obtained from
rents, interest, dividends, or sales of assets.

(2) The corporation was primarily engaged in the business of
holding land.

(e) This section shall remain in effect only until January 1, 1989,
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and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1989, deletes or extends that date.
SEC. 131. Section 18162.5 of the Revenue and Taxation Code is

repealed.

SEC. 132. Section 18169 of the Revenue and Taxation Code is
repealed.

SEC. 133. Section 18172 of the Revenue and Taxation Code is
repealed.

SEC. 134. Section 18173 of the Revenue and Taxation Code is
repealed.

SEC. 135. Section 18175 of the Revenue and Taxation Code is
repealed.

SEC. 136. Section 18176 of the Revenue and Taxation Code is
repealed.

SEC. 137. Section 18177 is added to the Revenue and Taxation
Code, to read:

18177. Section 1275(a)(3) of the Internal Revenue Code
(relating to the definition of tax-exempt obligations) shall not be
applicable but instead the term “tax-exempt obligation” means
obligations the interest of which is exempt from tax under this part.

SEC. 138. Section 18178 is added to the Revenue and Taxation
Code, to read:

18178. Section 1272 of the Internal Revenue Code shall be
modified as follows:

(a) For taxable years beginning on or after January 1, 1987, and
before the taxable year in which the debt obligation matures or is
sold, exchanged, or otherwise disposed, the amount included in gross
income under this part shall be the same as the amount included in
gross income on the federal tax return.

(b) The difference between the amount included in gross income
on the federal return and the amount included in gross income under
this part, with respect to obligations issued after December 31, 1984,
for taxable years beginning before January 1, 1987, shall be included
in gross income in the taxable year in which the debt obligation
matures or is sold, exchanged, or otherwise disposed.

SEC. 139. Chapter 15 (commencing with Section 18241) of Part
10 of Division 2 of the Revenue and Taxation Code is repealed.

SEC. 140. Section 18401 of the Revenue and Taxation Code is
amended to read:

18401. Every individual taxable under this part shall make a
return to the Franchise Tax Board, stating specifically the items of
the individual’s gross income and the deductions and credits allowed
by this part, if the individual has for the taxable year—

(a) An adjusted gross income over six thousand dollars ($6,000) if
single;

(b) An adjusted gross income of over twelve thousand dollars
{$12,000) if married; or

(c) A gross income of over eight thousand dollars ($8,000), if
single, and sixteen thousand dollars ($16,000) if married, regardless
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of the amount of adjusted gross income.

SEC. 141. Section 18402 of the Revenue and Taxation Code is
amended to read:

18402. If a husband and wife have for the taxable year an
aggregate adjusted gross income of over twelve thousand dollars
($12,000), or an aggregate gross income of over sixteen thousand
dollars ($16,000) — -

(a) Each shall make such a return, or

(b) If a joint federal income tax return for the same taxable year
is filed, the income of each shall be included in a single joint return,
in which case the tax shall be computed on the aggregate income, as
provided in Section 17045. A nonresident joint return shall be made
if: (1) one spouse was a resident for the entire year and the.other
spouse was a nonresident for all or any portion of the taxable year
(this provision shall not apply if the nonresident or his or her spouse
was an active member of the armed forces of the United States or any
auxiliary branch thereof during the taxable year), or (2) husband and
wife have different taxable years; except that if their taxable years
begin on the same day and end on different days because of the death
of either or of both, then the joint return may be made with respect
to the taxable year of each. The above exception shall not apply if the
surviving spouse remarries before the close of his or her taxable year,
nor if the taxable year of either spouse is a fractional part of a year
under Section 443(a) of the Internal Revenue Code.

(c) Inthe case of the death of one spouse or both spouses the joint
return with respect to the decedent may be made only by the
decedent’s executor or administrator; except that in the case of the
death of one spouse the joint return may be made by the surviving
spouse if (1) no return for the taxable year has been made by the
decedent, (2) no executor or administrator has been appointed, and
(3) no executor or administrator is appointed before the last day
prescribed by law for filing the return of the surviving spouse. If an
executor or administrator of the decedent is appointed after the
making of the joint return by the surviving spouse, the executor or
administrator may disaffirm such joint return by making, within one
year after the last day prescribed by law for filing the return of the
surviving spouse, a separate return for the taxable year of the
decedent with respect to which the joint return was made, in which
case the return made by the survivor shall constitute his or her
separate return.

SEC. 142. Section 18405 of the Revenue and Taxation Code is
amended to read: .

18405. (a) Every fiduciary (except a receiver appointed by
authority of law in possession of part only of the property of an
individual) shall make a return, which shall contain or be verified by
a written declaration that it is made under the penalties of perjury,
for any of the following taxpayers for whom he acts, stating
specifically the items of gross income of the taxpayer and the
deductions and credits allowed under this part:
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(1) Every individual having an adjusted gross income for the
taxable year of over six thousand dollars ($6,000), if single.

(2) Every individual having an adjusted gross income for the
taxable year of over twelve thousand dollars ($12,000), if married.

(3) Every individual having a gross income for the taxable year of
over eight thousand dollars ($8,000), regardless of the amount of
adjusted gross income.

(4) Every estate the net income of which for the taxable year is
over one thousand dollars ($1,000).

(5) Every trust the net income of which for the taxable year is
over one hundred dollars ($100).

(6) Every estate or trust the gross income of which for the taxable
year is over eight thousand dollars ($8,000), regardless of the amount
of the net income.

(7) Every decedent, for the year in which death occurred, and for
prior years, if returns for such years should have been filed but have
not been filed by the decedent, under such rules and regulations as
the Franchise Tax Board may prescribe.

(b) The fiduciary of any estate or trust required to file a return
under subdivision (a), for any taxable year shall, on or before the
date on which that return was required to be filed, furnish to each
beneficiary (or nominee thereof) a statement in accordance with the
provisions of Section 6034A of the Internal Revenue Code.

SEC. 143. Section 18410 of the Revenue and Taxation Code is
amended to read:

18410. If an individual has filed a separate return for a taxable
year for which a joint return could have been made by him and his
spouse under Section 18402, and the time prescribed by this part for
filing the return for that taxable year has expired, that individual and
his or her spouse may nevertheless make a joint return for that
taxable year, provided a joint federal income tax return is made
under the provisions of Section 6013(b) of the Internal Revenue
Code. A joint return filed by the husband and wife in such a case shall
constitute the return of the husband and wife for that taxable year,
and all payments, credits, refunds, or other repayments made or
allowed with respect to the separate return of either spouse for that
taxable year shall be taken into account in determining the extent to
which the tax based upon the joint return has been paid.

SEC. 144. Section 18431.5 is added to the Revenue and Taxation
Code, to read:

18431.5. Notwithstanding any other provision of law, the
Franchise Tax Board inay design tax returns to provide for the
designation of contributions to specified funds, as otherwise provided
by law, on a separate schedule which shall be attached to the primary
return form.

SEC. 145. Section 18504 of the Revenue and Taxation Code is
repealed.

SEC. 145.5. Section 18504 is added to the Revenue and Taxation
Code, to read:
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18504. This article shall remain in effect only until January 1, 1992,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1992, deletes or extends that date.

SEC. 146. Section 18513 is added to the Revenue and Taxation
Code, to read:

18513. This article shall remain in effect only until January 1, 1992,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1992, deletes or extends that date.

SEC. 147. Section 18525 of the Revenue and Taxation Code is
repealed.

SEC. 147.5. Section 18525 is added to the Revenue and Taxation
Code, to read:

18525. This article shall remain in effect only until January 1, 1992,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1992, deletes or extends that date.

SEC. 148. Section 18534 is added to the Revenue and Taxation
Code, to read:

18534. This article shall remain in effect only until January 1, 1992,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1992, deletes or extends that date.

SEC. 149. Section 18586.7 of the Revenue and Taxation Code is
amended to read:

18586.7. (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 18586 (relating to
deficiency assessments) or under Section 18648 (relating to false or
fraudulent returns) or Section 19404 (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 of
the Internal Revenue Code) issued under Section 19254 (power of
examination) the running of any period of limitations under Section
18586 (relating to deficiency assessments) or under Section 18648
(relating to false or fraudulent returns) or Section 19404 (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—

(1) Beginning on the date which is six months after the service of
the subpoena and

(2) Ending with the final resolution of that response.

SEC. 150. Section 18654 of the Revenue and Taxation Code is
amended to read:

18654. (a) If the individual who is in physical possession of cash
in excess of ten thousand dollars ($10,000) does not claim that cash
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in any of the capacities specified in paragraphs (1) and (2), then for
purposes of Sections 18641 and 18642, it shall be presumed that the
cash represents gross income of a single individual for the taxable
year in which the possession occurs, and that the collection of tax will
be jeopardized by delay:

(1) The cash is not claimed as his or hers.

(2) The cash is not claimed as belonging to another person whose
identity the Franchise Tax Board can readily ascertain and who
acknowledges ownership of that cash.

(b) In the case of any assessment resulting from the application of
subdivision (a), all of the following apply:

(1) The entire amount of the cash shall be treated as taxable
income for the taxable year in which the possession occurs.

(2) That income shall be treated as taxable at the maximurm rate
under Section 17041.

(3) Except as provided in subdivision (c), the possessor of the cash
shall be treated (solely with respect to that cash) as the taxpayer for
purposes of Chapter 18 (commencing with Section 18551) and
Chapter 19 (commencing with Section 18801).

(c) If, after an assessment resulting from the application of
subdivision (a), that assessment is abated and replaced by an
assessment against the owner of the cash, that later assessment shall
be treated for purposes of all laws relating to lien, levy, and collection
as relating back to the date of the original assessment.

(d) For purposes of this section, the following definitions apply:

(1) “Cash” includes any cash equivalent.

(2) “Cash equivalent” means any of the following:

(A) Foreign currency. )

(B) Any bearer obligation.

(C) Any medium of exchange to which both of the following
apply: ,

(i) It is of a type which has been frequently used in illegal
activities.

(ii) It is specified as a cash equivalent for purposes of this part in
regulations prescribed by the Franchise Tax Board.

(3) Any cash equivalent shall be taken into account in the
following manner:

(A) In the case of a bearer obligation, at its face amount.

(B) In the case of any other cash equivalent, at its fair market
value.

SEC. 151. Section 18681.1 of the Revenue and Taxation Code is
amended to read: .

18681.1. (a) The penalty for failure to file an information return
required by this part shall be determined in accordance with Section
6721 of the Internal Revenue Code.

(b) The penalty for failure to furnish a payee statement as
required by this part shall be determined in accordance with Section
6722 of the Internal Revenue Code.

(c) The penalty for failure to include correct information on any
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informational return or payee statement required by this part shall
be determined in accordance with Section 6723 of the Internal
Revenue Code.

(d) The circumstances which may constitute grounds for waiver
of any penalty under this section shall be determined in accordance
with the standards established by Section 6724 of the Internal
Revenue Code.

(e) In the case of each failure to provide a written explanation as
required by Section 402 (f) of the Internal Revenue Code, at the time
prescribed therefor, unless it is shown that such failure is due to
reasonable cause and not to willful neglect, there shall be paid, on
notice and demand of the Franchise Tax Board and in the same
manner as tax, by the person failing to provide that written
explanation, an amount equal to ten dollars ($10) for each such
failure, but the total amount imposed on that person for all those
failures during any calendar year shall not exceed five thousand
dollars ($5,000).

(f) Any penalty imposed by this part shall be paid on notice and
demand by the Franchise Tax Board and in the same manner as tax.

SEC. 152. Section 18681.5 is added to the Revenue and Taxation
Code, to read:

18681.5. A penalty shall be imposed for failing to meet the
requirements of Section 18803.2, relating to original issue discount
reporting requirements with respect to any person subject to tax
under this part. The penalty shall be determined in accordance with
the provisions of Section 6706 of the Internal Revenue Code.

SEC. 153. Section 18681.6 of the Revenue and Taxation Code is
amended to read:

18681.6. (a) In addition to the penalty imposed by Section
18681.1 (relating to failure to file information returns), if any person,
or entity fails to report amounts paid as remuneration for personal
services as required under Section 13050 of the Unemployment
Insurance Code or Section 18802 and 18802.2 on the date prescribed
therefor (determined with regard to any extension of time for
filing), that person or entity may be liable for a penalty determined
under subdivision (b).

(b) For purposes of subdivision (a), the amount determined
under this subdivision is the maximum rate under Section 17041
multiplied by the unreported amounts paid as remuneration for
personal services.

(c) The penalty imposed by subdivision (a) shall be assessed
against that person or entity required to file a return under Section
13050 of the Unemployment Insurance Code or Section 18802 or
18802.2.

(d) Article 2 (commencing with Section 18581) of Chapter 18 of
this part (relating to deficiency assessments) shall not apply with
respect to the assessment of collection of any penalty imposed by
subdivision (a).

SEC. 154. Section 18681.7 of the Revenue and Taxation Code is
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repealed.

SEC. 155. Section 18681.9 of the Revenue and Taxation Code is
amended to read:

18681.9. (a) The person required by subdivision (c) of Section
17507 to file a report regarding an individual retirement account or
individual retirement annuity shall pay a penalty of fifty dollars ($50)
for each failure, unless it is shown that such failure is due to
reasonable cause.

(b) Any individual required to furnish information under Section
17508 as to the amount designated nondeductible contributions
made for any taxable year, who overstates the amount of those
contributions made for that taxable year, shall pay a penalty of one
hundred dollars ($100) for each such overstatement unless it is
shown that such overstatement is due to reasonable cause.

(c) Article 2 (commencing with Section 18581) of this chapter
(relating to deficiency procedures for income taxes) shall not apply
in respect of the assessment or collection of any penalty imposed
under this section.

SEC. 156. Section 18682 of the Revenue and Taxation Code is
amended to read:

18682. (a) An amount shall be added to the tax imposed under
Section 17041 or 17048 for any underpayment of estimated tax. The
amount shall be determined in accordance with Section 6654 of the
Internal Revenue Code, except as otherwise provided in this section.

(b) The applicable annual rate specified in Section 6654 (a) (1) of
the Internal Revenue Code shall be the rate determined under
Section 19269.

(c) The annualized income installment, determined under
Section 6654 (d) (2) of the Internal Revenue Code, shall not include
“alternative = minimmum  taxable income” or “adjusted
self-employment income.”

(d) Section 6654 (e) of the Internal Revenue Code is modified as
follows:

(1) Paragraph (1) shall not be applicable.

(2) No addition to the tax shall be imposed under this section if:

(A) The tax—

(i) Imposed under Section 17041 or 17048 for the preceding
taxable year, minus the sum of any credits against the tax provided
by this part, or

(ii) Computed under Section 17041 or 17048 upon the estimated
income for the taxable year, minus the sum of any credits against the
tax provided by this part—is less than one hundred dollars ($100),
except in the case of a separate return filed by a married person the
amount shall be less than fifty dollars ($50); or

(B) Eighty percent or more of the tax imposed under Section
17041 or 17048 for the preceding taxable year, less any credits against
the tax other than the credit allowed under Section 18351.1 for tax
withheld on wages pursuant to Section 13020 of the Unemployment
Insurance Code, was paid by withholding of tax on wages, as
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provided by Section 13020 of the Unemployment Insurance Code; or

(C) Eighty percent or more of the estimated tax for the taxable
year will be paid by withholding of tax on wages, as provided by
Section 13020 of the Unemployment Insurance Code; or

(D) Eighty percent or more of the adjusted gross income for the
taxable year consists of wages subject to withholding pursuant to
Section 13020 of the Unemployment Insurance Code. However, this
paragraph shall not apply if the employee files a false or fraudulent
withholding exemption certificate for the taxable year.

(e) Section 6654 (f) of the Internal Revenue Code shall not apply
and for purposes of this section the term “tax” means the tax imposed
under Section 17041 or 17048, less any credits against the tax provided
by this part, other than the credit provided by Section 18551.1
(relating to tax withheld on wages).

(f) The credit for tax withheld on wages, as specified in Section
6654 (g) of the Internal Revenue Code, shall be the credit allowed
under Section 18551.1.

(g) This section shall apply to a nonresident individual.

(h) Section 6654 (l) of the Internal Revenue Code shall not apply.

(i) (1) For purposes of Section 6654(d) of the Internal Revenue
Code, the term “annualized required payment” means the lesser of
either of the following:

(A) Eighty percent of the tax shown on the return for the taxable
year (or, if no return is filed, 80 percent of the tax for that year).

(B) One hundred percent of the tax shown on the return of the
individual for the preceding taxable year.

(2) In the case of any required installment, the applicable
percentage is as follows:

In the case of the following The applicable
required installments: percentage is:
ISt e 20
20 et 40
BIA o 60
Ath s 80

SEC. 157. Section 18682.5 is added to the Revenue and Taxation
Code, to read:

18682.5. No addition to tax shall be made under Section 18682 for
any period before April 16, 1988, with respect to any underpayment,
to the extent that underpayment was created or increased by any
provision in the act adding this section to the code. The Franchise
Tax Board shall adopt procedures, forms, and instructions to
implement this section in a reasonable manner.

This section shall remair: in effect only until January 1, 1993, and
as of that date is repealed, unless a later enacted statute, which is
enacted before January 1, 1993, deletes or extends that date.

SEC. 158. Section 18683.5 is added to the Revenue and Taxation
Code, to read:
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18683.5. (a) Any individual who makes an election under
subdivision (c¢) of Section 17085 and overstates the amount of
consideration for the contract contributed by the employee which is
recoverable during the taxable year, shall pay a penalty of one
hundred dollars ($100) unless it is shown that the overstatement is
due to reasonable cause.

(b) Article 2 (commencing with Section 18581) of this chapter
(relating to deficiency procedures for income taxes) shall not apply
to the assessment or collection of any penalty imposed under this
section.

SEC. 159. Section 18684 of the Revenue and Taxation Code is
repealed.

SEC. 160. Section 18684 is added to the Revenue and Taxation
Code, to read:

18684. (a) (1) If any part of any underpayment (as defined in
subdivision (c¢)) is due to negligence or disregard of rules or
regulations, there shall be added to the tax an amount equal to the
sum of the following:

(A) Five percent of the underpayment.

(B) An amount equal to 50 percent of the interest payable under
Section 18688 with respect to the portion of that underpayment
which is attributable to negligence for the period beginning on the
last date prescribed by law for payment of that underpayment
(determined without regard to any extension) and ending on the
date of the assessment of the tax (or, if earlier, the date of the
payment of the tax).

(2) There shall not be taken into account under this subdivision
any portion of an underpayment attributable to fraud with respect
to which a penalty is imposed under subdivision (b).

(3) For purposes of this subdivision, the term “negligence”
includes any failure to make a reasonable attempt to comply with the
provisions of this part, and the term “disregard” includes any
careless, reckless, or intentional disregard.

(b) (1) If any part of any underpayment (as defined in
subdivision (c)) of tax required to be shown on a return is due to
fraud, there shall be added to the tax an amount equal to the sum of
the following:

(A) Seventy-five percent of the portion of the underpayment
which is attributable to fraud.

(B) An amount equal to 50 percent of the interest payable under
Section 18688 with respect to that portion for the period beginning
on the last day prescribed by law for payment of that underpayment
(determined without regard to any extension) and ending on the
date of the assessment of the tax or, if earlier, the date of the payment
of the tax.

(2) If the Franchise Tax Board establishes that any portion of an
underpayment is attributable to fraud, the entire underpayment
shall be treated as attributable to fraud, except with respect to any
portion of the underpayment which the taxpayer established is not
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attributable to fraud.

(3) In the case of a joint return, this subdivision shall not apply
with respect to a spouse unless some part of the underpayment is due
to the fraud of that spouse.

(¢) For purposes of this section, “underpayment” means
“deficiency” as defined by Section 18591.1 (except that, for this
purpose, the tax shown on a return shall be taken into account only
if that return was filed on or before the last day prescribed for the
filing of that return, determined with regard to any extension of time
for that filing).

(d) If any penalty is assessed under subdivision (b) (relating to
fraud) for an underpayment of tax which is required to be shown on
a return, no penalty under Section 18681 (relating to failure to file
that return) or Section 18684.2 (relating to failure to pay tax) shall
be assessed with respect to the portion of the underpayment which
is attributable to fraud.

(e) If:

(1) A taxpayer fails to make the report required under Section

1092 (a) (3) (B) of the Internal Revenue Code in the manner

prescribed by that section and that failure is not due to reasonable

cause, and
(2) That taxpayer has an underpayment of any tax attributable

(in whole or in part) to the denial of a deduction of a loss with

respect to any position (within the meaning of Section 1092 (d) (2)

of the Internal Revenue Code),
then that underpayment shall, for purposes of subdivision (a), be
treated as an underpayment due to negligence.

H If:

(1) Any amount is shown on—
(A) An information return, or
(B) A return filed under Section 17932 or Section 18405 by an
estate or trust, and
(2) The payee (or other person with respect to whom the
return is made) fails to properly show that amount on his or her
return,
any portion of an underpayment attributable to that failure shall be
treated, for purposes of subdivision (a), as due to negligence in the
absence of clear and convincing evidence to the contrary.

(3) This subdivision shall not apply to any information return
where the amount of unreported income is less than one hundred
dollars ($100).

SEC. 161. Section 18684.2 of the Revenue and Taxation Code is
amended to read:

18684.2. (a) In case of failure to pay either of the following:

(1) The amount shown as tax on any return specified in this part
on or before the date prescribed for payment of that tax (determined
with regard to any extension of time for payment), or

(2) Any amount in respect of any tax required to be shown on a
return which is not so shown (including an assessment made
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pursuant to Section 18601) within 10 days of the date of the notice
and demand therefor,

unless it is shown that such failure is due to reasonable cause and not
due to willful neglect, a penalty is hereby imposed consisting 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 during which the “remaining
tax” (as defined in subdivision (d)) for each additional month or
fraction thereof during which the “remaining tax™ is greater than
zero, not to exceed 25 percent in the aggregate.

The penalty imposed by this section shall be due and payable upon
notice and demand by the Franchise Tax Board. 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 18681 (relating to failure to file return) and
Section 18683 (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 18681 and 18683, only the
subdivision (a) penalty will be assessed.

(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 filing the return.

(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 (if any) 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, subdivision (a),
subdivision (¢), and subdivision (d) shall be applied by substituting
that lower amount.

() Nointerest shall accrue on the portion of the penalty described
in subparagraph (B) of paragraph (2) of subdivision (a).

SEC. 162. Section 18685 of the Revenue and Taxation Code is
repealed.

SEC. 163. Section 18685.07 of the Revenue and Taxation Code is
amended to read:

18685.07. (a) If any person who is required by regulations
prescribed under Section 18934—

(1) To include his or her identifying number in any return,
statement, or other document,
(2) To furnish his or her identifying number to another person,
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or
(3) To include in any return, statement, or other document
made with respect to another person the identifying number of
that other person,
fails to comply with that requirement at the time prescribed by those
regulations, that person shall, unless it is shown that such failure is
due to reasonable cause and not to willful neglect, pay a penalty of
five dollars ($5) for each such failure described in paragraph (1) and
ten dollars ($10) for each such failure described in paragraph (2) or
(3), except that the total amount imposed on that person for all those
failures during any calendar year shall not exceed twenty thousand
dollars ($20,000).

(b) Article 2 (commencing with Section 18581) of this chapter
(relating to deficiency procedures for income taxes) shall not apply
in respect of the assessment or collection of any penalty imposed by
subdivision (a).

(¢) Ifany person who is required by regulations prescribed under
Section 215 of the Internal Revenue Code, relating to alimony
payments, to do any of the following:

(1) To furnish his or her taxpayer identification number to
another person, or
(2) To include on his or her return the taxpayer identification
number of another person,
fails to comply with that requirement at the time prescribed by those
regulations, that person shall unless it is shown that such failure is due
to reasonable cause and not to willful neglect, pay a penalty of ten
dollars ($10) for each such failure.

SEC. 164. Section 18688 of the Revenue and Taxation Code is
amended to read:

18688. (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 19269
from the date prescribed for the payment of the tax 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 an erroneous payment to a
taxpayer, that amount may be assessed and collected pursuant to
Section 18601 (pertaining to mathematical errors). However,
interest at the rate prescribed by Section 19269 on those amounts
shall not accrue until 30 days from the date the Franchise Tax Board
mails written notice demnanding repayment.

(¢) (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 error
or delay by an officer or employee of the Franchise Tax Board
(acting in his or her official capacity) in performing a ministerial act.

(B) Any payment of any tax described in Section 18583 to the
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extent that any delay in that payment is attributable to that officer
or employee being dilatory in performing a ministerial act.

For purposes of this paragraph, 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.

(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 19111 until 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. 165. Section 18698.5 of the Revenue and Taxation Code is
amended to read:

18698.5. If—

(a) A taxpayer fails to make the report required under Section
1092 (a) (3) (B) of the Internal Revenue Code in the manner
prescribed by that section and that failure is not due to reasonable
cause, and

(b) That taxpayer has an underpayment of any tax attributable
(in whole or in part) to the denial of a deduction of a loss with
respect to any position (within the meaning of Section 1092 (d) (2)
of the Internal Revenue Code),

then that underpayment shall, for purposes of Section 18684, be
treated as an underpayment due to negligence or disregard of rules
and regulations (but without intent to defraud).

SEC. 166. Article 5 (commencing with Section 18765) is added to
Chapter 18.5 of Part 10 of Division 2 of the Revenue and Taxation
Code, to read:

Article 5. Repealer

18765. This chapter shall remain in effect only until January 1,
1992, and as of that date is repealed, unless a later enacted statute,
which is enacted before January 1, 1992, deletes or extends that date.

SEC. 167. Section 18802 of the Revenue and Taxation Code is
amended to read:

18802. (a) Every individual, partnership, 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 such 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,
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custody, disposal, or payment of interest (other than interest
coupons payable to bearer), dividends, rent, 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 such regulations and in such form and manner and to
such extent as may be prescribed by it.

(b) For purposes of subdivision (a), the term “trade or business™
includes the activities of nonprofit organizations.

(c) In cases of annuities with an annuity starting date on and after
January 1, 1968, in lieu of the return required by subdivision (a), a
duplicate copy of the federal return may 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—

(1) The name, address, and identification number of the entity
required to make the return, and

(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 staternents furnished by employees under Section 13055 of
the Unemployment Insurance Code. This subdivision shall apply to
payments made after December 31, 1978.

(f) The amendments to this section made by the 1981-82 Regular
Session of the Legislature shall apply to returns and statements
required to be furnished after December 31, 1981.

SEC. 168. Section 18802.1 of the Revenue and Taxation Code is
amended to read:

18802.1. (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 such dividend, refund, or
rebate) shall render a correct return, which shall contain or be
verified by a written declaration that it is made under the penalties
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

109150



3948 STATUTES OF 1987 [ Ch. 1138

during the calendar year.

(2) The amount of those allocations to each patron.

If required by the Franchise Tax Board, any such corporation shall
render a correct return, which shall contain or be verified by a
written declaration that it is under penalties 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 staternent showing both of the
following:

(1) The name and address of the cooperative required to make
that return. :

(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) shail 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.

SEC. 169. Section 188024 of the Revenue and Taxation Code is
amended to read:

188024. (a) Every person doing business as a broker shall, when
required by the Franchise Tax Board, make a return, in accordance
with regulations as the Franchise Tax Board may prescribe, showing
the name and address of each customer, with such details regarding
gross proceeds and any other information which the Franchise Tax
Board may by forms or regulations require with respect to that
business.

(b) (1) Every person required to make a return under
subdivision (a) shall furnish to each customer whose name is
required to be set forth in that return a written statement showing
all of the following:

(A) The name and address of the person required to make that
return.

(B) The information required to be shown on that return with
respect to that customer.

(2) The written statement required under paragraph (1) shall be
furnished to the customer on or before January 31 of the year
following the calendar year for which the return under subdivision
(a) was required to be made.

(c) For purposes of this section:

(1) The term “broker” includes any of the following:

(A) A dealer.

(B) A barter exchange.
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(C) Any other person, who, for a consideration, regularly acts as
a middleman with respect to personal property or services.

(2) The term “customer” means any person for whom the broker
has transacted any business.

(3) The term “barter exchange” means any organization of
members providing personal property or services who jointly
contract to trade or barter that personal property or services.

(d) In lieu of the return required by this section, a copy of the
similar return filed with the Internal Revenue Service pursuant to
Section 6045 of the Internal Revenue Code, and the regulations
adopted thereto, may be filed with the Franchise Tax Board.

SEC. 170. Section 18802.5 of the Revenue and Taxation Code is
amended to read:

18802.5. (a) Every employer who during any calendar year
provides group-term life insurance on the life of an employee during
part or all of the calendar year under a policy (or policies) carried
directly or indirectly by the employer shall make a return according
to the forms or regulations prescribed by the Franchise Tax Board,
setting forth the cost of the insurance and the name and address of
the employee on whose life the insurance is provided, but only to the
extent that the cost of the insurance is includable in the employee’s
gross income under Section 79(a) of the Internal Revenue Code. For
purposes of this section, the extent to which the cost of group-term
life insurance is includable in the employee’s gross income under
Section 79(a) of the Internal Revenue Code shall be determined as
if the employer were the only employer paying the employee
remuneration in the form of that insurance.

(b) Every employer required to make a return under subdivision
(a) shall furnish to each employee whose name is required to be set
forth in the return a written statement showing the cost of the
group-term life insurance shown on the return. The written
statement required under the preceding sentence shall be furnished
to the employee on or before January 31 of the year following the
calendar year for which the return under subdivision (a) was
required to be made.

SEC. 171. Section 18802.6 of the Revenue and Taxation Code is
amended to read:

18802.6. (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 6050H of the Internal Revenue Code, relating to
mortgage interest received in trade or business from individuals.

(2) Section 60501 of the Internal Revenue Code, relating to cash
received in trade or business.

(3) Section 6050] 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.
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(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.

(7) 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
18805.

(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.

SEC. 172. Section 18802.8 of the Revenue and Taxation Code is
amended to read:

18802.8. (a) The operator of a boat on which one or more
individuals, during a calendar year, perform services described in
subdivision (0) of Section 13009 of the Unemployment Insurance
Code shall submit to the Franchise Tax Board (at such time, and in
such manner and form, as the Franchise Tax Board shall by
regulations prescribe) information respecting—

(1) The identity of each individual performing those services;

(2) The percentage of each such individual’s share of the catches
of fish or other forms of aquatic animal life, and the percentage of
the operator’s share of those catches;

(3) If that individual receives his or her share in kind, the type and
weight of that share, together with such other information as the
Franchise Tax Board may prescribe by regulations reasonably
necessary to determine the value of those shares; and

(4) If that individual receives a share of the proceeds of those
catches, the amount so received.

(b) Every person 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 the information relating
to that person contained in that return. The written statement
required under the preceding sentence 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.

SEC. 173. Section 18802.9 is added to the Revenue and Taxation
Code, to read:

18802.9. (a) The head of every state agency (as defined by
Section 11000 of the Government Code) entering into any contract
shall make a return (at the time and in the form the Franchise Tax
Board may by regulation prescribe) setting forth all of the following:

(1) The name, address, and identification number of each person
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with which that agency entered into a contract during the calendar
year.

(2) Any other information the Franchise Tax Board may require.

(b) To the extent provided in regulations, this section also shall
apply to any of the following:

(1) Licenses granted by state agencies.

(2) Subcontracts under contracts to which subdivision (a) applies.

(c) This section shall not apply to contracts or licenses in any class
which are below a minimum amount or value which may be
prescribed by the Franchise Tax Board for that class.

SEC. 174. Section 18803 of the Revenue and Taxation Code is
repealed.

SEC. 175. Section 18803 is added to the Revenue and Taxation
Code, to read:

18803. (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) 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. 176. Section 18803.2 is added to the Revenue and Taxation
Code, to read:

18803.2. A copy of the information furnished pursuant to Section
1275(c) (2) of the Internal Revenue Code shall be provided to the
Franchise Tax Board by any issuer subject to tax under this part at
the time and in the manner required by the Franchise Tax Board.

SEC. 177. Section 18805 of the Revenue and Taxation Code is
amended to read:

18805. (a) (1) 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 itemns 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 such items of income are included with
other income of the taxpayer, and to transmit the amount withheld
to the Franchise Tax Board at such time as it may designate.

(2) In the case of any disposition of a California real property
interest by a person subject to Section 1445 of the Internal Revenue
Code, relating to withholding of tax on dispositions of United States
real property interests, the transferee shall be required to deduct
and withhold a tax equal to one-third of the amount required to be
withheld by the transferee under Section 1445 of the Internal
Revenue Code.
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(b) The items of income referred to in subdivision (a) are
interest, dividends, rent, prizes and winnings, premiums, annuities,
emoluments, compensation for personal services, and other fixed or
determinable annual or periodical gains, profits and income.

(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) *“California real property interest” means an interest in real
property described in Section 897(c) (1) (A) (i) of the Internal
Revenue Code which is located in California.

SEC. 178. Section 18807 is added to the Revenue and Taxation
Code, to read:

18807. Withholding of tax on amounts paid by partnerships to
foreign partners shall be determined in accordance with Section 1446
of the Internal Revenue Code. However, that tax shall be withheld
at the maximum tax rate specified in Section 17041, rather than the
rate specified in Section 1446(a) of the Internal Revenue Code.

SEC. 179. Section 18817.3 is added to the Revenue and Taxation
Code, to read:

18817.3. (a) There shall be exempt from levy, under this chapter,
all of the following:

(1) Those items of wearing apparel and those schoolbooks as are
necessary for the taxpayer or for members of his or her family.

(2) If the taxpayer is the head of a family, so much of the fuel,
provisions, furniture, and personal effects in his or her household,
and of the arms for personal use, livestock, and poultry of the
taxpayer, as does not exceed one thousand five hundred dollars
($1,500) in value.

(3) So many of the books and tools necessary for the trade,
business, or profession of the taxpayer as do not exceed in the
aggregate one thousand dollars ($1,000) in value.

(4) Any amount payable to an individual with respect to his or her
unemployment (including any portion thereof payable with respect
to dependents) under an unemployment compensation law of the
United States, of any state, or of the District of Columbia or of the
Commonwealth of Puerto Rico.

(5) Mail, addressed to any person, which has not been delivered
to the addressee.

(6) Annuity or pension payments under the Railroad Retirement
Act, benefits under the Railroad Unemployment Insurance Act,
special pension payments received by a person whose name has been
entered on the Army, Navy, Air Force, and Coast Guard Medal of
Honor roll (38 U.S.C. Sec. 562), and annuities based on retired or
retainer pay under Chapter 73 of Title 10 of the United States Code.

(7) Any amount payable to an individual as worker’s
compensation (including any portion thereof payable with respect to
dependents) under a worker’s compensation law of the United
States, any state, the District of Columbia, or the Commonwealth of
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Puerto Rico.

(8) If the taxpayer is required by judgment of a court of
competent jurisdiction, entered prior to the date of levy, to
contribute to the support of his or her minor children, so much of his
or her salary, wages, or other income as is necessary to comply with
that judgment.

(9) Any amount payable to or received by an individual as wages
or salary for personal services, or as income derived from other
sources, during any period, to the extent that the total of those
amounts payable to or received by him or her during that period
does not exceed the applicable exempt amount determined under
subdivision (d).

(10) Any amount payable to an individual as a service-connected
(within the meaning of Section 101(16) of Title 38, United States
Code) disability benefit under any of the following:

(A) Subchapter II, IV, or VI of Chapter 11 of that Title 38.

(B) Subchapter I, II, or III of Chapter 19 of that Title 38.

(C) Chapter 21, 31, 32, 34, 35, 37, or 39 of that Title 38.

(b) The officer seizing property of the type described in
subdivision (a) shall appraise and set aside to the owner the amount
of that property declared to be exempt. If the taxpayer objects at the
time of the seizure to the valuation fixed by the officer making the
seizure, the Franchise Tax Board shall summon three disinterested
individuals who shall make the valuation.

(c) Notwithstanding any other law, (including Section 207 of the
federal Social Security Act), no property or rights to property shall
be exempt from levy other than the property specifically made
exempt by subdivision (a).

(1) In the case of an individual who is paid or receives all of his
or her wages, salary, and other income on a weekly basis, the amount
of the wages, salary, and other income payable to or received by him
or her during any week which is exempt from levy under paragraph
(9) of subdivision (a) shall be:

(A) Seventy-five dollars ($75), rlus

(B) Twenty-five dollars ($25) for each individual who is specified
in a written statement which is submitted to the person on whom
notice of levy is served and which is verified in such manner as the
Franchise Tax Board shall prescribe by regulations and—

(i) Over half of whose support for the payroll period was received
from the taxpayer,

(ii) Who is the spouse of the taxpayer, or who bears a relationship
to the taxpayer specified in paragraphs (1) to (9), inclusive, of
Section 152 (a) of the Internal Revenue Code (relating to definition
of dependents), and

(iii) Who is not a minor child of the taxpayer with respect to
whom amounts are exempt from levy under paragraph (8) of -
subdivision (a) for the payroll period.

For purposes of clause (ii) of subparagraph (B) of the preceding
sentence, “payroll period” shall be substituted for “taxable year”
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each place it appears in paragraph (9) of Section 152(a) of the
Internal Revenue Code.

(2) In the case of any individual not described in paragraph (1),
the amount of the wages, salary, and other income payable to or
received by him or her during any applicable pay period or other
fiscal period (as determined under regulations prescribed by the
Franchise Tax Board) which is exempt from levy under paragraph
(9) of subdivision (a) shall be an amount (determined under those
regulations) which as nearly as possible will result in the same total
exemption from levy for that individual over a period of time as he
or she would have under paragraph (1) if (during that period of
time) he or she were paid or received those wages, salary, and other
income on a regular weekly basis.

SEC. 180. Section 19269 of. the Revenue and Taxation Code is
amended to read:

19269. (a) The rate established under this section (referred to in
other code sections as “the adjusted annual rate”) shall be
determined in accordance with the provisions of Section 6621 of the
Internal Revenue Code, except that the overpayment rate specified
in Section 6621(a) (1) of the Internal Revenue Code shall be
modified to be equal to the underpayment rate determined under
Section 6621 (a) (2) of the Internal Revenue Code.

(b) (1) For purposes of this part, Part 11 (commencing with
Section 23001), and any other provision of law referencing this
method of computation, in computing the amount of any interest
required to be paid by the state or by the taxpayer, or any other
amount determined by reference to that amount of interest, that
interest and that amount shall be compounded daily.

(2) Paragraph (1) shall not apply for purposes of computing the
amount of any addition to tax under Section 18682 or 25951.

(3) This subdivision shall apply.to interest acctuing after June 30,
1983.

As of June 30, 1983, all taxes, assessed penalties, or additions to tax,
and interest (whether or not assessed) shall be added together to
determine the amount to be carried over on which daily interest
shall be charged in accordance with this subdivision.

SEC. 181. Article 4 (commencing with Section 19310) is added to
Chapter 21 of Part 10 of D1v1s1on 2 of the Revenue and Taxation
Code, to read:

Article 4. Tax Forms

19310. In enacting this article, the Legislature finds and declares
that for most taxpayers in most ordinary circumstances, the burden
of preparing tax returns could be greatly reduced by the availability
of state tax forms which would allow taxpayers to copy numbers from
the federal return, make simple adjustments, look up the tax in
published tax tables subtract state tax credlts and either pay the
amount due or file for a refund.
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19311. For taxable years beginning on or after January 1, 1987, the
Franchise Tax Board shall make available to taxpayers tax forms
which are as simple as possible for taxpayers to prepare. These forms
shall be designed to provide for taxpayers to copy figures from, or
attach a copy of, their federal return or portions thereof, or both, and
to make any necessary adjustments.

The Franchise Tax Board shall, in preparing tax forms, make every
effort to ease taxpayers’ compliance burden, including, but not
limited to, (a) designing forms so that, to the maximum extent
possible, items already entered on the federal return may be copied
to the state form, (b) reducing the number of state schedules by
attaching copies of comparable federal schedules to the state return,
where appropriate, and (c¢) choosing a weight and quality of paper,
color of ink, and general form design which will facilitate the
preparation of returns.

SEC. 182. Section 19414 of the Revenue and Taxation Code is
amended to read:

19414. Whenever it appears to the State Board of Equalization or
any court of record of this state that proceedings before it under this
part have been instituted or maintained by the taxpayer primarily
for delay or that the taxpayer’s position in the proceedings is frivolous
or groundless, or that the taxpayer unreasonably failed to pursue
available administrative remedies, a penalty in an amount not in
excess of five thousand dollars ($5,000) shall be imposed. Any penalty
so imposed shall be paid upon notice and demand from the Franchise
Tax Board and shall be collected as a tax.

SEC. 183. Section 19420 of the Revenue and Taxation Code is
amended to read:

19420. (a) In the case of any civil proceeding which is—

(1) Brought by or against the State of California in connection
with the determination, collection, or refund of any tax, interest, or
penalty under this part, and

(2) Brought in a court of record of this state, the prevailing party
may be awarded a judgment for reasonable litigation costs incurred
in that proceeding.

(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 the administrative remedies available
to that party under this part.

(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) (A) No award for reasonable litigation costs may be made
under subdivision (a) with respect to any declaratory judgment
proceeding.

(B) Subparagraph (A) shall not apply to any proceeding which
involves the revocation of a determination that the organization is
described in Section 23701d.

(4) No award for reasonable litigation costs may be made under
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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) The term “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.

(ili) Reasonable fees paid or incurred for the services of attorneys
in connection with the civil proceeding, except that those fees shall
not be in excess of seventy-five dollars ($75) per hour unless the
court determines that an increase in the cost of living or a special
factor, such as the limited availability of qualified attorneys for the
proceeding, justifies a higher rate.

(2) (A) The term “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) which—

(i) Establishes that the position of the State of California in the
civil proceeding was not substantially justified, and

(ii) (I) Has substantially prevailed with respect to the amount in
controversy, or

(II) Has substantially prevalled with respect to the most
significant issue or set of issues presented.

(B) Any determination under subparagraph (A) as to whether a
party is a prevailing party shall be made—

(i) By the court, or

(ii) By agreement of the parties.

(3) The term “civil proceeding” includes a civil action.

(d) For purposes of this section, in the case of—

(1) Multiple actions which could have been joined or
consolidated, or

(2) 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, such
actions or cases shall be treated as one civil proceeding regardless of
whether such joinder or consolidation actually occurs, unless the
court in which such action is brought determines, in its discretion,
that it would be inappropriate to treat such actions or cases as joined
or consolidated for purposes of this section.

(e) An order granting or denying an award for reasonable
litigation costs under subdivision (a), in whole or in part, shall be
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incorporated as a part of the decision or judgment in the case and
shall be subject to appeal in the same manner as the demsmn or
judgment.

() For purposes of this section, the term “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.

SEC. 184. Section 20503 of the Revenue and Taxation Code is
amended to read:

20503. (a) “Income” means adjusted gross income as defined in
Section 17072 plus the following cash items:

(1) Public assistance and relief;

(2) Gross amount of pensions and annuities;

(3) Social security benefits (except Medi-Care);

(4) Railroad retirement benefits;

(5) Unemployment insurance payments;

(6) Veteran’s benefits;

(7) Interest received from any source, whether or not exempt
from income tax;

(8) Gifts and inheritances in excess of three hundred dollars
($300), other than transfers between members of the household.
Gifts and inheritances includes noncash items;

(9) Amounts contributed on behalf of the contributor to a
tax-sheltered retirement plan or deferred compensation plan;

(10) Temporary worker’s compensation payments;

(11) Sick leave payments;

(12) Nontaxable military compensation as defined in Section
17138 or 17139, or Section 112 of the Internal Revenue Code;

(13) Nontaxable scholarship and fellowship grants as defined in
Section 117 of the Internal Revenue Code;

(14) Nontaxable gain from the sale of a residence as defined in
Section 121 of the Internal Revenue Code;

(15) Life insurance proceeds to the extent that such proceeds
exceed the expenses incurred for the last illness and funeral of the
deceased spouse of the claimant. “Expenses incurred for the last
illness” includes unreimbursed expenses paid or incurred during the
income calendar year and such expenses paid or incurred thereafter
up until the date the claim is filed. For purposes of this paragraph,
funeral expenses shall not exceed five thousand dollars ($5,000); and

(16) If an alternative minimum tax is required to be paid pursuant
to Chapter 2.1 (commencing with Section 17062) of Part 10 of this
division, the amount of alternative minimum taxable income
(whether or not cash) in excess of the regular taxable income.

(b) For purposes of this chapter, total income shall be determined
for the calendar year (or approved fiscal year ending within such
calendar year) which ends within the fiscal year for which assistance
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is claimed.

(¢) For purposes of Chapter 2 (commencing with Section 20581),
Chapter 3 (commencing with Section 20625) and Chapter 3.5
(commencing with Section 20640) of this part, total income shall be
determined for the calendar year ending immediately prior to the
commencement of the fiscal year for which postponement is
claimed; provided, that for claims filed after January 1, 1978, for the
1977-78 fiscal year, total income may, at the election of the claimant,
be determined for the 1977 calendar year. Notwithstanding any
other provision of law, for purposes of claimants electing to
determine household income for the 1977 calendar year pursuant to
this subdivision, the household income shall not exceed twenty
thousand dollars ($20,000).

SEC. 185. Section 13009 of the Unemployment Insurance Code is
amended to read:

13009. “Wages” means all remuneration, other than fees paid to
a public official, for services performed by an employee for his or her
employer, including all remuneration paid to a nonresident
employee for services performed in this state, and the cash value of
all remuneration paid in any medium other than cash, except as
provided by this section. “Wages” includes tips received by an
employee in the course of his or her employment. The wages shall
be deemed to be paid at the time a written statement including tips
is furnished to the employer pursuant to Section 13055 or, if no
statement including those tips is so furnished, at the time received.

“Wages™ shall not include remuneration paid under any of the
following conditions:

(a) For agricultural labor, as defined in subdivision (g) of Section
3121 of the Internal Revenue Code.

(b) For domestic service in a private home, local college club, or
local chapter of a college fraternity or sorority.

(c) For service not in the course of the employer’s trade or
business performed in any calendar quarter by an employee, unless
the cash remuneration paid for that service is fifty dollars ($50) or
more and the service is performed by an individual who is regularly
employed by the employer to perform the service. For purposes of
this subdivision, an individual shall be deemed to be regularly
employed by an employer during a calendar quarter only if either
of the following conditions is met:

(1) On each of some 24 days during the quarter, the individual
performs for the employer for some portion of the day service not
in the course of the employer’s trade or business.

(2) The individual was regularly employed, as determined under
paragraph (1), by the employer in the performance of the service
during the preceding calendar quarter.

(d) For services by a citizen or resident of the United States for
a foreign government or an international organization.

(e) For services performed by a nonresident alien individual as
designated by regulations prescribed by the department.
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(f) For services performed by a duly ordained, commissioned, or
licensed minister of a church in the exercise of his or her ministry or
by a member of a religious order in the exercise of duties required
by the order.

(g) (1) For services performed by an individual under the age of
18 in delivery or distribution of newspapers or shopping news, not
including delivery or distribution to any point for subsequent
delivery or distribution.

(2) For services performed by an individual in, and at the time of,
the sale of newspapers or magazines to ultimate consumers, under
an arrangement under which the newspapers or magazines are to be
sold by him or her at a fixed price, his or her compensation being
based on the retention of the excess of the price over the amount at
which the newspapers or magazines are charged to him or her
whether or not he or she is guaranteed a minimum amount of
compensation for the services, or is entitled to be credited with the
unsold newspapers or magazines turned back.

(h) For services not in the course of the employer’s trade or
business, to the extent paid in any medium other than cash.

(i) To, or on behalf of, an employee or his or her beneficiary under
any of the following situations:

(1) From or to a trust which is exempt from tax under Section
17631 of the Revenue and Taxation Code at the time of payment,
unless the payment is made to an employee of the trust as
remuneration for services rendered as an employee and not as a
beneficiary of the trust.

(2) Under or to an annuity plan which, at the time of payment, is
a plan qualified pursuant to Chapter 5 (commencing with Section
17501) of Part 10 of Division 2 of the Revenue and Taxation Code.

(3) Under or to a bond purchase plan which, at the time of
payment, is a bond purchase plan qualified pursuant to Chapter 5
(commencing with Section 17501) of Part 10 of Division 2 of the
Revenue and Taxation Code.

(4) For a payment which qualifies for deduction by an employee
pursuant to Section 219 of the Internal Revenue Code if, at the time
of payment, it is reasonable to believe that the employee will be
entitled to a deduction under that section for payment.

(5) Under a cafeteria plan (within the meaning of Section 125 of
the Internal Revenue Code).

() To a master, officer, or any other seaman who is a member of
a crew on a vessel engaged in foreign, coastwise, intercoastal,
interstate, or noncontiguous trade.

(k) Pursuant to any provision of law other than Section 5 (c¢) or 6(
l) of the Peace Corps Act, for service performed as a volunteer or
volunteer leader within the meaning of that act.

(1) In the form of group-term life insurance on the life of an
employee.

(m) To or on behalf of an employee, and to the extent that, at the
time of the payment of remuneration it is reasonable to believe that
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a corresponding deduction is allowable for moving expenses
pursuant to Article 6 (commencing with Section 17201) of Chapter
3 of Part 10 of Division 2 of the Revenue and Taxation Code.

(n) (1) As tips in any medium other than cash.

(2) As cash tips to an employee in any calendar month in the
course of his or her employment by an employer, unless the amount
of the cash tips is twenty dollars ($20) or more.

(o) For service performed by an individual on a boat engaged in
catching fish or other forms of aquatic animal life under an
arrangement with the owner or operator of the boat pursuant to
which all of the following apply:

(1) The individual does not receive any cash remuneration, other
than as provided in paragraph (2).

(2) The individual receives a share of the boat’s (or the boats” in
the case of a fishing operation involving more than one boat) catch
of fish or other forms of aquatic animal life or a share of the proceeds
from the sale of the catch.

(3) The amount of the individual’s share depends on the amount
of the boat’s (or the boats’ in the case of a fishing operation involving
more than one boat) catch of fish or other forms of aquatic animal
life.

This subdivision shall apply only where the operating crew of the
boat (or each boat from which the individual receives a share in the
case of a fishing operation involving more than one boat) is normally
made up of fewer than 10 individuals.

(p) For any medical care reimbursement made to, or for the
benefit of, an employee under a self-insured medical reimbursement
plan pursuant to Section 105 (h) (6) of the Internal Revenue Code.

(q) To, or on behalf of, an employee to the extent not includable
in gross income pursuant to Section 13006.

SEC. 186. Section 13050 of the Unemployment Insurance Code is
amended to read:

13050. (a) Every employer or person required to deduct and
withhold from an employee a tax under Section 986, 3260, or 13020,
or who would have been required to deduct and withhold a tax under
Section 13020 (determined without regard to Section 13025) if the
employee had claimed no more than one withholding exemption,
shall furnish to each employee in respect of the remuneration paid
by the person to the employee during the calendar year, on or before
January 31 of the succeeding year, or, if his or her employment is
terminated before the close of the calendar year, on the day on which
the last payment of remuneration is made, a written statement
showing all of the following:

(1) The name of the person.

(2) The name of the employee, and his or her social security or
identifying number if wages have been paid.

(3) The total amount of wages, except that in the case of tips
received by an employee in the course of his or her employment, the
amounts required shall include only those tips included in statements
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furnished to the employer pursuant to Section 13055.

(4) The total amount deducted and withheld as tax under Section
13020.

(5) The total amount of worker contributions paid by the
employee pursuant to Section 986.

(6) The total amount of worker contributions paid by the
employee pursuant to Section 3260.

(7) The total amount of elective deferrals (within the meaning of
Section 402(g) (3) of the Internal Revenue Code) and compensation
deferred pursuant to Section 457 of the Internal Revenue Code.

(b) The statement required to be furnished pursuant to this
section in respect of any remuneration shall be furnished at other
times, shall contain other information, and shall be in a form, as the
department may by authorized regulations prescribe.

(¢) A duplicate of any statement made pursuant to this section
and in accordance with authorized regulations prescribed by the
department shall, when required by the regulations, be filed with the
department.

(d) If, during any calendar year, any person makes a payment of
third-party sick pay to an employee, that person shall, on or before
January 15 of the succeeding year, furnish a written statement to the
employer in respect of whom the payment was made showing all of
the following:

(1) The name and, if there is withholding under this division, the
social security number of that employee.

(2) The total amount of the third-party sick pay paid to that
employee during the calendar year.

(3) The total amount, if any, deducted and withheld from that sick
pay under this division. For purposes of the preceding sentence, the
term “third-party sick pay” means any sick pay, as defined in
subdivision (b) of Section 13028.6, which does not constitute wages
for purposes of this division, determined without regard to
subdivision (a) of Section 13028.

(A) The reporting requirements of subdivision (a) with respect to
any payments shall, with respect to those payments, be in lieu of the
requirements of subdivision (a) and of Section 18802 of the Revenue
and Taxation Code.

(B) For purposes of Chapter 6 (commencing with Section 13090),
the statements required to be furnished by this subdivision shall be
treated as statements required under this section to be furnished to
employees.

(C) Every employer who receives a statement under this
subdivision with respect to sick pay paid to any employee during any
calendar year shall, on or before January 31 of the succeeding year,
furnish a written statement to that employee showing all of the
following:

(i) The information shown on the statement furnished under this
subdivision.

(ii) If any portion of the sick pay is excludable from gross income
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pursuant to Article 3 (commencing with Section 17131) of Chapter
3 of Part 10 of Division 2 of the Revenue and Taxation Code, the
portion which is not so excludable and the portion which is so
excludable. To the extent practicable, the information required
under the preceding sentence shall be furnished on or with the
statement, if any, required under subdivision (a).

(e) The Franchise Tax Board shall be allowed access to the
information filed with the department pursuant to this section.

SEC. 187. Sections 1800 to 18994, inclusive, of the federal Tax
Reform Act of 1986 (Public Law 99-514) enacted numerous technical
corrections to provisions of the Internal Revenue Code which are
incorporated into Parts 10 (commencing with Section 17001) and 11
(commencing with Section 23001) of Division 2 of the Revenue and
Taxation Code by specific reference to portions of the Internal
Revenue -Code. Unless specifically provided otherwise, those
technical corrections made by Public Law 99-514 to the provisions
which are mcorporated by reference are declaratory of existing law
and shall be applied in the same manner as specified in Public Law
99-514.

SEC. 188. This act shall become operatlve only if Senate Bill 572
of the 1987-88 Regular Session is chaptered.

SEC. 189. This act provides for a tax levy within the meaning of
Article TV of the Constitution and shall go into immediate effect.
However, unless otherwise specifically provided, the provisions of
this act shall be applied in the computation of taxes for taxable or
income years beginning on or after January 1, 1987.

CHAPTER 1139

An act to add Section 23438 to the Business and Professions.Code,
and to amend Sections 23041, 23042, 23051.5, 23151, 23153, 23181,
23184, 23603, 23701n, 23701r, 23701s, 24330, 24344, 24344.5, 24345,
24349, 24357, 24416, 24423, 24424, 24439, 24591, 24592, 24593, 24651,
24685, 24916, 24917, 25668d 25901b, 25934.2, 26131, and 26491 of, to
add Sections 17087.5, 17269, 18001.5, 23045.1, 23045.2, 23045.3, 23045.4,
23045.5, 23048, 23049, 23051.7, 23053.5, 23701u 24272.2, 24343.2, 24379,
24413.2, 24413.3, 24422.3, 24449, 24633.5, 24654, 24673.2, 24682, 24692,
24708, 24726, 24872, 24902.1, 24902.2, 24953, 24953.5, 24966.1, 24966.2,
24967, 25957.3, and 26132.05 to, to amend and repeal Sections 23612,
24331, and 24333, to add Chapter 1.5 (commencing with Section
23081) to Part 11 of, and Article 4.5 (commencing with Section
24990) to Chapter 15 of Part 11 of Division 2 of, to add and repeal
Sections 23601.4, 23609.5, 23610.5, 24904, and 25951.5 of, to add
Chapter 4.5 (commencing with Section 23800) Part 11 of Division 2
of, to repeal and add Sections 23701m, 23732, 23734, 23735, 24271,
24274, 24307, 24343, 24382, 24413, 24437, 24443, 24457, 24481, 24484,
24495, 24496, 24497, 24502, 24504, 24511, 24512, 24513, 24519, 24520,
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24551, 24561, 24585, 24652, 24661, 24667, 24681, 24688, 24689, 24690,
24701, 24725, 24903, 24918, 24981, 24988, 24989, and 25934 of, to repeal,
add, and repeal Section 23609 of, to repeal Sections 23604, 23605,
23607, 23710, 23734a, 23734b, 23734c¢, 23734d, 23735a, 23735b, 23735¢,
24272.5, 24342, 24343.5, 24373.5, 24417, 24422.5, 24444, 24445, 24445.5,
24446, 24482, 24483, 24483.5, 24485, 24486, 24487, 24489, 24490, 24491,
24491.1, 24492, 24493, 24503, 24514, 24515, 24516, 24517, 24518, 24653,
24662, 24668, 24669, 24673.5, 24683, 24684, 24686, 24686.2, 24686.4,
24687 and 25935 of, to repeal and add Chapter 2.5 (commencing with
Section 23400) of Part 11 of, Article 1 (commencing with Section
24601) of Chapter 12 of Part 11 of, and Chapter 14 (commencing with
Section 24831) of Part 11 of, Division 2 of, the Revenue and Taxation
Code, relating to taxation, to take effect immediately, tax levy.

[Approved by Governor September 24, 1987. Filed with
Secretary of State September 25, 1987 ]

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

SECTION 1. This act shall be known and may be cited as the
“California Bank and Corporation Tax Fairness, Simplification, and
Conformity Act of 1987.”

SEC. 2. Section 23438 is added to the Business and Professions
Code, to read:

23438. (a) Any alcoholic beverage club licensee which restricts
membership or the use of its services or facilities on the basis of age,
sex, race, religion, color, ancestry, or national origin shall, when
issuing a receipt for expenses which may otherwise be used by
taxpayers for deduction purposes pursuant to Section 162(a) of the
Internal Revenue Code, for purposes of the Personal Income Tax
Law, or Section 24343 of the Revenue and Taxation Code, for
purposes of the Bank and Corporation Tax Law, incorporate a
printed statement on the receipt as follows:

“The expenditures covered by this receipt are nondeductible for
state income tax purposes or franchise tax purposes.”

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

(1) “Expenses” means expenses, as defined in Section 17269 or
24343.2 of the Revenue and Taxation Code.

(2) “Club” means a club holding an alcoholic beverage license
pursuant to the provisions of this division, except a club holding an
alcoholic beverage license pursuant to Section 23425.

SEC. 3. Section 17087.5 is added to the Revenue and Taxation
Code, to read:

17087.5. Indetermining his or her gross income, each shareholder
of an S corporation shall take into account amounts required to be
recognized by the shareholder under Chapter 4.5 (commencing
with Section 23800) of Part 11.

SEC. 4. Section 17269 is added to the Revenue and Taxation

109580



3964 STATUTES OF 1987 [ Ch. 1139

Code, to read:

17269. Whereas, the people of the State of California desire to
promote and achieve tax equity and fairness among all the state’s
citizens and further desire to conform to the public policy of
nondiscrimination, the Legislature hereby enacts the following for
these reasons and for no other purpose:

(a) The provisions of Section 162 (a) of the Internal Revenue Code
shall not be applicable to expenses incurred by a taxpayer with
respect to expenditures made at, or payments made to, a club which
restricts membership or the use of its services or facilities on the basis
of age, sex, race, religion, color, ancestry, or national origin.

(b) A club described in subdivision {(a) holding an alcoholic
beverage license pursuant to Division 9 (commencing with Section
23000) of the Business and Professions Code, except a club holding
an alcoholic beverage license pursuant to Section 23425 thereof, shall
provide on each receipt furnished to a taxpayer a printed statement
as follows:

“The expenditures covered by this receipt are nondeductible for
state income tax purposes or franchise tax purposes.”

(c) For purposes of this section:

(1) “Expenses” means those expenses otherwise deductible under
Section 162(a) of the Internal Revenue Code, except for subdivision
(a), and includes, but is not limited to, club membership dues and
assessments, food and beverage expenses, expenses for services
furnished by the club, and reimbursements or salary adjustments to
officers or employees for any of the preceding expenses.

(2) “Club” means a club as defined in Division 9 (commencing
with Section 23000) of the Business and Professions Code, except a
club as defined in Section 23425 thereof.

SEC. 5. Section 18001.5 is added to the Revenue and Taxation
Code, to read:

18001.5. (a) A credit against the taxes imposed by this part shall
be allowed for taxes paid to another state by a resident shareholder
of a corporation electing to be treated as an S corporation in both the
other state and in this state under Chapter 4.5 (commencing with
Section 23800) of Part 11.

(b) The credit allowed by subdivision (a) shall be subject to all of
the conditions and limitations set forth in Section 18001.

SEC. 6. Section 23041 of the Revenue and Taxation Code is
amended to read:

23041. “Taxable year” means:

(a) For the purposes of the tax imposed under Chapter 2
(commencing with Section 23101), the calendar year, or the fiscal
year for which the tax is payable.

(b) For the purposes of the tax imposed under Chapter 1.5
(commencing with Section 23081), Chapter 3 (commencing with
Section 23501), or Chapter 4 (commencing with Section 23701), the
calendar year or the fiscal year upon the basis of which the net
income is computed.
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(c) For purposes of the tax imposed under Chapter 2.5
(commencing with Section 23400), (1) in the case of a taxpayer
subject to the tax imposed under Chapter 2 (commencing with
Section 23101), the calendar year or the fiscal year for which the tax
is payable and (2) in the case of a taxpayer subject to the tax imposed
under Chapter 3 (commencing with Section 23501) or Chapter 4
(commencing with Section 23701), the calendar or fiscal year upon
the basis of which the net income is computed.

(d) For the purpose of the taxes imposed under this part, a period
of 12 months or less.

SEC. 7. Section 23042 of the Revenue and Taxation Code is
amended to read:

23042. “Income year” means:

(a) For the purposes of the tax imposed under Chapter 2
(commencing with Section 23101), the calendar year or the fiscal
year upon the basis of which the net income is computed. “Income
year”” means, for the purposes of the tax imposed under Chapter 2
(commencing with Section 23101), in the case of a return made for
a fractional part of a year, the period for which such return is made.

(b) For the purposes of the tax imposed under Chapter 1.5
(commencing with Section 23081), Chapter 3 (commencing with
Section 23501), or Chapter 4 (commencing with Section 23701),
wherever “income year” is used throughout this part, it means
“taxable year” as that term is defined in Section 23041 for the
purposes of the tax imposed under Chapter 1.5 (commencing with
Section 23081), Chapter 3 (commencing with Section 23501), or
Chapter 4 (commencing with Section 23701).

(c) For purposes of the tax imposed under Chapter 2.5
(commencing with Section 23400), the same as defined in
subdivision (a) with respect to a taxpayer subject to the tax imposed
under Chapter 2 (commencing with Section 23101) and the same as
defined in subdivision (b) with respect to a taxpayer subject to the
tax imposed under Chapter 3 (commencing with Section 23501) or
Chapter 4 (commencing with Section 23701).

SEC. 8. Section 23045.1 is added to the Revenue and Taxation
Code, to read:

23045.1. For purposes of this part, the term “substituted basis
property” has the same meaning given that terrn by Section
7701 (a) (42) of the Internal Revenue Code.

SEC. 9. Section 23045.2 is added to the Revenue and Taxation
Code, to read:

23045.2. For purposes of this part, the term “transferred basis
property” has the same meaning given that term by Section
7701 (a) (43) of the Internal Revenue Code, except that reference to
Subtitle A shall instead be a reference to this part.

SEC. 10. Section 23045.3 is added to the Revenue and Taxation
Code, to read:

23045.3. For purposes of this part, the term “exchanged basis
property” has the same meaning given that term by Section

109630



3966 STATUTES OF 1987 [ Ch. 1139

7701 (a) (44) of the Internal Revenue Code, except that reference to
Subtitle A shall instead be a reference to this part.

SEC. 11. Section 23045.4 is added to the Revenue and Taxation
Code, to read:

23045.4. For purposes of this part, the term ‘“nonrecognition
transaction” has the same meaning given that term by Section
7701 (a) (45) of the Internal Revenue Code, except that reference to
Subtitle A shall instead be a reference to this part.

SEC. 12. Section 23045.5 is added to the Revenue and Taxation
Code, to read:

23045.5. For purposes of this part, the term “domestic building
and loan association” has the same meaning given that term by
Section 7701 (a) (19) of the Internal Revenue Code.

SEC. 13. Section 23048 is added to the Revenue and Taxation
Code, to read:

23048. Taxable mortgage pools shall be defined and treated in
accordance with Section 7701 (i) of the Internal Revenue Code,
except as otherwise provided.

SEC. 14. Section 23049 is added to the Revenue and Taxation
Code, to read:

23049. Section 7701 (h) of the Internal Revenue Code, relating to
motor vehicle operating leases, shall be applicable for purposes of
this part.

SEC. 15. Section 23051.5 of the Revenue and Taxation Code is
amended to read:

23051.5. (a) Unless otherwise specifically provided, the term
“Internal Revenue Code,” “Internal Revenue Code of 1954,” or
“Internal Revenue Code of 1986,” for purposes of this part, means
Title 26 of the United States Code, including all amendments thereto,
in effect on the specified date for the applicable taxable year as
defined in subdivision (a) of Section 17024.5, except that for purposes
of this part, “income year” shall be substituted for “taxable year”
throughout that section.

(b) (1) The provisions contained in Sections 41 to 44, inclusive,
and 172 of the Tax Reform Act of 1984 (Public Law 98-369), relating
to treatment of debt instruments, shall not be applicable for income
years beginning before January 1, 1987.

(2) The provisions contained in Public Law 99-121, relating to the
treatment of debt instruments, shall not be applicable for income
years beginning before January 1, 1987.

(3) For income years beginning on and after January 1, 1987, the
provisions referred to by paragraphs (1) and (2) shall be applicable
for purposes of this part in the same manner and with respect to the
same obligations as the federal provisions, except as otherwise
provided in this part.

(¢) Unless otherwise specifically provided, when applying any
section of the Internal Revenue Code for purposes of this part, the
following shall apply:

(1) Due account shall be made for differences in federal and state
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terminology, effective dates, substitution of “income year” for
“taxable year” where appropriate, substitution of “Franchise Tax
Board” for “secretary” when appropriate, -and other obvious
differences. :

(2) Any provision of the Internal Revenue Code which becomes
operative on or after the specified date shall also become operative
on the same date for purposes of this part.

(3) Any provision of the Internal Revenue Code which becomes
inoperative on or after the specified date shall also become
inoperative on the same date for purposes of this part.

(4) Any reference to a specific provision of the Internal Revenue
Code shall include modifications of that provision, if any, in this part.

(d) In the absence of regulations of the Franchise Tax Board,
where provisions of this part conform to the Internal Revenue Code,
regulations adopted under the Internal Revenue Code shall govern
the interpretation of comparable provisions in this part, with due
account for differences in federal and state terminology, effective
dates, substitution of “income year” for “taxable year” where
appropriate, substitution of “Franchise Tax Board” for “secretary”
when appropriate, and other obvious differences.

(e) Whenever this part allows a taxpayer to make an election, the
following rules shall apply:

(1) A proper election filed in accordance with the Internal
Revenue Code or regulations issued by “the secretary” shall be
deemed to be a proper election for purposes of this part, unless
otherwise expressly provided in this part or in regulations issued by
the Franchise Tax Board.

(2) A copy of that election shall be furnished to the Franchise Tax
Board upon request.

(3) To obtain treatment other than that elected for federal
purposes, a separate election shall be filed with the Franchise Tax
Board at the time and in the manner which may be required by the
Franchise Tax Board.

(f) Whenever this part allows or requires a taxpayer to file an
application or seek consent, the rules set forth in subdivision (e) shall
be applicable with respect to any such application or consent.

SEC. 16. Section 23051.7 is added to the Revenue and Taxation
Code, to read: i

23051.7. (a) The enactment of the act adding this section to th
code shall not deprive any taxpayer of any carryover of a credit,
excess contribution, or loss to which that taxpayer was entitled under
this part, including all amendments enacted prior to January 1, 1987.

(b) The carryover of the credit, excess contribution, or loss shall
be allowed to be carried forward under the act adding this section
to the code for the same period of time as the taxpayer would have
been entitled to carry that item forward under prior law.

(c) For purposes of applying the provisions of the act adding this
section to the code, the basis or recomputed basis of any asset
acquired prior to January 1, 1987, shall be determined under the law
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at the time the asset was acquired and any adjustments to basis shall
be computed as follows:

(1) Any adjustments to basis for income years beginning prior to
January 1, 1987, shall be computed under applicable provisions of this
part, including all amendments enacted prior to January 1, 1987; and

(2) Any adjustments to basis for income years beginning on or
after January 1, 1987, shall be computed under the applicable
provisions of the act adding this section to the code.

(d) Any carryover of a credit which was not allowed to be claimed
against the tax on preference income shall not be allowed, for income
years beginning on and after January 1, 1988, to be claimed against
the alternative minimum tax.

(e) For income years beginning on or after January 1, 1987, and
before January 1, 1988, references in this part to “alternative
minimum tax” shall be deemed to be references to the “tax on
preference income.”

SEC. 17. Section 23053.5 is added to the Revenue and Taxation
Code, to read:

23053.5. With respect to a corporation electing to be treated as an
S corporation under Chapter 4.5 (commencing with Section 23800),
any credit carryover from income years beginning prior to January
1, 1987, shall be allowed to be passed through to the shareholders
during the first income year beginning on or after January 1, 1987.

SEC. 18. Chapter 1.5 (commencing with Section 23081) is added
to Part 11 of Division 2 of the Revenue and Taxation Code, to read:

CHAPTER 1.5. TAX ON LIMITED PARTNERSHIPS

23081. (a) For taxable years beginning on or after January 1,
1988, every limited partnership doing business in this state (as
defined by Section 23101) and required to file a return under Section
17932 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 for the current taxable year. The tax
imposed under this section shall be due and payable on the date the
return is required to be filed under Section 18432.

(b) 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. 19. Section 23151 of the Revenue and Taxation Code is
amended to read:

23151. (a) With the exception of financial corporations, every
corporation doing business within the limits of this state and not
expressly exempted from taxation by the provisions of the
Constitution of this state or by this part, shall annually pay to the
state, for the privilege of exercising its corporate franchises within
this state, a tax according to or measured by its net income, to be
computed at the rate of 7.6 percent upon the basis of its net income
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for the next preceding income year. In any event, each such
corporation shall pay annually to the state, for the said privilege, a
minimum tax of one hundred dollars ($100).

(b) For calendar or fiscal years ending after June 30, 1973, the rate
of tax shall be 9 percent instead of 7.6 percent as provided by
subdivision (a).

(c) For calendar or fiscal years ending in 1980, the rate of tax shall
be 9.6 percent.

(d) For calendar or fiscal years ending in 1981 the rate shall be
determined as follows:

If the net cash collections under the Bank and Corporation Tax
Law for 1979-80, as determined by the Controller, are:

Less than $2,950,000,000, the tax rate shall be 9.6 percent.

If $2,950,000,000 or greater, but less than $3,025,000,000, the tax rate
shall be 9.50 percent.

If $3,025,000,000 or greater, but less than $3,100,000,000, the tax rate
shall be 9.45 percent.

If $3,100,000,000 or greater, the tax rate shall be 9.40 percent.

(e) For calendar or fiscal years ending in 1982 the rate shall be
determined as follows:

If the net cash collections under the Bank and Corporation Tax
Law for 1979-80 and 1980-81, as determined by the Controller, are:

Less than $6,000,000,000, the tax rate shall be 9.6 percent.

If $6,000,000,000 or greater, but less than $6,075,000,000, the tax rate
shall be 9.50 percent.

If $6,075,000,000 or greater, but less than $6,150,000,000, the tax rate
shall be 9.45 percent.

If $6,150,000,000 or greater, but less than $6,225,000,000, the tax rate
shall be 9.40 percent.

If $6,225,000,000 or greater, the tax rate shall be 9.35 percent.

(F) For calendar or fiscal years ending in 1983 and thereafter the
rate shall be determined as follows:

If the net cash collections under the Bank and Corporation Tax
Law for 1979-80, 1980-81, and 1981-82, as determined by the
Controller, are:

Less than $9,450,000,000, the tax rate shall be 9.6 percent.

If $9,450,000,000 or greater, but less than $9,525,000,000, the tax rate
shall be 9.50 percent.

If $9,525,000,000 or greater, but less than $9,600,000,000, the tax rate
shall be 9.45 percent.

If $9,600,000,000 or greater, but less than $9,675,000,000, the tax rate
shall be 9.40 percent.

If $9,675,000,000 or greater, but less than $9,750,000,000, the tax rate
shall be 9.35 percent.

If $9,750,000,000 or greater, the tax rate shall be 9.30 percent.
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(g) For calendar or fiscal years ending in 1987 and thereafter, the
tax rate shall be 9.3 percent.

(h) For income years beginning after December 31, 1971, the one
hundred dollars ($100) specified in subdivision (a) shall be two
hundred dollars ($200) instead of one hundred dollars ($100).

(i) For income years beginning after December 31, 1986, the one
hundred dollars ($100) specified in subdivision (a) shall be three
hundred dollars ($300) instead of one hundred dollars ($100).

(j) For income years beginning after December 31, 1988, the one
hundred dollars ($100) specified in subdivision (a) shall be six
hundred dollars ($600) instead of one hundred dollars ($100).

(k) For income years beginning after December 31, 1989, the one
hundred dollars ($100) specified in subdivision (a) shall be eight
hundred dollars ($800) instead of one hundred dollars ($100).

SEC. 20. Section 23153 of the Revenue and Taxation Code is
amended to read:

23153. (a) Every corporation not otherwise taxed under this
chapter and not expressly exempted by the provisions of this part or
the Constitution of this state shall pay annually to the state a tax of
one hundred dollars ($100), except that the following corporations
shall pay annually to the state a tax of twenty-five dollars ($25):

(1) A credit union not otherwise taxed under this chapter whose
gross income is twenty thousand dollars ($20,000) or less.

(2) A corporation formed under the laws of this state whose
principal business when formed was gold mining, which is inactive
and has not done business within the limits of the state since 1950.

(3) A corporation formed under the laws of this state whose
principal business when formed was quicksilver mining, which is
inactive and has not done business within the limits of the state since
1971, or has been inactive for a period of 24 consecutive months or
more.

Every such domestic corporation taxable under this section shall
be subject to the said tax from the date of incorporation until the
effective date of dissolution as provided in Section 23331.

For the purpose of paragraphs (2) and (3) a corporation shall not
be considered to have done business if it engages in other than
mining.

(b) For income years beginning after December 31, 1971, the one
hundred dollars ($100) specified in subdivision (a) shall be two
hundred dollars ($200) instead of one hundred dollars ($100).

(c) For income years beginning after December 31, 1986, the one
hundred dollars ($100) specified in subdivision (a).shall be three
hundred dollars ($300) instead of one hundred dollars ($100).

(d) For income years beginning after December 31, 1988, the one
hundred dollars ($100) specified in subdivision (a) shall be six
hundred dollars ($600) instead of one hundred dollars ($100).

(e) For income years beginning after December 31, 1989, the one
hundred dollars ($100) specified in subdivision (a) shall be eight
hundred dollars ($800) instead of one hundred dollars ($100).
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SEC. 21. Section 23181 of the Revenue and Taxation Code is
amended to read:

23181. (a) Except as otherwise provided herein, an annual tax is
hereby imposed upon every bank located within the limits of this
state according to or measured by its net income, upon the basis of
its net income for the next preceding income year at the rate
provided under Section 23186. With respect to the taxation of
national banking associations, the state adopts the method numbered
(4) authorized by the act of March 25, 1926, amending Section 5219
of the Revised Statutes of the United States, Title 12, Section 548,
United States Code.

(b) If a bank commences to do business and ceases doing business
in the same taxable year, the tax for such taxable year shall be
according to or measured by its net income for such year, at the rate
provided under Section 23186.

(c) With respect to a bank, other than a bank described in
subdivision (b), which ceases doing business after December 31,
1972, 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 bank ceased doing business, to be computed
at the rate prescribed in Section 23186.

(d) In the case of a bank which ceased doing business before
January 1, 1973, but dissolves or withdraws on such date or thereafter,
the tax for the taxable year of dissolution or withdrawal shall be
according to or measured by its net income for the income year
during which the bank ceased doing business, unless such income has
previously been included in the measure of tax for any taxable year,
to be computed at the rate prescribed under Section 23186 for the
taxable year of dissolution or withdrawal.

(e) Commencing with income years ending in 1980, every bank
shall pay to the state a minimum tax of two hundred dollars ($200)
or the measured tax imposed on its income, whichever is greater.

(f) For income years beginning after December 31, 1986, every
bank shall pay to the state a minimum tax of three hundred dollars
{$300) or the measured tax imposed on its income, whichever is
greater.

{g) For income years beginning after December 31, 1988, every
bank shall pay to the state a minimum tax of six hundred dollars
(8600) or the measured tax imposed on its income, whichever is
greater.

(h) For income years beginning after December 31, 1989, every
bank shall pay to the state a minimum tax of eight hundred dollars
($800) or the measured tax imposed on its income, whichever is
greater.

SEC. 22. Section 23184 of the Revenue and Taxation Code is
amended to read:
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23184. (a) Financial corporations may offset against the
franchise tax the amounts paid during the income year to this state
or to any county, city, town, or other political subdivisions of the state
as personal property taxes, or as license fees or excise taxes for the
following privileges:

(1) Operating as personal property brokers or brokers as defined
in the Personal Property Brokers Law provided for in Division 9
(commencing with Section 22000) of the Financial Code, or as
consumer finance lenders or brokers as defined in the Consumer
Finance Lenders Law provided for in Division 10 (commencing with
Section 24000) of the Financial Code, or as commercial finance
lenders as defined in the Commercial Finance Lenders Law
provided for in Division 11 (commencing with Section 26000) of the
Financial Code. Fees paid pursuant to Sections 22202, 24202, and
26202 of the Financial Code may not be offset against the franchise
tax.

(2) Engaging in the business of loaning money, advancing credit,
or loaning credit or arranging for the loan of money or advancing of
credit or loaning of credit.

(3) Storing, using or otherwise consuming in this state of tangible
personal property by savings and loan associations. This paragraph
does not apply to amounts incurred and paid beginning on and after
January 1, 1980.

(b) The offset allowed to any financial corporation for any income
year as provided in this section may, at the election of that financial
corporation, be offset, in whole or in part, against its franchise tax for
that income year or offset in whole or in part against its franchise tax
in one or more of the next four succeeding years of its selection, until
such time as the total amount of such offset is so utilized; provided,
however, that for such purposes, offsets elected to be utilized against
the franchise tax of a succeeding year shall be applied in the order
of their respective years of origin and prior to the application of the
offset which might otherwise be allowable for amounts paid during
that income year.

(c) Notwithstanding anything to the contrary contained in this
section, the tax on financial corporations after the allowance of all
offsets provided for herein shall not be less than 7.6 percent of its net
income for the preceding income year nor less than the following
minimum tax:

(1) In the case of financial corporations, other than credit unions
whose gross income is twenty thousand dollars ($20,000) or less one
hundred dollars ($100).

(2) In the case of credit unions whose gross income is twenty
thousand dollars ($20,000) or less, twenty-five dollars ($25).

(d) For purposes of this section, with respect to calendar or fiscal
years ending after June 30, 1973, the tax on financial corporations
after the allowance of all offsets shall not be less than 9 percent of its
net income nor less than the minimum tax as provided by subdivision

(c).
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(e) For income years beginning after December 31, 1971, the one
hundred dollars ($100) specified in paragraph (1) of subdivision (c)
shall be two hundred dollars ($200) instead of one hundred dollars
($100).

(f) Any offset which a financial corporation was entitled to apply
against its franchise tax for the 1980 income year but which could not
be applied during such income year because of the limitations
otherwise set forth or because such amounts were not paid because
they were contested or not timely assessed, shall be applied, in whole
or in part, against its franchise tax for the 1981 income year, and any
unused offset shall be applied in like manner against its franchise tax
for the next six succeeding income years.

(g) Notwithstanding anything to the contrary contained in this
section, the tax on financial corporations after the allowance of all
offsets provided for herein shall not be less than the tax on net
income provided by Section 23151, or the minimum franchise tax,
whichever is greater.

(h) For income years beginning after December 31, 1986, the one
hundred dollars ($100) specified in paragraph (1) of subdivision (c)
shall be three hundred dollars ($300) instead of one hundred dollars
($100).

(i) For income years beginning after December 31, 1988, the one
hundred dollars ($100) specified in paragraph (1) of subdivision (c)
shall be six hundred dollars ($600) instead of one hundred dollars
($100).

(j) For income years beginning after December 31, 1989, the one
hundred dollars ($100) specified in paragraph (1) of subdivision (c)
shall be eight hundred dollars ($800) instead of one hundred dollars
($100).

SEC. 23. Chapter 2.5 (commencing with Section 23400) of Part
11 of Division 2 of the Revenue and Taxation Code is repealed.

SEC. 24, Chapter 2.5 {(commencing with Section 23400) is added
to Part 11 of Division 2 of the Revenue and Taxation Code, to read:

CHAPTER 2.5. ALTERNATIVE MINIMUM TAX

23400. (a) In addition to the other taxes imposed by this part,
there is hereby imposed for each taxable year (as defined in Section
23041), 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 under
Chapter 2 (commencing with Section 23101) or Chapter 3
(commencing with Section 23501), reduced by the sum of the credits
allowable under this part.
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(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 7 percent of so
much of the alternative minimum taxable income for the taxable
year as exceeds the exemption amount.

(B) For corporations whose net income is determined under
Chapter 17 (commencing with Section 25101), alternative minimum
taxable income shall be apportioned in the same manner as net
income is apportioned for purposes of the regular tax under this part.

(4) The provisions of Section 56(c) (2) of the Internal Revenue
Code, relating to Merchant Marine Capital Construction Funds, shall
not be applicable.

(5) (A) The provisions of Section 56 (g) (4) (A) (iv) of the Internal
Revenue Code, relating to property placed in service prior to 1981,
shall not be applicable.

(B) The provisions of Section 56(g) (4) (A) of the Internal
Revenue Code shall be modified to provide that in the case of any
property placed in service prior to January 1, 1987, and not described
in clause (i), (ii), or (iii) of Section 56 (g) (4) (A) of the Internal
BRevenue Code, the amount allowable as depreciation or
amortization with respect to that property shall be the same amount
that would have been allowable for the income year had the taxpayer
depreciated the property under the straight-line method for each
income year of the useful life (determined without regard to Section
24354.2 or 24381) for which the taxpayer has held the property.

(6) The provisions of Section 57(a) (5) of the Internal Revenue
Code, relating to tax-exempt interest, shall be applied by
substituting—

(A) The amount of interest income from specified private activity
bonds that is exempt from tax under this part, reduced by any
deduction (not allowable in computing the regular tax) which would
have been allowable if that interest were included in gross income,
for

(B) The amount determined under Section 57(a)(5) of the
Internal Revenue Code.

(7) The provisions of Section 59 (a) of the Internal Revenue Code,
relating to the alternative minimum tax foreign tax credit, shall not
be applicable.

(8) The provisions of Section 59 (b) of the Internal Revenue Code,
relating to income eligible for the credit under Section 936 of the
Internal Revenue Code, shall not be applicable.

(c) With respect to taxpayers subject to Article 4 (commencing
with Section 23221) of Chapter 2, the provisions of Articles 4
(commencing with Section 23221) to 9 (commencing with Section
23361), inclusive, shall apply to the tax imposed by this section except
that Section 23221 shall not apply.

(d) For the purposes of computing the alternative minimum tax
for taxable years in which a taxpayer commenced doing business,
dissolves, withdraws, or ceases doing business, the provisions of
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Sections 23151, 23151.1, 23151.2, 23181, 23183, 23183.1, 23183.2, 23201
to 23204, inclusive, 23222 to 23224.5, inclusive, 23282, 23332.5, 23504,
and 25401 shall be applied with due regard for the rate and
alternative minimum taxable income prescribed by this chapter.

23401. (a) There shall be allowed as a credit against the regular
tax (as defined by paragraph (2) of subdivision (b) of Section 23400),
for any taxable year, an amount equal to the minimum tax credit for
that taxable year.

(b) For purposes of subdivision (a), the minimum tax credit shall
be determined in accordance with Section 53 of the Internal
Revenue Code, except as otherwise provided in this part.

(c) For purposes of this chapter, references to the “regular tax
liability” in Section 53(c) (1) of the Internal Revenue Code shall be
modified to refer to the regular tax as defined by paragraph (2) of
subdivision (b) of Section 23400.

SEC. 25. Section 23601.4 is added to the Revenue and Taxation
Code, to read:

23601.4. (a) For income years beginning on or after January 1,
1987, there shall be allowed as a credit against the taxes imposed by
this part (except the minimum franchise tax and the alternative
minimum tax) an amount equal to 12 percent of the cost of a solar
energy system installed on premises, used for commercial purposes,
which are located in California and which are owned by the taxpayer
during the income year. For purposes of taxpayers who lease a solar
energy system pursuant to subdivision (1), the tax credit shall apply
only to the principal recovery portion of lease payments for the term
of the lease not to exceed 10 years, as defined in subdivision (n),
which are made during the income year, and to the amounts
expended on the purchased portion of the solar energy system,
including installation charges, during the income year. For income
years beginning on or after January 1, 1988, and before January 1,
1989, the credit percentage allowed by this section shall be reduced
to 10 percent.

(b) The solar energy tax credit shall be claimed on the state
income tax return for the income year in which the solar energy
system was installed.

(c) A taxpayer who claimed the solar energy tax credit in the state
income tax return for the income year in which the solar energy
system was installed may claim the credit in subsequent years for
additions to the systemm or additional systems by the amount
prescribed in subdivision (a).

(d) For purposes of computing the credit provided by this section,
the cost of any solar energy system eligible for the credit provided
by this section shall be reduced by any grant provided by a public
entity for that system.

(e) The basis of any system for which a credit is allowed shall be
reduced by the amount of the credit and the amount of any grant
provided by a utility or public agency for the solar energy system.
The basis adjustment shall be made for the income year for which the
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credit is allowed.

(f) Inthe case ofa partnershlp, the solar energy tax credit may be
divided between the partners pursuant to a written partnership
agreement.

(g) In the case where the credit allowed under this section
exceeds the taxes imposed by this part (except the minimum
franchise tax and the alternative minimum tax) for the income year,
that portion of the credit which exceeds those taxes may be carried
over to the taxes imposed by this part (except the minimum
franchise tax and the alternative minimum tax) in succeeding
income years until the credit is used. The credit shall be applied first
to the earliest years possible.

(h) No tax credit may be claimed under this section for any
expenditures which have been otherwise claimed as a tax credit for
the current or any prior income year as energy conservation
measures under this part.

(i) Energy conservation measures applied in conjunction with
solar energy systems to reduce the total cost or backup energy
requirement of those systems shall be considered part of the systems,
and shall be eligible for the tax credit. Qualified energy conservation
measures installed within six months of the date of installation of the
solar energy system are considered to be installed “in conjunction
with” the solar energy system, even if the period spans two income
years. In cases involving more than six months between the dates of
installation of the energy conservation measures and the solar energy
system, the taxpayer must be able to provide persuasive evidence
that the energy conservation measures were in fact installed in
conjunction with a solar energy system. Eligible conservation
measures applied in conjunction with solar space heating include,
but are not limited to, ceiling, wall, and floor insulating above that
required by law at the time of original construction. Eligible
conservation measures applied in conjunction with solar water
heating include, but are not limited to, water heater insulation
jackets, and shower and faucet flow reducing devices. Energy
conservation measures which shall be eligible for the tax credit when
applied in conjunction with solar energy systems shall be defined by
the Energy Resources Conservation and Development Commission
as part of the solar energy system eligibility criteria.

(i) Taxpayers who lease a solar energy system installed on
premises in California shall receive a tax credit as provided in
subdivision (a), if the lessee can confirm, if necessary, by a written
document signed by the lessor that (1) the lessor irrevocably elects
not to claim a state tax credit for the solar energy system, and (2) if
the system is installed in a locality served by a municipal solar utility,
that the lessor holds a valid permit from the municipal solar utility.
Leasing requirements may be established by the State Energy
Resources Conservation and Development Commission as part of
the solar energy system eligibility criteria.

(k) The State Energy Resources Conservation and Development
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Commission shall, after one or more public hearings, establish
guidelines and criteria for solar energy systems which shall be
eligible for the credit provided by this section. These guidelines and
criteria may include, but are not limited to, minimum requirements
for safety, reliability, and durability of solar energy systems. The
Franchise Tax Board shall prescribe such regulations as may be
necessary to carry out the purposes of this section.

(1) For purposes of this section, the following definitions shall
apply:

(1) “Installed” means placed in a functionally operative state.

(2) “Cost” includes equipment, installation charges, and
compensation paid to the owner of burdened property in connection
with the acquisition of a solar easement, as defined in Section 801.5
of the Civil Code, and the fees for the recording of the easement. In
the case of a system which is leased, “cost” means the principal
recovery portion of lease payments, which is the cost incurred by the
taxpayer in acquiring the solar energy system, excluding interest
charges and maintenance expenses.

“Cost” does not include interest charges and costs associated with
the acquisition of an easement other than a solar easement.

(3) “Owner” includes duly recorded holders of legal title, lessees
with at least three years remaining on their lease or easement
granting use of the premises, a person purchasing premises under a
contract of sale, or who holds shares or membership in a cooperative
housing corporation, which holding is a requisite to the exclusive
right of occupancy to the premises, a person who is a member of a
nonprofit corporation or association which is a duly recorded holder
of legal title, or a person who is a member of a nonprofit corporation
or association which is a lessee with at least three years remaining on
its lease.

(4) “Premises” means the principal stationary location in
California where the system is installed for direct use or for purposes
of sale of energy, and includes land, easements, and buildings or
portions thereof.

(5) “Commercial purposes” means the installation of solar energy
systems on premises other than single-family dwellings.

(6) “Single-family dwelling” means single-family residences,
mobilehomes, and the individual units of condominiums.

“Single-family dwelling” does not include cooperatives, apartment
buildings, or other similar multiple dwellings, including buildings
and any other common areas of a condominium maintained by a
homeowners association.

(7) (A) “Solar energy system” means the use of solar devices for
the individual function of:

(i) Domestic or service water heating.

(ii) Space conditioning.

(iii) Production of electricity.

(iv) Process heat.

(v) Solar mechanical energy.
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“Solar energy system” includes, but is not limited to, passive
thermal systems, semipassive thermal systems, active thermal
systems, and photovoltaic systems.

For purposes of this section, “solar energy system” does not
include solar devices for the individual function of wind energy for
the production of electricity or mechanical work.

(B) Eligible solar energy systems shall have a useful life of not less
than three years.

(8) “Solar device” means the equipment associated with the
collection, conversion, transfer, distribution, storage, or control of
solar energy. In the case of a solar device associated with two or more
solar energy systems, the credit allowed for the solar device may be
taken for any one of the systems, or divided equally between them.

(9) “Passive thermal system” means a system which utilizes the
structural elements of the building, and is not augmented by
mechanical components, to provide for collection, storage, or
distribution of solar energy for heating or cooling.

(10) “Active thermal system” means a system which utilizes solar
devices thermally isolated from the commercial space to provide for
collection, storage, or distribution of solar energy for heating or
cooling. )

(11) “Semipassive thermal system” means a system which utilizes
the structural elements of a building and is augmented by
mechanical components to provide for collection, storage, or
distribution of solar energy for heating or cooling.

(12) “Municipal solar utility” means a city, county, or municipal
utility district, or agency thereof, which sells or leases solar or other
energy generating equipment or energy saving devices for
residential, commercial, agricultural, or industrial uses or which
issues permits to companies engaged in the leasing of this
equipment.

(m) The provisions of this section shall not apply to any solar
energy system which continues to qualify for the tax credit
authorized by former Section 23601 (as amended by Chapter 1200 of
the Statutes of 1986) by meeting the eligibility requirements of
subdivision (j) of that section.

(n) This section shall remain in effect only until January 1, 1989,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1989, deletes or extends the date.
However, any unused credit may be used beyond that date in
accordance with subdivision (g).

SEC. 26. Section 23603 of the Revenue and Taxation Code is
amended to read:

23603. (a) There shall be allowed as a credit against the taxes
imposed by this part (except the minimum franchise tax and the
alternative minimum tax) an amount equal to 55 percent of the cost
(including installation charges but excluding interest charges), of a
device designed and installed to convert a car or truck, which is
registered in this state, to the use of an alcohol fuel consisting of at
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least 85 percent methanol or ethanol. The credit allowed by this
section shall be claimed in the income year the device is installed and
shall not exceed one thousand dollars ($1,000) per vehicle.

(b) For purposes of this section, “device” is any apparatus for
installation on a used motor vehicle or truck that requires
modification of the engine or pollution control device, or both, so
that methanol or ethanol may be used as fuel for the motor vehicle
or truck.

(c) The Department of Motor Vehicles shall, upon request,
cooperate with the Franchise Tax Board in determining vehicle
eligibility under this section.

(d) If a federal income tax credit is enacted for costs incurred by
a taxpayer for the purchase and installation of a device described in
this section, then to the extent such credit is allowed or allowable, the
state credit provided in subdivision (a) shall be reduced by the
amount of the federal credit.

(e) That portion of credit under this section which exceeds the
taxes imposed by this part (except the minimum franchise tax and
the alternative minimum tax) for the income year may not be
carried over and applied to those taxes in succeeding income years.

(f) This section shall remain in effect only until January 1, 1991,
and as of that date is repealed, unless a later enacted statute, which
is chaptered before January 1, 1991, deletes or extends that date.

SEC. 27. Section 23604 of the Revenue and Taxation Code is
repealed.

SEC. 28. Section 23605 of the Revenue and Taxation Code is
repealed.

SEC. 29. Section 23607 of the Revenue and Taxation Code is
repealed.

SEC. 30. Section 23609 of the Revenue and Taxation Code is
repealed.

SEC. 31. Section 23609 is added to the Revenue and Taxation
Code, to read:

23609. There shall be allowed as a credit against the taxes
imposed by this part (except the minimum franchise tax and the
alternative minimum tax) an amount determined in accordance
with Section 41 of the Internal Revenue Code, except as follows:

(a) The applicable percentage shall be 8 percent of the excess of
the qualified research expenses for the income year over the base
period research expenses and 12 percent of the basic research
payments.

(b) “Qualified research” and “basic research” shall include only
research conducted in California.

(¢) The provisions of Section 4l(e)(7)(A) of the Internal
Revenue Code, shall be modified so that “basic research,” for
purposes of this section, includes any basic or applied research
including scientific inquiry or original investigation for the
advancement of scientific or engineering knowledge or the
improved effectiveness of commercial products, except that the
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term does not include any of the following:

(1) Basic research conducted outside California.

(2) Basic research in the social sciences, arts, or humanities.

(3) Basic research for the purpose of improving a commercial
product if the improvements relate to style, taste, cosmetic, or
seasonal design factors.

(4) Any expenditure paid or incurred for the purpose of
ascertaining the existence, location, extent, or quality of any deposit
of ore or other mineral (including oil and gas).

(d) In the case where the credit allowed under this section
exceeds the taxes imposed by this part (except the minimum
franchise tax and the alternative minimum tax), that portion of the
credit which exceeds those taxes may be carried over to the taxes
imposed by this part (except the minimum franchise tax and the
alternative minimum tax) in succeeding income years. The credit
shall be applied first to the earliest income years possible.

(e) (1) This section shall apply only to amounts incurred on or
after January 1, 1988, and paid or incurred before January 1, 1993,

(2) In the case of any income year which begins before January
1, 1988, and ends after December 31, 1987, any amount for any base
period with respect to that income year shall be the amount which
bears the same ratio to that amount for that base period as the
number of days in that income year before January 1, 1988, bears to
the total number of days in that income year.

(3) In the case of any income year which begins before January
1, 1993, and ends after December 31, 1992, any amount for any base
period with respect to that income year shall be the amount which
bears the same ratio to that amount for that base period as the
number of days in that income year before January 1, 1993, bears to
the total number of days in that income year.

(F) This section shall remain in effect only until January 1, 1994,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1994, deletes or extends that date.

SEC. 32. Section 23609.5 is added to the Revenue and Taxation
Code, to read:

23609.5. There shall be allowed as a credit against the taxes
imposed by this part (except the minimum franchise tax and the
alternative minimum tax) an amount determined in accordance
with Section 28 of the Internal Revenue Code, except as follows:

(a) The applicable percentage shall be 15 percent of the qualified
clinical testing expenses for the income year.

(b) Qualified clinical testing expenses include only those expenses
paid or incurred by the taxpayer for such testing conducted in
California.

(c) In the case where the credit allowed under this section
exceeds the taxes imposed by this part (except the minimum
franchise tax and the alternative minimum tax), that portion of the
credit which exceeds those taxes may be carried over to the taxes
imposed by this part (except the minimum franchise tax and the
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alternative minimum tax) in succeeding income years. The credit
shall be applied first to the earliest income years possible.

(d) This section shall remain in effect only until January 1, 1993,
and as of that date is repealed, unless a later enated statute, which
is enacted before January 1, 1993, deietes or extends that date.

SEC. 33. Section 23610.5 is added to the Revenue and Taxation
Code, to read:

23610.5. (a) There shall be allowed as a credit against the taxes
imposed by this part (except the minimum franchise tax and the
alternative minimum tax) a state low-income housing tax credit is an
amount equal to the amount determined in subdivision (c),
computed in accordance with Section 42 of the Internal Revenue
Code, except as otherwise provided in this section.

(b) (1) The amount of the credit allocated to any project shall be
authorized by the Mortgage Bond Allocation Committee, or any
successor thereof, based on a project’s need for the credit for
economic feasibility.

(A) The low-income housing project shall be located in California
and shall meet either of the following requirements:

(i) It shall have been allocated by the Mortgage Bond Allocation
Committee a credit for federal income tax purposes under Section
42 of the Internal Revenue Code.

(ii) It shall qualify for a credit under Section 42 (h) (4) (B) of the
Internal Revenue Code.

(B) The Mortgage Bond Allocation Committee shall not require
fees for the credit under this section in addition to those fees
required for applications for the tax credit pursuant to Section 42 of
the Internal Revenue Code.

(2) (A) The Mortgage Bond Allocation Committee shall certify
to the taxpayer the amount of tax credit under this section to which
the taxpayer is entitled for each year in the credit period.

(B) The taxpayer shall attach a copy of the certification to any
return upon which a tax credit is claimed under this section.

(C) In the case of a failure to attach a copy of the certification for
the year to the return in which a tax credit is claimed under this
section, no credit under this section shall be allowed for that year
until a copy of that certification is provided.

(c) Section 42(b) of the Internal Revenue Code shall be modified
as follows:

(1) In the case of any qualified low-income building placed in
service by the taxpayer during 1987, the term “applicable
percentage” means 9 percent for each of the first three years and 3
percent for the fourth year for new buildings (whether or not the
building is federally subsidized) and for existing buildings.

(2) In the case of any qualified low-income building placed in
service by the taxpayer after 1987 (for new buildings whether or not
the building is federally subsidized and for existing buildings), the
term “‘applicable percentage” means either of the following:

(A) For each of the first three years, the highest percentage
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prescribed under Section 42(b) (2) of the Internal Revenue Code,
for the month in which the building is placed in service, in lieu of the
percentage prescribed in Section 42(b) (1) (A) of the Internal
Revenue Code.

(B) For the fourth year, the difference between 30 percent and
the sum of the applicable percentages for the first three years.

(d) The term “qualified low-income housing project” as defined
in Section 42 (c) (2) of the Internal Revenue Code is modified by
adding the following requirements:

(1) The taxpayer shall be entitled to receive a cumulative cash
distribution on the taxpayer’s cash invested in the qualified
low-income -housing project in an amount not to exceed 8 percent
per annum. For purposes of this paragraph, if the taxpayer is a
partnership or an S corporation, the limitation on return shall apply
to each of the partners or the shareholders, respectively.

(2) The taxpayer shall apply any cash available for distribution in
excess of the amount eligible to be distributed under paragraph (1)
to reduce the rent on rent-restricted units or to increase the number
of rent-restricted units subject to the tests of Section 42(g) (1) of the
Internal Revenue Code.

(e) The provisions of Section 42(f) of the Internal Revenue Code
shall be modified as follows:

(1) The term “credit period” as defined in Section 42 (f) (1) of the
Internal Revenue Code is modified by substituting “4 income years”
for “10 taxable years.”

(2) The special rule for the first taxable year of credit period
under Section 42(f) (2) of the Internal Revenue Code shall not apply
to the tax credit under this section.

(3) Section 42(f) (3) of the Internal Revenue Code is modified to
read:

If, as of the close of the 1988 or 1989 taxable year, the qualified basis
of any building exceeds the qualified basis of such building as
approved for the initial allocation of credits pursuant to this section,
the taxpayer shall be eligible to apply for an allocation of the credit
on the excess in an amount equal to the applicable percentage
determined pursuant to subdivision (¢) above for the four-year
period beginning with the later of the taxable year in which the
increase in qualified basis occurs or the taxable year in which the
credit allocation is received.

(f) The provisions of Section 42 (h) of the Internal Revenue Code
shall be modified as follows:

(1) Section 42(h) (2) of the Internal Revenue Code shall not be
applicable and instead the following provisions shall be applicable:

The total amount for the four-year credit period of the housing
credit dollars allocated in a calendar year to any building shall reduce
the aggregate housing credit dollar amount of the Mortgage Bond
Allocation Committee for the calendar year in which the allocation
is made.

(2) Paragraphs (3), (4), (6), and (7) of Section 42(h) of the
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Internal Revenue Code shall not be applicable.

(g) (1) Except as provided in paragraph (2), the aggregate
housing credit dollar amount which may be allocated annually by the
Mortgage Bond Allocation Committee for the 1987, 1988, and 1989
calendar years pursuant to this section and Section 17058 shall be an
amount equal to one dollar twenty-five cents ($1.25) multiplied by
the state population in that year, as established by the Department
of Finance.

(2) The portion of the aggregate housing credit dollar amount of
the Mortgage Bond Allocation Committee which is not allocated for
each of the calendar years may be carried over to any subsequent
calendar years through 1989. Thereafter, Section 42(n) (2) of the
Internal Revenue Code shall apply.

(h) (1) The term “compliance period” as defined in Section
42(i) (1) of the Internal Revenue Code is modified to mean, with
respect to any building, the period of 30 consecutive income years
beginning with the first income year of the credit period with
respect thereto, subject to the limitation in paragraph (2).

(2) If, after the first 15 years of the compliance period, a qualified
low-income housing project is not economically feasible, the
taxpayer shall be entitled to remove one or more low-income units
from the set-aside and rent requirements of Section 42(g) of the
Internal Revenue Code as is necessary for the project to become
economically feasible, provided that once a project is again
economically feasible, the taxpayer designates the next available
units as low-income units subject to the set-aside and rent
requirements, up to the original number of low-income units, while
keeping the project economically feasible.

(3) For purposes of paragraph (2), “economically feasible” means
that project revenue equals or exceeds project operating expenses
excluding any return on investment.

(4) For purposes of paragraph (3), “operating expenses” means
the reasonable expenses necessary to operate and maintain the
project in habitable condition, debt service, taxes, and reasonable
reserves. For purposes of this paragraph, debt service shall not
include that portion of payments of principal and interest
attributable to any excess refinanced principal over the outstanding
principal of the loan that was refinanced.

(i) Section 42(j) of the Internal Revenue Code shall not be
applicable and the following shall be substituted in its place:

(1) The requirements of this section shall be set forth in a
regulatory agreement between the Mortgage Bond Allocation
Committee and the taxpayer.

(2) The regulatory agreement shall include, but not be limited to,
the following:

(A) A term equal to the compliance period.

(B) A requirement that the agreement be filed in the official
records of the county in which the qualified low-income housing
project is located.
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(C) A provision stating which state and local agencies can enforce
the regulatory agreement in the event the taxpayer fails to satisfy any
of the requirements of this section.

(D) A provision that the regulatory agreement shall be deemed
a contract enforceable by tenants as third-party beneficiaries
thereto.

(E) A provision incorporating the requirements of Section 42 of
the Internal Revenue Code as modified by this section.

(F) A requirement that the taxpayer provide the Mortgage Bond
Allocation Committee or its designee and the local agency that can
enforce the regulatory agreement with advance notice if the
taxpayer intends to reduce the number of low-income units to make
a project economically feasible.

(G) A requirement that the taxpayer notify the Mortgage Bond
Allocation Committee or its designee and the local agency that can
enforce the regulatory agreement if there is a determination by the
Internal Revenue Service that the project is not in compliance with
Section 42(g) of the Internal Revenue Code.

(H) A requirement that the taxpayer, as security for the
performance of taxpayer’s obligations under the regulatory
agreement, assign the taxpayer’s interest in rents which it receives
from the project, provided that until there is a default under the
regulatory agreement, the taxpayer is entitled to collect and retain
the rents.

(I) The remedies available in the event of a default under the
regulatory agreement that is not cured within a reasonable cure
period, include, but are not limited to, allowing any of the parties
designated to enforce the regulatory agreement to collect all rents
with respect to the project; taking possession of the project and
operate the project in accordance with the regulatory agreement
until the enforcer determines the taxpayer is in a position to operate
the project in accordance with the regulatory agreement; applying
to any court for specific performance, securing the appointment of
a receiver to operate the project, or any other relief as may be
appropriate. :

(i) In allocating the housing credit, the Mortgage Bond Allocation
Committee shall give priority to qualified low-income housing
projects that satisfy the following criteria, which are weighted
according to the numerical order of the paragraphs listed below:

(1) Projects that have received government financing or
mortgage assistance and are eligible and likely to convert to
market-rate rental units.

(2) (A) Projects that commit to providing low-income units for a
significantly longer period than the compliance period under this
section.

(B) Projects that commit to providing a greater percentage of
low-income units than is required under Section 42(g) (1) of the
Internal Revenue Code.

(3) Projects that commit to charging rent for low-income units
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that is less than the rent requirements under Section 42(g) (2) of the
Internal Revenue Code.

(4) (A) Projects for which the rate of return on cash investment
is less than the rate allowed under this section.

(B) Projects targeted to those groups identified in the California
Statewide Housing Plan as having special needs, including projects
that ensure that rural areas receive a proportionate share of the
housing credits.

(k) Section 42(1) of the Internal Revenue Code shall be modified
as follows:

The term “Secretary” shall be replaced by the term “Mortgage
Bond Allocation Committee.”

(1) In the case where the state credit allowed under this section
exceeds the taxes imposed by this part (except the minimum
franchise tax and the alternative minimum tax) for the income year,
that portion of the credit which exceeds those taxes may be carried
over to the taxes imposed by this part (except the minimum
franchise tax and the alternative minimum tax) in succeeding
income years, with respect to which this section shall remain in effect
for purposes of carrying over excess credit, until the credit is used.
The credit shall be applied first to the earliest income years possible.

(m) The aggregate amount of tax credits granted pursuant to this
section and Section 17058 shall not exceed thirty-five million dollars
($35,000,000) per year. The Mortgage Bond Allocation Committee
shall not authorize any credit if the total amount of credits
authorized in any year under the Personal Income Tax Law and the
Bank and Corporation Tax Law exceeds thirty-five million dollars
($35,000,000).

(n) This section shall remain in effect only until January 1, 1990,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1990, deletes or extends the date.
However, any unused credit may be used beyond that date on the
same basis and to the same extent as permitted under the law
immediately prior to January 1, 1990.

SEC. 34. Section 23612 of the Revenue and Taxation Code is
amended to read:

23612. (a) There shall be allowed as a credit against the taxes
imposed by this part (except the minimum franchise tax and the
alternative minimum tax) for the year an amount equal to the sales
or use tax paid or incurred by the taxpayer in connection with the
purchase of qualified property.

(b) For purposes of this section:

(1) “Taxpayer” means either of the following:

(A) A qualified business as defined in Section 7082 of the
Government Code.

(B) A bank or corporation engaged in a trade or business within
an enterprise zone designated pursuant to Section 7073 of the
Government Code.

(2) “Qualified property” means machinery and machinery parts
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used for fabricating, processing, assembling, and manufacturing and
machinery and machinery parts used for the production of
renewable energy resources or air or water pollution control
mechanisms, up to a value of twenty million dollars ($20,000,000),
which, in the case of a taxpayer described in subparagraph (A) of
paragraph (1), is used exclusively in a program area, and, in the case
of a taxpayer described in subparagraph (B) of paragraph (1), is used
exclusively in an enterprise zone.

(c) If the taxpayer has purchased property upon which a use tax
has been paid or incurred, the credit provided under subdivision (a)
shall be allowed only if qualified property of a comparable quality
and price is not timely available for purchase in this state.

(d) In the case where the credit allowed under this section
exceeds the taxes imposed by this part (except the minimum
franchise tax and the alternative minimum tax) for the year, that
portion of the credit which exceeds those taxes may be carried over
to the taxes imposed by this part (except the minimum franchise tax
and the alternative miinimum tax) in succeeding years, until the
credit is used. The credit shall be applied first to the earliest 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) In the case of a taxpayer descrlbed in subparagraph (A) of
paragraph (1) of subdivision (b), the amount of the credit provided
by this section shall not in any year exceed the amount of tax which
would be imposed on the income attributed to business activities of
the taxpayer within the program area (as defined in Section 7082 of
the Government Code). The amount of that attributed income shall
be determined in accordance with the provisions of Article 2
(commencing with Section 25120) of Chapter 17.

(g) In the case of a taxpayer described in subparagraph (B) of
paragraph (1) of subdivision (b), the amount of the credit provided
by this section in any year shall not exceed the amount of tax which
would be imposed on the income attributed to business activities of
the taxpayer within the enterprise zone (designated ‘pursuant to
Section 7073 of the Government Code). The amount of that
attributed income shall be determined in accordance with the
provisions of Article 2 (commencmg with Section 25120) of Chapter
17.

(h) This section shall remain in effect only until January 1, 1993,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1993, deletes or extends that date.

SEC. 35. Section 23701m of the Revenue and Taxation Code is
repealed.

SEC. 36. Section 23701m is added to the Revenue and Taxation
Code, to read:

110180



Ch. 1139 ] STATUTES OF 1987 3987

23701m. Section 851 to 855, inclusive, of the Internal Revenue
Code, relating to regulated investment companies, shall be
applicable for purposes of this chapter, except Section 852 (b) (1) of
the Internal Revenue Code shall not apply.

SEC. 37. Section 23701n of the Revenue and Taxation Code is
amended to read:

23701n. (a) A trust or trusts forming part of a plan providing for
the payment of supplemental unemployment compensation
benefits, if—

(1) Under the plan, it is impossible, at any time prior to the
satisfaction of all liabilities with respect to employees under the plan,
for any part of the corpus or income to be (within the income year
or thereafter) used for, or diverted to, any purpose other than the
providing of supplemental unemployment compensation benefits,

(2) Such benefits are payable to employees under a classification
which is set forth in the plan and which is found by the Franchise Tax
Board not to be discriminatory in favor of employees who are highly
compensated employees within the meaning of Section 414(q) of the
Internal Revenue Code, and

(3) Such benefits do not discriminate in favor of employees who
are highly compensated employees within the meaning of Section
414(q) of the Internal Revenue Code. A plan shall not be considered
discriminatory within the meaning of this clause merely because the
benefits received under the plan bear a uniform relationship to the
total compensation, or the basic or regular rate of compensation, of
the employees covered by the plan.

(b) In determining whether a plan meets the requirements of
subdivision (a), any benefits provided under any other plan shall not
be taken into consideration, except that a plan shall not be
considered discriminatory—

(1) Merely because the benefits under the plan which are first
determined in a nondiscriminatory manner within the meaning of
subdivision (a) are then reduced by any sick, accident, or
unemployment compensation benefits received under state or
federal law (or reduced by a portion of such benefits if determined
in a nondiscriminatory manner), or

(2) Merely because the plan provides only for employees who are
not eligible to receive sick, accident, or unemployment
compensation benefits under state or federal law the same benefits
(or a portion of such benefits if determined in a nondiscriminatory
manner) which such employees would receive under such laws if
such employees were eligible for such benefits, or

(3) Merely because the plan provides only for employees who are
not eligible under another plan (which meets the requirements of
subdivision (a)) of supplemental unemployment compensation
benefits provided wholly by the employer the same benefits (or a
portion of such benefits if determined in a nondiscriminatory
manner) which such employees would receive under such other
plan if such employees were eligible under such other plan, but only
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if the employees were eligible under both plans would make a
classification which would be nondis¢riminatory within the meaning
of subdivision (a).

(c) A plan shall be considered to meet the requirements of
subdivision (a) during the whole of any year of the plan if on one day
in each quarter it satisfies such requirements.

(d) The term “supplemental unemployment compensation
benefits” means only—

(1) Benefits which are paid to an employee because of his or her
involuntary separation from the employment of the employer
(whether or not such separation is temporary) resulting directly
from a reduction in force, the discontinuance of a plant or operation,
or other similar conditions, and

(2) Sick and accident benefits subordinate to the benefits
described in paragraph (1).

(e) Exemption shall not be denied under this article to any
organization entitled to such exemption as an association described
in Section 23701i merely because such organization provides for the
payment of supplemental unemployment benefits (as defined in
paragraph (1) of subdivision (d)).

SEC. 38. Section 23701r of the Revenue and Taxation Code is
amended to read:

2370lr. (a) A political organization. However, a political
organization shall be subject to tax under this part with respect to its
“political organization taxable income” and such income shall be
subject to tax as provided by Chapter 3 (commencing with Section
23501).

(b) For purposes of this section, the political organization taxable
income of any organization for any taxable year is an amount equal
to the excess over one hundred dollars ($100) (if any) of—

(1) The gross income for the taxable year (excluding any exempt
function income), over

(2) The deductions allowed by this part which are directly
connected with the production of the gross income (excluding
exempt function income).

(c) For purposes of this section, the term “exempt function
income” means any amount received as—

(1) A contribution of money or other property,
(2) Membership dues, a membership fee or assessment from a
member of the political organization, or
(3) Proceeds from a political fundraising or entertainment
event, or proceeds from the sale of political campaign materials,
which are not received in the ordinary course of any trade or
business,
to the extent such amount is segregated for use only for the exempt
function of the political organization.

(d) For purposes of this part, if any political organization—

(1) Contributes any amount to or for the use of any political
organization which is treated as exempt from tax under
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subdivision (a) of this section,

(2) Contributes any amount to or for the use of any organization
described in paragraph (1) or (2) of Section 509 (a) of the Internal
Revenue Code of 1954, which is exempt from tax under Section
23701, or ‘

(3) Deposits any amount in the General Fund or the Treasury
of the United States or in the General Fund of any state or local
government,

such amount shall be treated as an amount not diverted for the
personal use of the candidate or any other person. No deduction shall
be allowed under this part for the contribution or deposit of any
amount described in the preceding sentence.

(e) For purposes of this section—

(1) The term “political organization” means a party, committee,
association, fund, (including the trust of an individual candidate) or
other organization (whether or not incorporated) organized and
operated primarily for the purpose of directly or indirectly accepting
contributions or making expenditures, or both, for an exempt
function.

(2) The term “exempt function” means the function of
influencing or attempting to influence the selection, nomination,
election, or appointment of any individual to any federal, state, or
local public office or office in a political organization, or the election
of Presidential or Vice Presidential electors, whether or not such
individual or electors are selected, nominated, elected, or appointed.

(3) The term “contributions” has the meaning given to such term
by paragraph (2) of subdivision (b) of Section 24434.

(4) The term “expenditures” has the meaning given to such term
by paragraph (3) of subdivision (b) of Section 24434.

(f) For purposes of paragraph (1) of subdivision (e), a separate
segregated fund (within the meaning of Section 610 of Title 18 of the
United States Code or of any similar state statute, or within the
meaning of any state statute which permits the segregation of dues
money for exempt functions, within the meaning of paragraph (2)
of subdivision (e)) which is maintained by an organization described
in Sections 23701a through 23701p or Section 23701s which is exempt
from tax under Section 23701 shall be treated as a separate
organization.

(g) (1) For purposes of this section, a fund established and
maintained by an individual who holds, has been elected to, or is a
candidate (within the meaning of paragraph (3)) for nomination or
election to, any federal, state, or local elective public office for use
by such individual exclusively for the preparation and circulation of
such individual’s newsletter shall, except as provided in paragraph
(2), be treated as if such fund constituted a political organization.

(2) In the case of any fund described in paragraph (1) the exempt
function shall be only the preparation and circulation of the
newsletter.

(3) For purposes of paragraph (1), “candidate” means with
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respect to any federal, state, or local elective public office, an
individual who does both of the following:

(A) Publicly announces that he or she is a candidate for
nomination or election to that office.

(B) Meets the qualifications prescribed by law to hold that office.

(h) The requirements set forth in subdivisions (a), (b) and (c) of
Section 23701 shall not apply to a political organization or newsletter
fund described in this section. However, in the case of a corporation
incorporated or organized in this state or qualified to do business in
this state, such corporation shall either pay the minimum tax
provided in Section 23153 or obtain a certificate of exemption from
the Franchise Tax Board before the corporation files with the
Secretary of State its articles of incorporation or a duly certified copy
thereof.

(i) The requirements set forth in Section 23772 or Section 23774
shall not apply to a political organization or newsletter fund. Further,
the requirements set forth in Sections 18405, 18405.1 and 25401 shall
not apply to a political organization or newsletter fund described in
this section, except that if it has political organization taxable income
for any taxable year, the political organization shall be required to
file income tax returns or statements as determined by the Franchise
Tax Board under Chapter 3 (commencing with Section 23501).

SEC. 39. Section 23701s of the Revenue and Taxation Code is
amended to read:

23701s. A trust or trusts created before June 25, 1959, forming part
of a plan providing for the payment of benefits under a pension plan
funded only by contributions of employees, if—

(1) Under the plan, it is impossible, at any time prior to the
satisfaction of all liabilities with respect to employees under the plan,
for any part of the corpus or income to be (within the taxable year
or thereafter) used for, or diverted to, any purpose other than the
providing of benefits under the plan,

(2) Those benefits are payable to employees under a classification
which is set forth in the plan and which is found by the Franchise Tax
Board not to be discriminatory in favor of employees who are highly
compensated employees within the meaning of Section 414(q) of the
Internal Revenue Code, and

(3) Those benefits do not discriminate in favor of employees who
are highly compensated employees within the meaning of Section
414(q) of the Internal Revenue Code. A plan shall not be considered
discriminatory within the meaning of this paragraph merely because
the benefits received under the plan bear a uniform relationship to
the total compensation, or the basic or regular rate of compensation,
of the employees covered by the plan, and

(4) In the case of a plan under which an employee may designate
certain contributions as deductible-

(A) Those contributions do not exceed the amount with respect
to which a deduction is allowable under Section 219(b) (3) of the
Internal Revenue Code,
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(B) Requirements similar to the requirements of Section
401 (k) (3) (A) (ii) of the Internal Revenue Code are met with respect
to those elective contributions, and

(C) Those contributions are treated as elective deferrals for
purposes of Section 402(g) (other than paragraph (4) thereof) of the
Internal Revenue Code.

SEC. 40. Section 23701u is added to the Revenue and Taxation
Code, to read:

23701u. A corporation or trust described in Section 501 (c) (25) of
the Internal Revenue Code, relating to certain title-holding
companies.

SEC. 41. Section 23710 of the Revenue and Taxation Code is
repealed. :

SEC. 42. Section 23732 of the Revenue and Taxation Code is
repealed.

SEC. 43. Section 23732 is added to the Revenue and Taxation
Code, to read:

23732. The provisions of Section 512 of the Internal Revenue
Code, relating to unrelated business taxable income, shall be
applicable, except as otherwise provided. »

SEC. 44. Section 23734 of the Revenue and Taxation Code is
repealed.

SEC. 45. Section 23734 is added to the Revenue and Taxation
Code, to read:

23734. The provisions of Section 513 of the Internal Revenue
Code, relating to unrelated trade or business, shall be applicable,
except as otherwise provided.

SEC. 46. Section 23734a of the Revenue and Taxation Code is
repealed.

SEC. 47. Section 23734b of the Revenue and Taxation Code is
repealed.

SEC. 48. Section 23734c of the Revenue and Taxation Code is
repealed.

SEC. 49. Section 23734d of the Revenue and Taxation Code is
repealed.

SEC. 50. Section 23735 of the Revenue and Taxation Code is
repealed.

SEC. 51. Section 23735 is added to the Revenue and Taxation
Code, to read:

23735. The provisions of Section 514 of the Internal Revenue
Code, relating to unrelated debt-financed income, shall be
applicable, except as otherwise provided.

SEC. 52. Section 23735a of the Revenue and Taxation Code is

repealed.

SEC. 53. Section 23735b of the Revenue and Taxation Code is
repealed.

SEC. 54. Section 23735c of the Revenue and Taxation Code is
repealed.

SEC. 55. Chapter 4.5 (commencing with Section 23800) is added
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to Part 11 of Division 2 of the Revenue and Taxation Code, to read:

CHAPTER 4.5. TAX TREATMENT OF S CORPORATIONS AND THEIR
SHAREHOLDERS

23800. For any income year beginning on or after January 1, 1987,
the tax treatment of “S corporations” and their shareholders shall be
determined in accordance with Subchapter S of Chapter 1 of Subtitle
A of the Internal Revenue Code, except as otherwise provided in this
chapter.

23801. (a) A corporation may not elect to be treated as an “S
corporation” unless it has in effect for federal purposes a valid
election under Section 1362(a) of the Internal Revenue Code for the
same year.

(b) If a corporation elects to be treated as an “S corporation” and
has one or more shareholders who are nonresidents of this state or
is a trust with a nonresident fiduciary, each of the following shall be
required:

(1) Each nonresident shareholder or fiduciary shall file with the
return a statement of consent by that shareholder or fiduciary to be
subject to the jurisdiction of the State of California to tax the
shareholder’s pro rata share of the income attributable to California
sources.

(2) The S corporation shall file a statement with its return and
make payment of estimated tax on behalf of each nonresident
shareholder or fiduciary in an amount equal to the maximum tax rate
imposed under subdivision (a) of Section 17041.

(3) An S corporation shall include in its return for each income
year a list of shareholders in the form and in the manner prescribed
by the Franchise Tax Board.

(4) Failure to meet the requirements of this subdivision shall be
grounds for retroactive revocation of the election pursuant to this
chapter.

(c) A corporation may not elect to be treated as an “S
corporation” if it is part of a combined report pursuant to Article 1
(commencing with Section 25101) of Chapter 17, unless the
ownership of all members of the combined report is identical.

(d) The tax for a “C corporation” for a short year shall be
determined in accordance with Chapter 13 (commencing with
Section 24631), in lieu of Section 1362(e) (5) of the Internal Revenue
Code.

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), Chapter 2.5 (commencing with Section 23400), 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 2% percent rather than the rate specified in
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those sections.

(2) The tax imposed under Section 23400 shall be imposed at a rate
of Y% percent for income years beginning on or after January 1, 1987,
and before January 1, 1988, and 2 percent thereafter rather than the
rate specified in that section.

(c) An “S corporation” shall be subject to the minimum tax
imposed under Section 23151 or 23153.

23803. (a) Section 1366 (a) of the Internal Revenue Code shall be
modified to provide that the shareholder’s pro rata share of the
corporation’s credits shall include the credit for political
contributions allowed under Section 17053.14.

(b) Section 1366(g) of the Internal Revenue Code shall not be
applicable.

23804. Section 1367 (b) (3) of the Internal Revenue Code shall be
modified to refer to subdivision (d) of Section 24347, in addition to
Sections 165(g) and 166(d) of the Internal Revenue Code.

23805. Section 1368(a) of the Internal Revenue Code shall be
modified to refer to Section 24453, in lieu of Section 301(c) of the
Internal Revenue Code.

23806. Section 1371(d) of the Internal Revenue Code shall not be
applicable.

23807. Section 1372 of the Internal Revenue Code shall be
modified so that references to partnership treatment shall be to
Internal Revenue Code partnership provisions, as modified by Part
10 (commencing with Section 17001).

23808. Sections 1373, 1375, and 1379 of the Internal Revenue Code
shall not be applicable.

23809. Section 1374 (b) (1) of the Internal Revenue Code, relating
to the amount of tax imposed on certain built-in gains, shall be
modified to apply the tax rate specified in Section 23151 or 23501, in
lieu of the rate of tax specified in Section 11(b) of the Internal
Revenue Code.

23810. (a) A corporation which has in effect a valid federal
election to be treated as an S corporation for the first income year
beginning on or after January 1, 1987, shall be deemed to have
elected to be treated as an S corporation for purposes of this part,
unless that corporation elects on its return for the first income year
beginning on or after January 1, 1987, not to be treated as an S
corporation.

(b) In the case of a corporation electing to be treated as an S
corporation for the first income year beginning on or after January
1, 1987, the date of its election, when applying provisions of the
Internal Revenue Code for purposes of this part, shall be deemed to
be the same date as the date of its election for federal purposes under
Section 1362(a) of the Internal Revenue Code.

SEC. 56. Section 24271 of the Revenue and Taxation Code is
repealed.

SEC. 57. Section 24271 is added to the Revenue and Taxation
Code, to read:
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24271. Gross income shall be determined in accordance with
Section 61 of the Internal Revenue Code, except as otherwise
provided.

SEC. 58. Section 24272.2 is added to the Revenue and Taxation
Code, to read:

24272.2. The provisions of Section 72 (u) of the Internal Revenue
Code, relating to the treatment of annuity contracts not held by
natural persons, shall be applicable.

SEC. 59. Section 24272.5 of the Revenue and Taxation Code is
repealed.

SEC. 60. Section 24274 of the Revenue and Taxation Code is
repealed. ‘

SEC. 61. Section 24274 is added to the Revenue and Taxation
Code, to read:

24274. The provisions of Section 81 of the Internal Revenue Code,
relating to increases in vacation pay suspense account, shall be
applicable.

SEC. 62. Section 24307 of the Revenue and Taxation Code is
repealed.

SEC. 63. Section 24307 is added to the Revenue and Taxation
Code, to read:

24307. (a) The provisions of Section 108 of the Internal Revenue
Code, relating to income from discharge of indebtedness, shall be
applicable except as otherwise provided.

(b) Section 108(b) (2) (B) and (E) of the Internal Revenue Code,
relating to tax attributes for the general business credit and foreign
tax credit carryovers, shall not apply.

SEC. 64. Section 24330 of the Revenue and Taxation Code is
amended to read:

24330. (a) There shall be allowed as a credit against the taxes
imposed by this part (except the minimum franchise tax and the
alternative minimum tax) an amount equal to 10 percent of the
amount of wages paid to each employee who is certified by the
Employment Development Department to meet the requirements
of Section 328 of the Unemployment Insurance Code.

The credit under this section shall not apply to an individual
unless, on or before the day on which that individual begins work for
the employer, the employer:

(1) Has received a certification from the Employment
Development Department or -

(2) Has requested in writing that certification from the
Employment Development Department.

For purposes of this subdivision, if on or before the day on which
the individual begins work for the employer, the individual has
received from the Employment Development Department a
written preliminary determination that he or she is a member of a
targeted group, then the requirement of paragraph (1) or (2) shall
be applicable on or before the fifth day on which the individual
begins work for the employer.
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(b) The credit under this section shall not apply to wages paid in
excess of three thousand dollars ($3,000) during an income year by
a taxpayer to the same individual. With respect to each qualified
employee, the aggregate credit under this section shall not exceed
six hundred dollars ($600).

(c) The credit under this section shall not apply to wages paid to
an individual:

(1) Who is a dependent, as described in paragraphs (1) to (8),
inclusive, of Section 152(a) of the Internal Revenue Code, of an
individual who owns, directly or indirectly, more than 50 percent in
value of the outstanding stock of the taxpayer (determined with the
application of Section 267 (c) of the Internal Revenue Code); or

(2) Who is a dependent (as described in paragraph (9) of Section
152(a) of the Internal Revenue Code) of an individual described in
paragraph (1).

(d) The credit under this section shall not apply to wages paid to
an individual if, prior to the hiring date of that individual, that
individual had been employed by the employer at any time during
which he or she was not certified by the Employment Development
Department to meet the requirements of Section 328 of the
Unemployment Insurance Code.

(e) If the certification of an employee has been revoked pursuant
to subdivision (¢) of Section 328 of the Unemployment Insurance
Code, the credit under this section shall not apply to wages paid by
the employer after the date on which notice of revocation is received
by the employer.

() The credit under this section shall be in addition to any
deduction under this part to which the taxpayer may be entitled, if
any.

(g8) The credit provided by this section shall be applied to wages
paid to each qualifying employee during the 24-month period
beginning on the date the employee begins working for the taxpayer.

(h) (1) A taxpayer may elect to have this section not apply for
any income year.

(2) An election under paragraph (1) for any income year may be
made (or revoked) at any time before the expiration of the four-year
period beginning on the last date prescribed by law for filing the
return for that income year (determined without regard to
extensions).

(3) An election under paragraph (1) (or revocation thereof) shall
be made in any manner which the Franchise Tax Board may
prescribe.

(i) (1) In the case of a successor employer referred to in Section
3306 (b) (1) of the Internal Revenue Code, the determination of the
amount of the credit under this section with respect to wages paid
by that successor employer shall be made in the same manner as if
those wages were paid by the predecessor employer referred to in
that section.

(2) No credit shall be determined under this section with respect
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to remuneration paid by an employer to an employee for services
performed by that employee for another person unless the amount
reasonably expected to be received by the employer for those
services from that other person exceeds the remuneration paid by
the employer to that employee for those services.

(i) The term “wages” shall not include any amounts paid or
incurred to an individual who begins work for an employer after
December 31, 1989.

SEC. 65. Section 24331 of the Revenue and Taxation Code is
amended to read:

24331. (a) There shall be allowed as a credit against the tax
imposed by this part for the year (except the minimum franchise tax
and the alternative minimum tax) an amount equal to the sum of
each of the following:

(1) Fifty percent for qualified wages in year 1.

(2) Forty percent for qualified wages in year 2.

(3) Thirty percent for qualified wages in year 3.

(4) Twenty percent for qualified wages in year 4.

(5) Ten percent for qualified wages in year 5.

(b) For purposes of this section:

) “Qualified wages” means the wages paid or incurred by the
employer during the income year to qualified disadvantaged
individuals. “Qualified wages” means that portion of hourly wages
which does not exceed 150 percent of the minimum wage.

(2) “Qualified years 1 through 5 wages” means, with respect to
any individual, qualified wages received during the 60-month period
beginning with the day the individual commences employment
within an enterprise zone.

(3) “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.

(c) For purposes of this section:

(1) Qualiﬁed disadvantaged individual” means an individual—

(A) Who is a qualified employee within the meamng of
subdivision (d).

(B) Whois hired by the employer after the designation of the area
in which services were performed as an enterprise zone (under
Section 7073 of the Government Code).

(C) Who is any of the following:

(i) An individual who has been determined eligible by the
administrative entity of a service delivery area for services under the
federal Job Training Partnership Act (29 U.S.C. Sec. 1501 et seq.) and
who is receiving subsidized employment, training, or services
funded by the federal Job Training Partnership Act, except for an
individual who only receives outreach, intake, or assessment services
or a combination thereof.

(ii) Any voluntary or mandatory registrant under the Greater
Avenues for Independence Act of 1985 provided for pursuant to
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Article 3.2 (commencing with Section 11320) of Chapter 2 of Part 3
of Division 9 of the Welfare and Institutions Code.

(iii) Any voluntary or mandatory registrant for the Work
Incentive Demonstration Program provided for pursuant to Section
11347 of the Welfare and Institutions Code.

(iv) Any voluntary or mandatory registrant for the Employment
Preparation Program provided for pursuant to Article 35
(commencing with Section 11325) of Chapter 2 of Part 3 of Division
9 of the Welfare and Institutions Code.

(d) For purposes of this section, “qualified employee” means an
individual—

(1) 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.

(2) Who performs at least 50 percent of his or her services for the
taxpayer during the income year in an enterprise zone.

(e) (1) For purposes of this section, all employees of all
corporations which are members of the same controlled group of
corporations shall be treated as employed by a single employer. In
any such case, the credit (if any) allowable by this section to each
member shall be determined by reference to its proportionate share
of the qualified wages giving rise to the credit. For purposes of this
subdivision, “controlled group of corporations” has the meaning
given to that term by Section 1563 (a) of the Internal Revenue Code,
except that—

(A) “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.

(B) 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
after that acquisition, the employment relationship between an
employee and an employer shall not be treated as terminated if the
employee continues to be employed in that trade or business.

(H (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 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
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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.

(ii) 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 unemployment compensation
provisions 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—

(i) By a transaction to which Section 381(a) of the Internal
Revenue Code applies, if the employee continues to be employed by
the acquiring corporation, or

(ii) 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.

(g) In the case of—

(1) An organization to which Section 593 of the Internal Revenue
Code applies, and

(2) A regulated investment company or a real estate investment
trust subject to taxation under this part rules similar to the rules
provided in subsections (e¢) and (h) of Section 46 of the Internal
Revenue Code shall apply.

(h) For purposes of this section, “enterprise zone” means an area
for which designation as an enterprise zone is in effect under Section
7073 of the Government Code.

(i) The credit shall be reduced by the credit allowed under
Section 24330. The credit shall also be reduced by the credit allowed
under Section 51 of the Internal Revenue Code.

In addition, no deduction shall be allowed under Section 24343 for
that portion of the wages or salaries paid or incurred for the income
year upon which the credit allowable under this section is based.
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(i) Inthe case where the credit allowed under this section exceeds
the taxes imposed by this part for the year (except the minimum
franchise tax and the alternative minimum tax) that portion of the
credit which exceeds those taxes may be carried over to the taxes
imposed by this part (except the minimum franchise tax and the
alternative minimum tax) in succeeding years for the number of
years in which the designation of an enterprise zone under Section
7073 of the Government Code is operative, or 15 income years, if
longer, until the credit is used. The credit shall be applied first to the
earliest years possible.

(k) The amount of the credit provided by this section shall not in
any year exceed the amount of tax which would be imposed on the
income attributed to business activities of the taxpayer within the
enterprise zone (as defined in Section 7073 of the Government
Code). The amount of that attributed income shall be determined in
accordance with the provisions of Article 2 (commencing with
Section 25120) of Chapter 17.

(I) This section shall remain in effect only untll January 1, 1993,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1993, deletes or extends that date.

SEC. 66. Section 24333 of the Revenue and Taxation Code is
amended to read:

24333. (a) There shall be allowed as a credit against the tax
imposed by this part for the year (except the minimum franchise tax
and the alternative minimum tax) for the year the amount
determined in subdivisions (c¢) and (d) for a qualified business which
hires a qualified employee.

(b) For purposes of this section:

(1) “Qualified business” means a qualified business, as defined in
Section 7082 of the Government Code, except that the percentage
requirements with respect to employment of residents of a
high-density unemployment area shall be applicable only to those
employees hired within the 12 months immediately preceding the
date that the business seeks certification from the Department of
Commerce and not to the entire workforce of the business. A
business shall be a qualified business only for the purposes of this
section, provided that the Department of Commerce certifies that
the business meets the standards set forth in this paragraph.

(2) “Qualified employee” means an employee who has been an
unemployed resident of a high density unemployment area (as
defined in Section 7082 of the Government Code) prior to being
employed by the qualified business. For the purposes of this section,
participation by a prospective employee in a state or federally
funded job training or work demonstration program shall not
constitute employment, or effect the eligibility of an otherwise
qualified employee. Qualified employee includes an otherwise
qualified employee who is employed by a qualified business in the 90
days prior to its certification by the Department of Commerce as a
qualified business for the purpose of becoming eligible for that
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certification.

(c) The credit provided for each qualified employee who has
been unemployed for at least six months prior to being employed
pursuant to subdivision (a) shall be as follows:

(1) Twelve percent of qualified wages for the first six months of
employment.

(2) Twelve percent of qualified wages for the second six months
of employment.

(3) Seven percent of qualified wages for the second year of
employment.

(d) The credit provided for each qualified employee who has
been unemployed for at least three months but less than six months
prior to being employed shall be 5 percent of qualified wages for the
first year of employment; however, the credit for the second year of
employment shall be that provided in paragraph (3) of subdivision
(c).

(e) For purposes of this section, “qualified wages” means that
portion of wages not in excess of 150 percent of the minimum hourly
wage paid or incurred by the qualified business during the income
year to the qualified employee.

() (1) Ifthe employment of any employee with respect to whom
qualiﬁed wages are taken into account under subdivision (c) 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) Paragraph (1) shall not apply to any of the following:

(A) A termination of employment of an employee who
voluntarily leaves the employment of the taxpayer.

(B) 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.

(C) A termination of employment of an individual, if it is
determined under the applicable unemployment compensation
provisions that the termination was due to the misconduct of that
individual.

(D) A termination of employment of an individual due to a
substantial reduction in the trade or business operations of the
taxpayer.

(E) 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 number of employees and hours of employment.
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(g) In the case where the credit allowed under this section
exceeds the taxes imposed by this part for the year (except the
minimum franchise tax and the alternative minimum tax) that
portion of the credit which exceeds those taxes may be carried over
to the taxes imposed by this part (except the minimum franchise tax
and the alternative minimum tax) in succeeding years until the
credit is used. The credit shall be applied first to the earliest years
possible.

(h) The amount of the credit allowed by this section for any year
shall not exceed the amount of tax which would be imposed on the
income attributed to business activities of the taxpayer within the
program area (as defined in Section 7082 of the Government Code)
as if that attributed income represented all of the net income of the
taxpayer subject to tax under this part. The amount of that attributed
income shall be determined in accordance with the provisions of
Article 2 (commencing with Section 25120) of Chapter 17.

(i) This section shall remain in effect only until January 1, 1993,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1993, deletes or extends that date.

SEC. 67. Section 24342 of the Revenue and Taxation Code is
repealed.

SEC. 68. Section 24343 of the Revenue and Taxation Code is
repealed.

SEC. 70. Section 24343 is added to the Revenue and Taxation
Code, to read:

24343. A deduction shall be allowed for trade or business
expenses and the amount shall be determined in accordance with
Section 162 of the Internal Revenue Code, except that Section 162(g)
of the Internal Revenue Code, relating to treble damage payments
under the antitrust laws, shall not apply with respect to any
conviction or plea before January 1, 1971, or to any conviction or plea
on or after that date in a new trial following an appeal of a conviction
before that date.

SEC. 71. Section 24343.2 is added to the Revenue and Taxation
Code, to read:

24343.2. Whereas, the people of the State of California desire to
promote and achieve tax equity and fairness among all the state’s
citizens and further desire to conform to the public policy of
nondiscrimination, the Legislature hereby enacts the following for
these reasons and for no other purpose:

(a) No deduction shall be allowed under Section 24343 for
expenses incurred by a taxpayer with respect to expenditures made
at, or payments made to, a club which restricts membership or the
use of its services or facilities on the basis of age, sex, race, religion,
color, ancestry, or national origin.

(b) A club described in subdivision (a) holding an alcoholic
beverage license pursuant to Division 9 (commencing with Section
23000) of the Business and Professions Code, except a club holding
an alcoholic beverage license pursuant to Section 23425 thereof, shall
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provide on each receipt furnished to a taxpayer a printed statement
as follows:

“The expenditures covered by this receipt are nondeductible for
state income tax purposes or franchise tax purposes.”

(c) For purposes of this section:

(1) “Expenses” means those expenses otherwise deductible under
Section 24343, except for subdivision (a), and includes, but is not
limited to, club membership dues and assessments, food and
beverage expenses, expenses for services furnished by the club, and
reimbursements or salary adjustments to officers or employees for
any of the preceding expenses.

(2) “Club” means a club as defined in Division 9 (commencing
with Section 23000) of the Business and Professions Code, except a
club as defined in Section 23425 thereof.

SEC. 72. Section 24343.5 of the Revenue and Taxation Code is
repealed.

SEC. 73. Section 24344 of the Revenue and Taxation Code is
amended to read:

24344. (a) Except as otherwise provided, a deduction for
interest paid or accrued and the amount allowed shall be determined
in accordance with Section 163 of the Internal Revenue Code.

(b) If income of the taxpayer which is derived from or
attributable to sources within this state is determined pursuant to
Section 25101 or 25110, the interest deductible shall be an amount
equal to interest income subject to apportionment by formula, plus
the amount, if any, by which the balance of interest expense exceeds
interest and dividend income (except dividends deductible under
the provisions of Section 24402 and dividends subject to the
deductions provided for in Section 24411 to the extent of those
deductions) not subject to apportionment by formula. Interest
expense not included in the preceding sentence shall be directly
offset against interest and dividend income (except dividends
deductible under the provisions of Section 24402 and dividends
subject to the deductions provided for in Section 24411 to the extent
of those deductions) not subject to apportionment by formula.

(¢) Notwithstanding subdivision . (b), interest expense incurred
for purposes of foreign investments may be offset against dividends
deductible under Section 24411.

SEC. 74. Section 24344.5 of the Revenue and Taxation Code is
amended to read: .

24344.5. (a) A deduction, determined in accordance with
Section 163 (e) of the Internal Revenue Code, shall be allowed to the
issuer of an original issue discount bond.

(b) For income years beginning on or after January 1, 1987, and
before the income year in which the debt obligation matures or is
sold, exchanged, or otherwise disposed, the amount deductible
under this part shall be the same as the amount deductible on the
federal tax return.

(c) The difference between the amount deductible on the federal
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tax return and the amount allowable under this part, with respect to
obligations issued after December 31, 1984, for income years
beginning before January 1, 1987, shall be allowed as a deduction in
the income year in which the debt obligation matures or is sold,
exchanged, or otherwise disposed.

SEC. 75. 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) 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.

SEC. 76. Section 24349 of the Revenue and Taxation Code is
amended to read:

24349. (a) There shall be allowed as a depreciation deduction a
reasonable allowance for the exhaustion, wear, and tear (including
a reasonable allowance for obsolescence)—

(1) Of property used in the trade or business; or

(2) Of property held for the production of income.

(b) For income years ending after December 31, 1958, the term
“reasonable allowance” as used in subdivision (a) shall include (but
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shall not be limited to) an allowance computed in accordance with
regulations prescribed by the Franchise Tax Board, under any of the
following methods:

(1) The straight line method.

(2) The declining balance method, using a rate not exceeding
twice the rate which would have been used had the annual allowance
been computed under the method described in paragraph (1).

(3) The sum of the years-digits method.

(4) Any other consistent method productive of an annual
allowance which, when added to all allowances for the period
commencing with the taxpayer’s use of the property and including
the income year, does not, during the first two-thirds of the useful life
of the property, exceed the total of such allowances which would
have been used had such allowances been computed under the
method described in paragraph (2).

Nothing in this subsection shall be construed to limit or reduce an
allowance otherwise allowable under subdivision (a).

(c) For purposes of this part, the deduction for property leased to
governments and other tax-exempt entities shall be limited to the
amount determined under Section 168 (h) of the Internal Revenue
Code.

SEC. 77. Section 24357 of the Revenue and Taxation Code is
amended to read:

24357. (a) There shall be allowed as a deduction any charitable
contribution (as defined in Section 24359) payment of which is made
within the income year. A charitable contribution shall be allowable
as a deduction only if verified under regulations prescribed by the
Franchise Tax Board.

(b) In the case of a bank or corporation reporting its income on
the accrual basis, if—

(1) The board of directors authorizes a charitable contribution
during any income year; and
(2) Payment of such contribution is made after the close of such
income year and on or before the 15th day of the third month
following the close of such income year,
then the bank or corporation may elect to treat such contribution as
paid during such income year. The election may be made only at the
time of the filing of the return for such income year, and shall be
signified in such manner as the Franchise Tax Board shall by
regulations prescribe.

(c) For purposes of this section, payment of a charitable
contribution which consists of a future interest in tangible personal
property shall be treated as made only when all intervening interests
in, and rights to the actual possession or enjoyment of, the property
have expired or are held by persons other than the taxpayer or those
standing in a relationship to the taxpayer described in Section 24428.
For purposes of the preceding sentence, a fixture which is intended
to be severed from the real property shall be treated as tangible
personal property.
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(d) No deduction shall be allowed under this section for traveling
expenses (including amounts expended for meals and lodging) while
away from home, whether paid directly or by reimbursement, unless
there is no significant element of personal pleasure, recreation, or
vacation in that travel.

SEC. 79. Section 24373.5 of the Revenue and Taxation Code is
repealed.

SEC. 80. Section 24379 is added to the Revenue and Taxation
Code, to read:

24379. In the case of a transfer of property to which Section 83 of
the Internal Revenue Code applies or a cancellation of a restriction
described in Section 83(d) of the Internal Revenue Code, there shall
be allowed as a deduction under this section, to the corporation or
bank for whom were performed the services in connection with
which that property was transferred, an amount equal to the amount
included under subsection (a), (b), or (d)(2) of Section 83 of the
Internal Revenue Code (as incorporated by Section 17081) in the
gross income of the person who performed those services. The
deduction shall be allowed for the income year of that corporation
or bank in which or with which ends the taxable year in which that
amount is included in the gross income of the person who performed
those services. Where property is substantially vested upon transfer,
the deduction shall be allowed to that corporation or bank in
accordance with its method of accounting.

SEC. 81. Section 24382 of the Revenue and Taxation Code is
repealed.

SEC. 82. Section 24382 is added to the Revenue and Taxation
Code, to read:

24382. A deduction shall be allowed for certain expenses of tenant
stockholders in a cooperative housing corporation and the amounts
allowed shall be determined in accordance with the provisions of
Section 216 of the Internal Revenue Code.

SEC. 83. Section 24413 of the Revenue and Taxation Code is
repealed.

SEC. 84. Section 24413 is added to the Revenue and Taxation
Code, to read:

24413. (a) For purposes of this part, real estate investment trusts
shall be treated in accordance with Sections 856 to 858, inclusive, of
the Internal Revenue Code, except as otherwise provided.

(b) Section 857 (b) (1) of the Internal Revenue Code shall not be
applicable.

SEC. 85. Section 24413.2 is added to the Revenue and Taxation
Code, to read:

24413.2. Dividends paid by a real estate investment trust after the
close of the income year shall be accounted for in accordance with
Section 838 of the Internal Revenue Code, except as otherwise
provided.

SEC. 86. Section 24413.3 is added to the Revenue and Taxation
Code, to read:
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24413.3. The annual accounting period of a real estate investment
trust shall be adopted in accordance with Section 859 of the Internal
Revenue Code, except as otherwise provided.

SEC. 87. Section 24416 of the Revenue and Taxation Code is
amended to read:

24416. A net operating loss deduction shall be allowed in
computing net income under Section 24341 and shall be determined
in accordance with Section 172 of the Internal Revenue Code, except
as otherwise provided.

(a) (1) Net operating losses attributable to income years
beginning before January 1, 1985, and on or after January 1, 1992, shall
not be allowed, except for losses allowed by this section (as amended
by Chapter 159 of the Statutes of 1985) and former Section 24417 (as
amended by Chapter 158 of the Statutes of 1986).

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

(b) The provisions of Section 172(b) (2) of the Internal Revenue
Code, relating to the amount of carryovers, shall be modified so that
50 percent of the entire amount of the net operating loss for any
income year shall not be eligible for carryover to any subsequent
income year.

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

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

(e) Notwithstanding the provisions of Section 172(b) (1) of the
Internal Revenue Code, a net operating loss attributable to an
income year beginning on or after January 1, 1985, and before
January 1, 1987, shall be a net operating loss carryover for any income
year beginning on or after January 1, 1987, and before January 1, 1988,
and for each of the two succeeding income years.

(F) For purposes of corporations whose net income is determined
under Chapter 17 (commencing with Section 25101)—

(1) The amount of net operating loss incurred in any income year
which may be carried forward to another income year, and

(2) The amount of any loss carryforward which may be deducted
in any income year,
shall be determined in accordance with the provisions of Section
25108.

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

SEC. 88. Section 24417 of the Revenue and Taxation Code is
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repealed.

SEC. 89. Section 24422.3 is added to the Revenue and Taxation
Code, to read:

24422.3. Capitalization and inclusion in inventory costs of certain
expenses shall be determined in accordance with Section 263A of the
Internal Revenue Code.

SEC. 90. Section 24422.5 of the Revenue and Taxation Code is
repealed.

SEC. 91. Section 24423 of the Revenue and Taxation Code is
amended to read:

24423. (a) Notwithstanding Section 24422, regulations shall be
prescribed by the Franchise Tax Board under this part
corresponding to the regulations which granted the option to deduct
as expenses intangible drilling and development costs in the case of
oil and gas wells and which were recognized and approved by the
Congress in House Concurrent Resolution 50, Seventy-ninth
Congress.

(b) The provisions of Section 263(i) of the Internal Revenue
Code, relating to special rules for intangible drilling and
development costs incurred outside the United States, shall apply to
costs paid or incurred after December 31, 1986.

SEC. 92. Section 24424 of the Revenue and Taxation Code is
amended to read:

24424. (a) No deduction shall be allowed for—

(1) Premiums paid on any life insurance policy covering the life
of any officer or employee, or of any person financially interested in
any trade or business carried on by the taxpayer, when the taxpayer
is directly or indirectly a beneficiary under such policy.

(2) Any amount paid or accrued on indebtedness incurred on
continued to purchase or carry a single premium life insurance,
endowment, or annuity contract. This paragraph shall apply in
respect of annuity contracts only as to contracts purchased after
December 31, 1954.

(3) Except as provided in subsection (c), any amount paid or
accrued on indebtedness incurred or continued to purchase or carry
a life insurance, endowment, or annuity contract (other than a single
premium contract or a contract treated as a single premium
contract) pursuant to a plan of purchase which contemplates the
systematic direct or indirect borrowing of part or all of the increases
in the cash value of such contract (either from the insurer or
otherwise). This paragraph shall apply only in respect of contracts
purchased after August 6, 1963.

(4) Any interest paid or accrued on any indebtedness with respect
to one or more insurance policies owned by the taxpayer covering
the life of any individual who—

(A) Is an officer or employee of, or

(B) Is financially interested in,
any trade or business carried on by the taxpayer to the extent that
the aggregate amount of that indebtedness with respect to policies

110710



4008 STATUTES OF 1987 [ Ch. 1139

covering that individual exceeds fifty thousand dollars ($50,000).

This paragraph shall apply with respect to contracts purchased
after June 20, 1986.

(b) For purposes of paragraph (2) of subdivision (a), a contract
shall be treated as a single premium contract—

(1) If substantially all the premiums on the contract are paid
within a period of four years from the date on which the contract is
purchased; or

(2) If an amount is deposited after December 31, 1954, with the
insurer for payment of a substantial number of future premiums on
the contract.

(c) Subsection (a) (3) shall not apply to any amount paid or
accrued by a person during an income year on indebtedness incurred
or continued as part of a plan referred to in subsection (a) (3).

(1) If no part of four of the annual premiums due during the
seven-year period (beginning with the date the first premium on the
contract to which such plan relates was paid) is paid under such plan
by means of indebtedness.

(2) If the total of the amounts paid or accrued by such person
during such income year for which (without regard to this
paragraph) no deduction would be allowable by reason of subsection
(a) (3) does not exceed one hundred dollars ($100).

(3) If such amount was paid or accrued on indebtedness incurred
because of an unforeseen substantial loss of income or unforeseen
substantial increase in its financial obligations, or

(4) If such indebtedness was incurred in connection with its trade
or business.

For purposes of applying paragraph (1), if there is a substantial
increase in the premiums on a contract, a new seven-year period
described in such paragraph with respect to such contract shall
commence on the date the first such increased premium is paid.

SEC. 93. Section 24437 of the Revenue and Taxation Code is
repealed.

SEC. 94. Section 24437 is added to the Revenue and Taxation
Code, to read:

24437. Deductions incurred by certain  membership
organizations in transactions with members shall be limited in
accordance with Section 277 of the Internal Revenue Code.

SEC. 95. Section 24439 of the Revenue and Taxation Code is
amended to read:

24439. (a) No deduction shall be allowed to the issuing
corporation for any premium paid or incurred upon the repurchase
of a bond, debenture, note, or certificate or other evidence of
indebtednéss which is convertible into the stock of the issuing
corporation, or a corporation in control of, or controlled by, the
issuing corporation, to the extent the repurchase price exceeds an
amount equal to the adjusted issue price plus a normal call premium
on bonds or other evidences of indebtedness which are not
convertible. The preceding sentence shall not apply to the extent
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that the corporation can demonstrate to the satisfaction of the
Franchise Tax Board that such excess is attributable to the cost of
borrowing and is not attributable to the conversion feature.

(b) For purposes of subdivision (a)—

(1) The adjusted issue price is the issue price (as defined in
Sections 1273 (b) and 1274 of the Internal Revenue Code) increased
by any amount of discount deducted before repurchase, or, in the
case of bonds or other evidences of indebtedness issued after
February 28, 1913, decreased by any amount of premium included in
gross income before repurchase by the issuing corporation.

(2) The term “control” has the meaning assigned to such term by
Section 24564,

(c) The provisions of this section shall not apply to a convertible
bond or other convertible evidence of indebtedness repurchased
pursuant to a binding obligation incurred on or before April 22, 1969,
to repurchase such bond or other evidence of indebtedness at a
specified call premium, but no inference shall be drawn from the fact
that this section does not apply to the repurchase of such convertible
bond or other convertible evidence of indebtedness.

SEC. 96. Section 24443 of the Revenue and Taxation Code is
repealed.

SEC. 97. Section 24443 is added to the Revenue and Taxation
Code, to read:

24443. The provisions of Section 274 of the Internal Revenue
Code, relating to the disallowance of certain entertainment, gift,
travel, etc., expenses, shall apply.

SEC. 98. Section 24444 of the Revenue and Taxation Code is
repealed.

SEC. 99. Section 24445 of the Revenue and Taxation Code is
repealed.

SEC. 100. Section 24445.5 of the Revenue and Taxation Code is
repealed.

SEC. 101. Section 24446 of the Revenue and Taxation Code is
repealed.

SEC. 102. Section 24449 is added to the Revenue and Taxation
Code, to read:

24449. The provisions of Section 291 of the Internal Revenue
Code, relating to special rules relating to corporate preference items,
shall be applicable.

SEC. 103. Section 24457 of the Revenue and Taxation Code is
repealed.

SEC. 104. Section 24457 is added to the Revenue and Taxation
Code, to read:

24457. Section 304 of the Internal Revenue Code, relating to
redemption through the use of related corporations, shall be
applicable.

SEC. 105. Section 24481 of the Revenue and Taxation Code is
repealed.

SEC. 106. Section 24481 is added to the Revenue and Taxation
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Code, to read:

24481. Taxability of corporation on distribution shall be
determined in accordance with Section 311 of the Internal Revenue
Code, except as otherwise provided.

SEC. 107. Section 24482 of the Revenue and Taxation Code is
repealed.

SEC. 108. Section 24483 of the Revenue and Taxation Code is
repealed.

SEC. 109. Section 24483.5 of the Revenue and Taxation Code is
repealed.

SEC. 110. Section 24484 of the Revenue and Taxation Code is
repealed.

SEC. 111. Section 24484 is added to the Revenue and Taxation
Code, to read:

24484. The effect of corporate distributions on earnings and
profits shall be determined in accordance with Section 312 of the
Internal Revenue Code, except as otherwise provided.

SEC. 112. Section 24485 of the Revenue and Taxation Code is

repealed.

SEC. 113. Section 24486 of the Revenue and Taxation Code is
repealed.

SEC. 114. Section 24487 of the Revenue and Taxation Code is
repealed.

SEC. 115. Section 24489 of the Revenue and Taxation Code is
repealed.

SEC. 116. Section 24490 of the ‘Revenue and Taxation Code is
repealed. .

SEC. 117. Section 24491 of the Revenue and Taxation Code is
repealed.

SEC. 118. Section 24491.1 of the Revenue and Taxation Code is
repealed.

SEC. 119. Section 24492 of the Revenue and Taxation Code is
repealed. . )

SEC. 120. Section 24493 of the Revenue and Taxation Code is
repealed.

SEC. 121. Section 24495 of the Revenue and Taxation Code is
repealed.

SEC. 122. Section 24495 is added to the Revenue and Taxation
Code, to read:

24495. Section 316 of the Internal Revenue Code, relating to the
definition of dividends, shall apply.

SEC. 123. Section 24496 of the Revenue and Taxation Code is
repealed.

SEC. 124. Section 24496 is added to the Revenue and Taxation
Code, to read:

24496. Section 317 of the Internal Revenue Code, relating to
other definitions, shall apply.

SEC. 125. Section 24497 of the Revenue and Taxation Code is
repealed. - ;
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SEC. 126. Section 24497 is added to the Revenue and Taxation
Code, to read:

24497. The provisions of Section 318 of the Internal Revenue
Code, relating to constructive ownership of stock, shall be applicable,
except as otherwise provided.

SEC. 127. Section 24502 of the Revenue and Taxation Code is
repealed.

SEC. 128. Section 24502 is added to the Revenue and Taxation
Code, to read:

24502. The provisions of Section 332 of the Internal Revenue
Code, relating to complete liquidations of subsidiaries, shall be
applicable, except as otherwise provided.

SEC. 129. Section 24503 of the Revenue and Taxation Code is
repealed.

SEC. 130. Section 24504 of the Revenue and Taxation Code is
repealed.

SEC. 131. Section 24504 is added to the Revenue and Taxation
Code, to read:

24504. The provisions of Section 334 of the Internal Revenue
Code, relating to the basis of property received in liquidations, shall
be applicable, except as otherwise provided.

SEC. 132. Section 24511 of the Revenue and Taxation Code is
repealed.

SEC. 133. Section 24511 is added to the Revenue and Taxation
Code, to read:

24511. The provisions of Section 336 of the Internal Revenue
Code, relating to gain or loss recognized on property distributed in
complete liquidation, shall be applicable, except as otherwise
provided.

SEC. 134. Section 24512 of the Revenue and Taxation Code is
repealed.

SEC. 135. Section 24512 is added to the Revenue and Taxation
Code, to read:

24512. The provisions of Section 337 of the Internal Revenue
Code, relating to nonrecognition for property distributed to parent
in complete liquidation of subsidiary, shall be applicable, except as
otherwise provided.

SEC. 136. Section 24513 of the Revenue and Taxation Code is
repealed.

SEC. 137. Section 24513 is added to the Revenue and Taxation
Code, to read:

24513. (a) For purposes of Sections 24511 and 24512, the
provisions of Section 633 of Public Law 99-514 shall apply, except as
otherwise provided.

(b) The provisions of Section 633 (e) of Public Law 99-514, relating
to other transition rules, shall not apply.

SEC. 138. Section 24514 of the Revenue and Taxation Code is
repealed.

SEC. 139. Section 24515 of the Revenue and Taxation Code is
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repealed.

SEC. 140. Section 24516 of the Revenue and Taxation Code is
repealed.

SEC. 141. Section 24517 of the Revenue and Taxation Code is
repealed.

SEC. 142. Section 24518 of the Revenue and Taxation Code is
repealed.

SEC. 143. Section 24519 of the Revenue and Taxation Code is
repealed.

SEC. 144. Section 24519 is added to the Revenue and Taxation
Code, to read:

24519. The provisions of Section 338 of the Internal Revenue
Code, relating to certain stock purchases treated as asset acquisitions,
shall be applicable, except as otherwise provided.

SEC. 145. Section 24520 of the Revenue and Taxation Code is
repealed.

SEC. 146. Section 24520 is added to the Revenue and Taxation
Code, to read:

24520. The provisions of Section 346 of the Internal Revenue
Code, relating to definition and special rule, shall be applicable,
except as otherwise provided.

SEC. 147. Section 24551 of the Revenue and Taxation Code is
repealed.

SEC. 148. Section 24551 is added to the Revenue and Taxation
Code, to read:

24551. Section 361 of the Internal Revenue Code, relating to
nonrecognition of gain or loss as a transferor corporation and other
related matters, shall be applicable.

SEC. 149. Section 24561 of the Revenue and Taxation Code is
repealed.

SEC. 150. Section 24561 is added to the Revenue and Taxation
Code, to read:

24561. The provisions of Section 367 of the Internal Revenue
Code, relating to foreign corporations, shall be applicable to any
exchange described in Section 24502, 24521, 24531, 24535, 24536,
24537, 24538, 24539, or 24551, except as otherwise provided.

SEC. 151. Section 24585 of the Revenue and Taxation Code is
repealed.

SEC. 152. Section 24585 is added to the Revenue and Taxation
Code, to read:

24585. Section 386 of the Internal Revenue Code, relating to
transfers of partnership and trust interests by corporations, shall be
applicable.

SEC. 153. Section 24591 of the Revenue and Taxation Code is
amended to read:

24591. Section 381 of the Internal Revenue Code, relatmg to
carryovers in certain corporate acquisitions, shall apply to the
acquisition of assets by another corporation to the extent the
corporate attributes enumerated are applicable under this part.
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SEC. 154. Section 24592 of the Revenue and Taxation Code is
amended to read:

24592. Section 382 of the Internal Revenue Code, relating to
special limitation on net operating loss carryforwards and certain
built-in losses following ownership change, shall be applicable,
except as otherwise provided.

SEC. 155. Section 24593 of the Revenue and Taxation Code is
amended to read:

24593. Section 383 of the Internal Revenue Code, relating to
special limitations on certain excess credits, etc., shall apply to credits
allowable under Chapter 3.5 (commencing with Section 23601),
Article 4 (commencing with Section 24330) of Chapter 6, and the
minimum tax credit allowable under Section 23401.

SEC. 156. Article 1 (commencing with Section 24601) of Chapter
12 of Part 11 of Division 2 of the Revenue and Taxation Code is
repealed.

SEC. 157. Article 1 (commencing with Section 24601) is added to
Chapter 12 of Part 11 of Division 2 of the Revenue and Taxation
Code, to read:

Article 1. Pension, Profit-Sharing, Stock Bonus Plans

24601. The provisions of Sections 404, 404A, 406, 407, 419, and
419A of the Internal Revenue Code shall apply, except as otherwise
provided.

24602. The reference to “a consolidated return” in Section
404 (a) (3) (B) of the Internal Revenue Code shall be modified to
refer to a combined report under Section 25101.

24603. The provisions of Section 404 (k) of the Internal Revenue
Code, relating to dividends paid deduction, shall not apply.

SEC. 158. Section 24633.5 is added to the Revenue and Taxation
Code, to read:

24633.5. (a) In the case of any taxpayer required to change its
accounting period by the federal Tax Reform Act of 1986 (Public
Law 99-514), that change shall be treated as initiated by the taxpayer
with the consent of the Franchise Tax Board.

(b) Any income in excess of expenses for the short income year
resulting from the change described in subdivision (a) shall be taken
into account ratably in each of the first four income years (including
the short year) beginning after December 31, 1986, unless the
corporation elects to include all that income in the short income
year.

SEC. 159. Section 24651 of the Revenue and Taxatlon Code is
amended to read:

24651. (a) Income shall be computed under the method of
accounting on the basis of which the taxpayer regularly computes its
income in keeping its books.

(b) If no method of accounting has been regularly used by the
taxpayer, or if the method used does not clearly reflect income, the
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computation of income shall be made under such method as, in the
opinion of the Franchise Tax Board, does clearly reflect income.

(c) Subject to subdivisions (a) and (b) and Section 24654, a
taxpayer may compute income under any of the following methods
of accounting—

(1) The cash receipts and disbursements method;

(2) An accrual method;

(3) Any other method permitted by this part; or

(4) Any combination of the foregoing methods permitted under
regulations prescribed by the Franchise Tax Board.

(d) A taxpayer engaged in more than one trade or business may
in computing income, use a different method of accounting for each
trade or business.

(e) Except as otherwise expressly provided in this part, a taxpayer
who changes the method of accounting on the basis of which it
regularly computes its income in keeping its books shall, before
computing its income under the new method, secure the consent of
the Franchise Tax Board.

(f) If the taxpayer does not file with the Franchise Tax Board a
request to change the method of accounting, the absence of the
consent of the Franchise Tax Board to a change in the method of
accounting shall not be taken into account for either of the following:

(1) To prevent the imposition of any penalty, or the addition of
any amount to tax, under this part.

(2) To diminish the amount of that penalty or addition to tax.

SEC. 160. Section 24652 of the Revenue and Taxation Code is
repealed.

SEC. 161. Section 24652 is added to the Revenue and Taxation
Code, to read: .

24652. The method of accounting for corporations engaged in
farming shall be determined in accordance with Section 447 of the
Internal Revenue Code.

SEC. 162. Section 24653 of the Revenue and Taxation Code is
repealed.

SEC. 163. Section 24654 is added to the Revenue and Taxation
Code, to read:

24654. The use of the cash method of accounting shall be limited
in accordance with Section 448 of the Internal Revenue Code.

SEC. 164. Section 24661 of the Revenue and Taxation Code is
repealed.

SEC. 165. Section 24661 is added to the Revenue and Taxation
Code, to read:

24661. The provisions of Section 451 of the Internal Revenue
Code, relating to the general rule for taxable year of inclusion, shall
be applicable, except as otherwise provided.

SEC. 166. Section 24662 of the Revenue and Taxation Code is
repealed.

SEC. 167. Section 24667 of the Revenue and Taxation Code is
repealed.
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SEC. 168. Section 24667 is added to the Revenue and Taxation
Code, to read:

24667. (a) Installment sales shall be treated in accordance with
Sections 453, 453A, 453B, and 453C of the Internal Revenue Code,
except as otherwise provided.

(b) For purposes of subdivision (a), any references in the Internal
Revenue Code to sections that have not been incorporated into this
part by reference shall be deemed to refer to the corresponding
section, if any, of this part.

(c) In the case of any taxpayer who made sales under a revolving
credit plan and was on the installment method under former Section
24667 or 24668 for the taxpayer’s last income year beginning before
January 1, 1988, the provisions of this section shall be treated as a
change in method of accounting for its first income year beginning
after December 31, 1987, and all of the following shall apply:

(1) That change shall be treated as initiated by the taxpayer.

(2) That change shall be treated as having been made with the
consent of the Franchise Tax Board.

(3) The period for taking into account adjustments under Article
6 (commencing with Section 24721) by reason of that change shall
not exceed four years.

SEC. 169. Section 24668 of the Revenue and Taxation Code is
repealed.

SEC. 170. Section 24669 of the Revenue and Taxation Code is
repealed.

SEC. 171. Section 24673.2 is added to the Revenue and Taxation
Code, to read:

24673.2. (a) Long-term contracts shall be accounted for in
accordance with the special rules set forth in Section 460 of the
Internal Revenue Code.

(b) This section shall apply to contracts entered into after
February 28, 1986.

(c) In the case of a contract entered into after February 28, 1986,
during an income year beginning before January 1, 1987, an
adjustment to income shall be made upon completion of the
contract, if necessary, to insure that all profits from the contract have
been included in gross income.

SEC. 172. Section 24673.5 of the Revenue and Taxation Code is
repealed.

SEC. 173. Section 24681 of the Revenue and Taxation Code is
repealed.

SEC. 174. Section 24681 is added to the Revenue and Taxation
Code, to read:

24681. The provisions of Section 461 of the Internal Revenue
Code, relating to the general rule for taxable year of deduction, shall
be applicable.

SEC. 175. Section 24682 is added to the Revenue and Taxation
Code, to read:

24682. Limitations on deductions for certain farming expenses
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shall be determined in accordance with Section 464 of the Internal
Revenue Code.

SEC. 176. Section 24683 of the Revenue and Taxation Code is
repealed.

SEC. 177. Section 24684 of the Revenue and Taxation Code is
repealed.

SEC. 178. Section 24685 of the Revenue and Taxation Code is
amended to read:

24685. (a) At the election of a taxpayer whose net income is
computed under an accrual method of accounting, if the conditions
of Section 24343 are otherwise satisfied, the deduction allowable
under Section 24343 with respect to vacation pay shall be an amount
equal to the sum of—

(1) A reasonable addition to an account representing the
taxpayer’s liability for vacation pay earned by employees before
the close of the income year and paid during the income year or
within eight and one-half months following the close of the income
year; plus

(2) The amount (if any) of the reduction at the close of the
income year in the suspense account provided in paragraph (2) of
subdivision (c).

Such liability for vacation pay earned before the close of the income
year shall include amounts which, because of contingencies, would
not (but for this section) be deductible under Section 24343 as an
accrued expense. All payments with respect to vacation pay shall be
charged to such account.

{b) The opening balance of the account described in paragraph
(1) of subdivision (a) for its first income year shall, under regulations
prescribed by the Franchise Tax Board, be—

(1) In the case of a taxpayer who maintained a predecessor
account for vacation pay under Section 97 of the Technical
Amendments Act of 1958 ( Public Law 85-866), as amended, for his
last income year ending before January 1, 1976, and who makes an
election under this section for his first income year ending after
December 31, 1975, the larger of—

{A) The balance in such predecessor account at the close of
such last income year, or

(B) The amount determined as if the taxpayer had maintained
an account described in paragraph (1) of subdivision (a) for such
last income year,

or

(2) In the case of any taxpayer not described in paragraph (1), an
amount equal to the largest closing balance the taxpayer would have
had for any of the taxpayer’s three income years immediately
preceding such first income year if the taxpayer had maintained such
account throughout such three immediately preceding income
years.

(c) (1) the amount of the suspense account at the beginning of
the first income year for which the taxpayer maintains under this
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section an account (described in paragraph (1) of subdivision (a))
shall be the amount of the opening balance described in subdivision
(b) minus the amount, if any, allowed as deductions for prior income
years for vacation pay accrued but not paid at the close of the income
year preceding such first income year.

(2) At the close of each income year the suspense account shall
be—

(A) Reduced by the excess, if any, of the amount in the suspense
account at the beginning of the income year over the amount in the
account described in paragraph (1) of subdivision (a) at the close of
the income year (after making the additions and charges for such
income year provided in subdivision (a)), or

(B) Increased (but not to an amount greater than the initial
balance of the suspense account) by the excess, if any of the amount
in the account described in paragraph (1) of subdivision (a) at the
close of the income year (after making the additions and charges for
such income year provided in subdivision (a)) over the amount in
the suspense account at the beginning of the income year.

(d) An election under this section shall be made at such time and
in such manner as the Franchise Tax Board may by regulations
prescribe.

(e) (1) The establishment of an account described in paragraph
(1) of subdivision (a) shall not be considered a change in method of
accounting for purposes of subdivision (e) of Section 24651 (relating
to requirement respecting change of accounting method), and no
adjustment shall be required under Section 24721 by reason of the
establishment of such account.

(2) If the taxpayer treated vacation pay under Section 97 of the
Technical Amendments Act of 1958 (P.L. 85-866), as amended, for his
last income year ending before January 1, 1975, and if such taxpayer
fails to make an election under this section for his first income year
ending after December 31, 1975, then, for purposes of Section 24721,
such taxpayer shall be treated as having initiated a change in method
of accounting with respect to vacation pay for its first income year
ending after December 31, 1975.

SEC. 179. Section 24686 of the Revenue and Taxation Code is
repealed.

SEC. 180. Section 24686.2 of the Revenue and Taxation Code is
repealed.

SEC. 181. Section 24686.4 of the Revenue and Taxation Code is
repealed.

SEC. 182. Section 24687 of the Revenue and Taxation Code is
repealed.

SEC. 183. Section 24688 of the Revenue and Taxation Code is
repealed.

SEC. 184. Section 24688 is added to the Revenue and Taxation
Code, to read:

24688. Certain payments for the use of property or services shall
be accounted for in accordance with the provisions of Section 467 of
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the Internal Revenue Code.

SEC. 185. Section 24689 of the Revenue and Taxation Code is
repealed.

SEC. 186. Section 24689 is added to the Revenue and Taxation
Code, to read:

24689. Section 468 of the Internal Revenue Code, relating to
special rules for mining and solid waste reclamation and closing costs,
shall be applicable.

SEC. 187. Section 24690 of the Revenue and Taxation Code is
repealed.

SEC. 188. Section 24690 is added to the Revenue and Taxation
Code, to read:

24690. (a) The provisions of Section 468A of the Internal
Revenue Code, relating to special rules for nuclear decommissioning
costs, shall be applicable, except as otherwise provided.

(b) The deduction allowed for the 1987 income year may include
contributions to a fund that are required to bring the balance in that
fund up to the balance it would have contained if allowable
contributions had been made for the 1985 and 1986 income years.

(c) The provisions of Section 468A (e) (2) of the Internal Revenue
Code, which impose a tax upon the gross income of the Nuclear
Decommissioning Reserve Fund, shall be modified for purposes of
this part to provide that a tax shall be imposed upon the gross income
of that fund for any taxable year at a rate equal to the rate in effect
for that taxable year under Section 23501. )

SEC. 189. Section 24692 is added to the Revenue and Taxation
Code, to read:

24692. The treatment of passive activity losses and credits shall be
determined in accordance with Section 469 of the Internal Revenue
Code, except as otherwise provided.

SEC. 190. Section 24701 of the Revenue and Taxation Code is
repealed. :

SEC. 191. Section 24701 is added to the Revenue and Taxation
Code, to read:

24701. The provisions of Section 471 of the Internal Revenue
Code, relating to the general rule for inventories, shall be applicable.

SEC. 192. Section 24708 is added to the Revenue and Taxation
Code, to read:

24708. Certain small businesses may elect to use the simplified
dollar value LIFO method in accordance with the provisions of
Section 474 of the Internal Revenue Code.

SEC. 193. Section 24725 of the Revenue and Taxation Code is
repealed.

SEC. 194. Section 24725 is added to the Revenue and Taxation
Code, to read:

24725. The provisions of Section 482 of the Internal Revenue
Code, relating to allocation of income and deductions among
taxpayers, shall be applicable, except as otherwise provided.

SEC. 195. Section 24726 is added to the Revenue and Taxation
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Code, to read:

24726. For purposes of this part, the tax treatment of interest on
certain deferred payments shall be determined in accordance with
Section 483 of the Internal Revenue Code.

SEC. 196. Chapter 14 (commencing with Section 24831) of Part
11 of Division 2 of the Revenue and Taxation Code is repealed.

SEC. 197. Chapter 14 (commencing with Section 24831) is added
to Part 11 of Division 2 of the Revenue and Taxation Code, to read:

CHAPTER 14. NATURAL RESOURCES

24831. The taxation of natural resources shall be determined in
accordance with Subchapter I of Chapter 1 of Subtitle A of the
Internal Revenue Code, except as otherwise provided.

24832. The provisions of Sections 613(d), 613 (e), and 613A of the
Internal Revenue Code, relating to percentage depletion for oil and
gas wells and geothermal deposits, shall not be applicable.

24833. The provisions of Section 613 of the Internal Revenue
Code, relating to percentage depletion, shall be modified as follows:

(a) In the case of oil, gas, and geothermal wells the allowance for
depletion under this part shall be 22 percent of the gross income
from the property during the income year, excluding from that gross
income an amount equal to any rents or royalties paid or incurred
by the taxpayer in respect of the property. That allowance shall not
exceed 50 percent of the net income of the taxpayer (computed
without allowance for depletion) from the property, except that in
no case shall the depletion allowance under Section 24835 be less
than it would be if computed without reference to this section.

(b) Where the total accumulated amount of deduction allowed or
allowable for depletion exceeds an amount equal to the adjusted cost
of the taxpayer’s interest in any property which is subject to recovery
through depletion under subdivision (a), percentage depletion shall
be allowed in respect to those interests in that property, subject to
the limitations and adjustments of subdivisions (¢) and (d).

(c) Where the total depletion allowance for all properties in
subdivision (b) exceeds one million five hundred thousand dollars
($1,500,000), the allowance in subdivision (b) shall be reduced by 125
percent of the excess.

(d) When either (1) the income from sources within this state of
two or more corporations which are commonly owned or controlled
is determined in accordance with Chapter 17 (commencing with
Section 25101) or Part 18 (commencing with Section 38001), or (2)
two or more commonly owned or controlled corporations derive
income from sources solely within this state, whose business activities
are such that if conducted within and without this state, the income
derived from sources within this state would be determined in
accordance with Chapter 17 (commencing with Section 25101) or
Part 18 (commencing with Section 38001) (hereinafter referred to
as “wholly intrastate corporations™), then those corporations shall
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determine the percentage depletion prescribed in subdivision (b) as
if those corporations were one corporation. As to “wholly intrastate
corporations,” if subdivision (c) applies, then the amount of
percentage depletion (as adjusted and limited by subdivision (c))
shall be prorated among them in the ratio to which the percentage
depletion of each prescribed in subdivision (b) (before the
application of subdivision (c¢)) bears to the total percentage
depletion prescribed in subdivision (b) for all corporations (before
the application of subdivis'on (c)).

(e) For purposes of this section, a “geothermal deposit” means a
geothermal reservoir consisting of natural heat which is stored in
rocks or in an aqueous liquid or vapor (whether or not under
pressure).

24834. The provisions of Section 621 of the Internal Revenue
Code, relating to payments to encourage exploration, development,
and mining for defense purposes, shall not be applicable.

SEC. 198. Section 24872 is added the the Revenue and Taxation
Code, to read:

24872. A real estate mortgage investment conduit (REMIC) shall
be subject to the minimum tax imposed under Section 23151 or 23153.

SEC. 199. Section 24902.1 is added to the Revenue and Taxation
Code, to read:

24902.1. The provisions of Section 1256 of the Internal Revenue
Code, relating to contracts marked to market, shall be applicable,
except as otherwise provided.

SEC. 200. Section 24902.2 is added to the Revenue and Taxation
Code, to read:

24902.2. The provisions of Section 1257 of the Internal Revenue
Code, relating to dispositions of converted wetlands or highly
erodible croplands, shall be applicable, except as otherwise provided.

SEC. 201. Section 24903 of the Revenue and Taxation Code is
repealed.

SEC. 202. Section 24903 is added to the Revenue and Taxation
Code, to read:

24903. The character of the gain or loss (capital or ordinary),
resulting from the sale or exchange of property, shall be determined
in accordance with Parts III and IV of Subchapter P of the Internal
Revenue Code, except as otherwise provided in this part.

SEC. 203. Section 24904 is added to the Revenue and Taxation
Code, to read:

24904. (a) If for any income year a taxpayer has a net capital gain
from the sale or exchange of small business stock, a deduction from
gross income shall be allowed as follows:

(1) Inthe case of small business stock held for more than one year
but not more than three years, 35 percent of the net capital gain.

(2) In the case of small business stock held for more than three
years, 100 percent of the net capital gain.

(b) This section shall apply only with respect to small business
stock acquired after September 16, 1981, and sold or exchanged

111010



Ch. 1139 ] STATUTES OF 1987 4021

before October 1, 1987.

(c) For purposes of this section, “small business stock™ is an equity
security issued by a corporation which has the following
characteristics at the time of acquisition by the taxpayer:

(1) The commercial domicile or primary place of business is
located within California.

(2) The total employment of the corporation is no more than 500
employees, as measured by the number of employees covered by
federal unemployment insurance on December 31 of the year
preceding acquisition of the small business stock, a majority of which
employees were covered by California unemployment insurance on
December 31 of the year preceding acquisition of the small business
stock. However, if more than 50 percent of the outstanding equity
securities of all classes are held by another corporation, the
employment of the controlling corporation shall be counted as
employment of the eligible corporation for purposes of this section.

(3) The outstanding issues of the corporations, including those
held by the taxpayer, are not listed on the New York Stock Exchange,
the American Stock Exchange, or the National Association of
Securities Dealers Automated Quotation System.

(4) No more than 25 percent of gross receipts in the immediate
prior income year were obtained from rents, interest, dividends, or
sales of assets.

(5) The corporation is not engaged primarily in the business of
holding land.

(6) Notwithstanding paragraph (4), “small business stock”
includes an equity security issued by a corporation which has derived
no more than 25 percent of its gross receipts from rents, dividends,
or sales of assets during any of the first four income years following
the date of its incorporation.

Paragraph (6) shall not be deemed satisfied by a corporation
which issues equity securities if that corporation, for tax purposes
only, liquidates its assets, in whole or in part, in anticipation of
qualifying under those provisions and then subsequently reorganizes
that portion of the corporation under a new name.

(d) For purposes of this section, “small business stock” does not
include an equity security issued by a corporation which has either
of the following characteristics in the income year immediately prior
to the taxpayer’s sale or exchange of the equity security:

(1) More than 25 percent of its gross receipts were obtained from
rents, interest, dividends, or sales of assets.

(2) The corporation was primarily engaged in the business of
holding land.

(e) This section shall remain in effect only until January 1, 1989,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1989, deletes or extends that date.

SEC. 204. Section 24916 of the Revenue and Taxation Code is
amended to read:

24916. Proper adjustment in respect of the property shall in all
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cases be made as follows:

(a) For expenditures, receipts, losses, or other items properly
chargeable to capital account, but no such 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) 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, 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) Inthe 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.

(¢) In the case of stock (to the extent not provided for in the
foregoing subdivisions) for the amount of distributions previously
made which, under the law applicable to the year in which the
distribution was made, either were tax free or were applicable in
reduction of basis (not including distributions made by a corporation,
which was classified as a personal service corporation under the
provisions of the Federal Revenue Act of 1918 or 1921, out of its
earnings or profits which were taxable 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 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 Section 24361, and in the case of any other bond (as
defined in Section 24363) to the extent of the deductions allowable
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pursuant to Section 24361 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 such 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 such section for the income year arid 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 such
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 such section for the income year and prior years.

(h) For amounts allowed as deductions for payments made on
account of transfers of franchises, trademarks, or trade names under
Section 24378.

(i) For amounts allowed as deductions under Sections 24356.2 and
24356.3.

SEC. 205. Section 24917 of the Revenue and Taxation Code is
amended to read:

24917. Whenever it appears that the basis of property in the
hands of the bank or corporation is a substituted basis, then the
adjustments provided in Section 24916 shall be made after first
making in respect of such substituted basis proper adjustments of a
similar nature in respect of the period during which the property was
held by the transferor, donor, or grantor, or during which the other
property was held by the person for whom the basis is to be
determined. A similar rule shall be applied in the case of a series of
substituted bases.

SEC. 206. Section 24918 of the Revenue and Taxation Code is
repealed.

SEC. 207. Section 24918 is added to the Revenue and’ Taxation
Code, to read:

24918. The provisions of Section 1017 of the Internal Revenue
Code, relating to discharge of indebtedness, shall be applicable
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.
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SEC. 208. Section 24953 is added to the Revenue and Taxation
Code, to read:

24953. The provisions of Section 1039 of the Internal Revenue
Code, relating to certain sales of low-income housing projects, shall
be applicable.

SEC. 209. Section 24953.5 is added to the Revenue and Taxation
Code, to read:

24953.5. (a) Ifa qualified housing project is sold or disposed of by
the taxpayer in an approved disposition, then, at the election of the
taxpayer, gain from that approved disposition shall not be recognized
to the extent specified in subdivision (¢). An election made under
this section shall be made at the time and in the manner as the
Franchise Tax Board prescribes by regulations.

(b) For purposes of this section:

(1) “Qualified housing project” means a project providing rental
or cooperative housing for lower income families subject to any of
the following with respect to which the owner is, under those
sections or regulations issued thereunder limited as to the rate of
return on his or her investment in the project, and limited as to
rentals or occupancy charges for units in the project:

(A) A mortgage insured by the United States Department of
Housing and Urban Development under either Section 202, 213,
221(d) (3), 231, 236, or 608 of the National Housing Act.

(B) A mortgage securing a direct loan from the Farmers Home
Administration of the United States Department of Agriculture
under either Section 514 or 515 of the Housing Act of 1949.

(C) A Housing Assistance Payments contract under Section 8 of
the United States Housing Act of 1937, where that contract provides
a project-based subsidy under the New Construction, Moderate
Rehabilitation, Substantial Rehabilitation, or Loan Management
programs.

(2) “Approved disposition” means a sale or other disposition of a
qualified housing project to a qualified entity as defined in this
subdivision and subject to specific use restrictions, as defined in this
subdivision.

(3) “Qualified entities” include any of the following:

(A) A nonprofit corporation that has obtained tax-exempt status
under either Section 501 (¢) (3) or 501 (c) (4) of the Internal Revenue
Code.

(B) A public agency or unit of state or local government.

(C) A limited-equity cooperative formed pursuant to Section
33007.5 of the Health and Safety Code.

(D) A limited partnership, of which a general partner is one of the
above qualified entities, or an affiliate thereof, where a majority of
the board of directors of the affiliate is appointed or removable by
the qualified entity or where the qualified entity owns a majority of
the voting shares of the affiliate, so long as the partnership
agreement limits the annual rate of return to investors to 8 percent
of their capital contributions.

111100



Ch. 1139 ] STATUTES OF 1987 4025

(4) A qualified entity acquiring a qualified housing project shall
agree, for the useful life of the project, to all of the following
conditions and restrictions:

(A) To assume the obligations imposed by any loan agreement,
mortgage, subsidy contract, or regulatory agreement on the project.

(B) To restrict occupancy in accordance with the threshold
requirements of Section 42(g) of the Internal Revenue Code where
less than all of the units in the projects are occupied by tenants whose
income make the project eligible for the tax credit under Section 42
of the Internal Revenue Code.

(C) To accept all available rent subsidies on behalf of tenants in
the project. .

(D) Not to evict tenants without a showing of good cause.

(E) Not to arbitrarily discriminate against applicants for
admission on the basis of family income or any other basis prohibited
by law.

(F) To establish rents for the project not exceeding those
required by the terms of any subsidy program utilized at the project
or the rent restrictions required by Section 42 of the Internal
Revenue Code, whichever is less.

(G) To be subject to continued regulation by federal or state
housing agencies or the Department of Housing and Community
Development to ensure compliance with these regulatory
requirements.

(H) To restrict occupancy in accordance with this paragraph by
a deed restriction running with the land and enforceable by the
Department of Housing and Community Development. Any
regulatory agreement establishing these occupancy restrictions shall
be deemed a contract and shall be enforceable by affected tenants
as third-party beneficiaries thereto.

(¢) (1) Where all units in the project are used in accordance with
the standards specified in paragraph (4) of subdivision (b), and all
of the units are occupied by tenants whose incomes make the project
eligible for the tax credit under Section 42 of the Internal Revenue
Code, then 50 percent of the gain, which would otherwise be
recognized, shall not be recognizable to any extent.

(2) So long as the threshold requirements of Section 42(g) of the
Internal Revenue Code are met, where less than all of the units in
the project are occupied by tenants whose incomes make the project
eligible for the tax credit under Section 42 of the Internal Revenue
Code, then the gain shall not be recognized in accordance with the
formulas for allocating the low-income housing tax credit, as
provided in Section 42 of the Internal Revenue Code.

(d) Upon the receipt of information that a qualified entity is
failing to use the project in accordance with the requirements of
paragraph (4) of subdivision (b), then the Department of Housing
and Community Development shall conduct an investigation of the
allegations. If the department determines that the qualified entity is
utilizing good faith efforts to use the units in the project to the
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maximum extent possible in accordance with the restrictions
specified in paragraph (4) of subdivision (b), and it is not
economically feasible to utilize all units in that fashion, then the
department shall not seek to remedy the alleged violation. If the
department determines that there exists an unjustified violation of
the restrictions specified in paragraph (4) of subdivision (b), then
the department shall pursue whatever remedies are specified by law
for that violation, including the imposition of a receivership to
operate the project in accordance with the requirements of this
section and recovery of a penalty from the qualified entity in the
amount of the capital gains tax that was not recognized and penalties
and interest for delinquent taxes as otherwise provided by law.

{e) No project on which 50 percent of the capital gains tax has
been nonrecognized pursuant to subdivision (c¢) shall be sold or
otherwise disposed of without the prior written approval of the
Department of Housing and Community Development. In giving
that approval, the department shall ensure that the project shall
continue to be subject to the requirements of paragraph (2) of
subdivision (b) ‘or that any net proceeds of the sale are utilized for
charitable low-income housing purposes. In determining what
constitutes the net proceeds of the sale, where the seller is a qualified
limited-partnership entity under subparagraph (D) of paragraph (3)
of subdivision (b), the Department of Housing and Community
Development shall consider the terms of the partnership agreement.

SEC. 210. Section 24966.1 is added to the Revenue and Taxation
Code, to read:

24966.1. The provisions of Section 1059A of the Internal Revenue
Code, relating to limitation on taxpayer’s basis or inventory cost in
property imported from related persons, shall be applicable, except
as otherwise provided.

SEC. 211. Section 24966.2 is added to the Revenue and Taxation
Code, to read:

24966.2. The provisions of Section 1060 of the Internal Revenue
Code, relating to special allocation rules for certain asset acquisitions,
shall be applicable, except as otherwise provided.

SEC. 212. Section 24967 is added to the Revenue and Taxation
Code, to read:

24967. The value of property imported from another country
shall be determined in accordance with Section 1059A: of the Internal
Revenue Code.

SEC. 213. Section 24981 of the Revenue and Taxation Code is
repealed.

SEC. 214. Section 24981 is added to the Revenue and Taxation
Code, to read:

24981. Nonrecognition of gain or loss on exchanges or
distributions made pursuant to an order of the federal Securities and
Exchange Commission shall be determined in accordance with
Section 1081 of the Internal Revenue Code. :

SEC. 215. Section 24988 of the Revenue and Taxation Code is
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repealed.

SEC. 216. Section 24988 is added to the Revenue and Taxation
Code, to read:

24988. The basis for determining gain or loss on transactions
coming within the provisions of Section 24981 shall be determined in
accordance with Section 1082 of the Internal Revenue Code.

SEC. 217. Section 24989 of the Revenue and Taxation Code is
repealed.

SEC. 218. Section 24989 is added to the Revenue and Taxation
Code, to read:

24989. The basis of player contracts transferred in connection
with the sale of a franchise shall be determined in accordance with
Section 1056 of the Internal Revenue Code.

SEC. 219. Article 4.5 (commencing with Section 24990) is added
to Chapter 15 of Part 11 of Division 2 of the Revenue and Taxation
Code, to read:

Article 4.5. Special Rules for Bonds and Other Debt Instruments

24990. The tax treatment of bonds and other debt instruments
shall be determined in accordance with Part V of Subchapter P of
Chapter 1 of Subtitle A of the Internal Revenue Code, except as
otherwise provided in this article.

24991. Section 1275(a)(3) of the Internal Revenue Code
(relating to the definition of tax-exempt obligation) shall not be
applicable but instead the term “tax-exempt obligation” means
obligations the interest of which is exempt from tax under this part.

24992. A copy of the information furnished pursuant to Section
1275(c) (2) of the Internal Revenue Code shall be provided to the
Franchise Tax Board by any issuer subject to tax under this part at
the time and in the manner required by the Franchise Tax Board.

24993. For purposes of this part, the treatment of loans with
below-market interest rates shall be determined in accordance with
Section 7872 of the Internal Revenue Code.

24994. Section 1272 of the Internal Revenue Code shall be
modified as follows:

(a) For income years beginning on or after January 1, 1987, and
before the income year in which the debt obligation matures or is
sold, exchanged, or otherwise disposed, the amount included in gross
income under this part shall be the same as the amount included in
gross income on the federal tax return.

(b) The difference between the amount included in gross income
on the federal return and the amount included in gross income under
this part, with respect to obligations issued after December 31, 1984,
for income years beginning before January 1, 1987, shall be included
in gross income in the income year in which the debt obligation
matures or is sold, exchanged, or otherwise disposed.

SEC. 220. Section 25663d of the Revenue and Taxation Code is
amended to read:
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25663d. (a) If any corporation initiates a motion to quash a
subpoena, as provided by Sections 7465 through 7476, inclusive, of the
Government Code, and that corporation is the corporation 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 corporation), then the running of any period of limitations
under Section 25663 (relating to deficiency assessments) or under
Section 25731 (relating to false or fraudulent returns) or Section
25964 (relating to criminal prosecutions) with respect to that
corporation shall be suspended for the period during which a
proceeding, and appeals therein, with respect to the enforcement of
that 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) (A) of the Internal Revenue Code) issued under Section
26423 (power of examination), the running of any period of
limitations under Section 25663 (relating to deficiency assessments)
or under Section 25731 (relating to false or fraudulent returns), or
Section 25964 (relating to criminal prosecutions) with respect to any
corporation whose liability the subpoena was issued (other than a
corporation taking action as provided in subdivision (a)) shall be
suspended for the period—

(1) Beginning on the date which is six months after the service of
that subpoena, and

(2) Ending with the final resolution of that response.

SEC. 221. Section 25901b of the Revenue and Taxation Code is
amended to read:

25901b. (a) Interest upon the amount determined 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
19269 from the date prescribed for the payment of the tax or, if the
tax is paid in installments, from the date prescribed for the 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 an erroneous payment to a
taxpayer, that amount may be assessed and collected pursuant to
Section 23670 (pertaining to mathematical errors). However, "
interest at the rate prescribed by Section 19269 on those amounts
shall not accrue until 30 days from the date the Franchise Tax Board
mails written notice demanding repayment.

(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 error
or delay by an officer or employee of the Franchise Tax Board
(acting in his or her official capacity) in performing a ministerial act.

(B) Any payment of any tax described in Section 25662 to the
extent that any delay in that payment is attributable to that officer
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or employee being dilatory in performing a ministerial act.

For purposes of this paragraph, 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.

{2) The Franchise Tax Board shail abate the assessment of all
interest on any erroneous refund for which an action for recovery is
provided under Section 26281 until 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. 222. Section 25934 of the Revenue and Taxation Code is
repealed.

SEC. 223. Section 25934 is added to the Revenue and Taxation
Code, to read:

25934. (a) (1) If any part of any underpayment (as defined in
subdivision (c)) is due to negligence or disregard of rules or
regulations, there shall be added to the tax an amount equal to the
sum of the following:

(A) Five percent of the underpayment.

(B) An amount equal to 50 percent of the interest payable under
Section 25901 with respect to the portion of that underpayment
which is attributable to negligence for the period beginning on the
last date prescribed by law for payment of that underpayment
(determined without regard to any extension) and ending on the
date of the assessment of the tax (or, if earlier, the date of the
payment of the tax).

(2) There shall not be taken into account under this subdivision
any portion of an underpayment attributable to fraud with respect
to which a penalty is imposed under subdivision (b).

(3) For purposes of this subdivision, the term ‘“negligence”
includes any failure to make a reasonable attempt to comply with the
provisions of this part, and the term “disregard” includes any
careless, reckless, or intentional disregard.

(b) (1) If any part of any underpayment (as defined in
subdivision (c¢)) of tax required to be shown on a return is due to
fraud, there shall be added to the tax an amount equal to the sum of
the following:

(A) Seventy-five percent of the portion of the underpayment
which is attributable to fraud.

(B) An amount equal to 50 percent of the interest payable under
Section 25901 with respect to that portion for the period beginning
on the last day prescribed by law for payment of that underpayment
(determined without regard to any extension) and ending on the
date of the assessment of the tax or, if earlier, the date of the payment
of the tax.
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(2) If the Franchise Tax Board establishes that any portion of an
underpayment is attributable to fraud, the entire underpayment
shall be treated as attributable to fraud, except with respect to any
portion of the underpayment which the taxpayer established is not
attributable to fraud.

(c) For purposes of this section, “underpayment” means
“deficiency” as defined by Section 25662.1 (except that, for this
purpose, the tax shown on a return shall be taken into account only
if that return was filed on or before the last day prescribed for the
filing of that return, determined with regard to any extension of time
for that filing).

(d) If any penalty is assessed under subdivision (b) (relating to
fraud) for an underpayment of tax which is required to be shown on
a return, no penalty under Section 25931 (relating to failure to file
that return) or Section 25934.2 (relating to failure to pay tax) shall
be assessed with respect to the portion of the underpayment which
is attributable to fraud.

(e) If:

(1) A taxpayer fails to make the report required under Section
1092(a) (3) (B) of the Internal Revenue Code in the manner
prescribed by that section and that failure is not due to reasonable
cause, and

(2) That taxpayer has an underpayment of any tax attributable (in
whole or in part) to the denial of a deduction of a loss with respect
to any position (within the meaning of Section 1092(d) (2) of the
Internal Revenue Code),
then that underpayment shall, for purposes of subdivision (a), be
treated as an underpayment due to negligence.

SEC. 224. Section 25934.2 of the Revenue and Taxation Code is
amended to read:

25934.2. (a) If any taxpayer fails to pay either of the following:

(1) The amount of tax required to be paid under Sections 25551
and 25553 by the date prescribed therein, or

(2) 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 25670) within 10 days of the date of the notice
and demand therefor,
unless it is shown that such failure is due to reasonable cause and not
due to willful neglect, a penalty is hereby imposed consisting of both
of the following:

(A) Five percent of the total tax unpaid (as defined in subdivision
().

(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 during which the “remaining
tax” is greater than zero, not to exceed 25 percent in the aggregate.

The penalty imposed by this section shall be due and payable upon
notice and demand by the Franchise Tax Board. The tender of a
check or money order does not constitute payment of the tax for
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purposes of this section unless the check or money order is paid on
presentment.

{b) If an underpayment of tax is subject to the imposition of a
penalty under subdivision (a) of this section, as well as under
Sections 25931 to 25934.4, inclusive, the penalty imposed under
subdivision (a) of this section or the aggregate penalties imposed
under Sections 25931 to 25934.4, inclusive, shall be assessed,
whichever is greater.

(¢) For purposes of this section, total tax unpaxd means the
amount of tax required to be shown on the return reduced by both
of the following:

(1) The amount of any part of the tax which was paid on or before
the date prescribed for filing the return.

(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 (if any) 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, subdivision (a),
subdivision (c¢), and subdivision (d) shall be applied by substituting
that lower amount.

(f) No interest shall accrue on the portion of the penalty described
in subparagraph (B) of paragraph (2) of subdivision (a).

SEC. 225. Section 25935 of the Revenue and Taxation Code is
repealed.

SEC. 226. Section 25951.5 is added to the Revenue and Taxation
Code, to read:

25951.5. No addition to tax shall be made under Section 25951 for
any period before March 16, 1988, with respect to any
underpayment, to the extent that underpayment was created or
increased by any provision in the act adding this section to the code.
The Franchise Tax Board shall adopt procedures, forms, and
instructions to implement this section in a reasonable manner.

This section shall remain in effect only until January 1, 1993, and
as of that date is repealed, unless a later enacted statute, which is
enacted before January 1, 1993, deletes or extends that date.

SEC. 227. Section 25957.3 is added to the Revenue and Taxation
Code, to read:

25957.3. A penalty shall be imposed for failing to meet the
requirements of Section 24992 relating to original issue discount
reporting requirements with respect to any person subject to tax
under this part. The penalty shall be determined in accordance with
the provisions of Section 6706 of the Internal Revenue Code.

SEC. 228. Section 26131 of the Revenue and Taxation Code is
amended to read:

26131. (a) (1) The Franchise Tax Board may, by regulation,
require any bank, corporation or 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
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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 itemms 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 such items of
income are included with other income of the taxpayer, and to
transmit the amount withheld to the Franchise Tax Board at such
time as it may designate.

(2) In the case of any disposition of a California real property
interest by a person subject to Section 1445 of the Internal Revenue
Code, relating to withholding of tax on dispositions of United States
real property interests, the transferee shall be required to deduct
and withhold a tax equal to one-third of the amount required to be
withheld by the transferee under Section 1445 of the Internal
Revenue Code.

(b) The items of income referred to in subdivision (a) are
interest, dividends, rent, prizes and winnings, premiums, annuities,
emoluments, compensation for personal services, including bonuses,
and other fixed or determinable annual or periodical gains, profits
and income.

{(¢) 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 bank or person failing to withhold from any payments
any amounts required by such regulation 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 more, unless it is
shown that the failure to withhold is due to reasonable cause.

(e) Whenever any person has withheld any amount pursuant to
subdivision (a), the amount so withheld shall be held to be a special
fund in trust for the State of California. The amount of such 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 this part.

(f) “California real property interest” means an interest in real
property described in Section 897(c) (1) (A) (i) of the Internal
Revenue Code which is located in California.

SEC. 229. Section 26132.05 is added to the Revenue and Taxation
Code, to read:

26132.05. (a) There shall be exempt from levy, under this
chapter, all of the following:

(1) Those items of wearing apparel and those school books as are
necessary for the taxpayer or for members of his or her family.

(2) If the taxpayer is the head of a family, so much of the fuel,
provisions, furniture, and personal effects in his or her household,
and of the arms for personal use, livestock, and poultry of the

111300



Ch. 1139 ] STATUTES OF 1967 4033

taxpayer, as does not exceed one thousand five hundred dollars
($1,500) in value.

(3) So many of the books and tools necessary for the trade,
business, or profession of the taxpayer as do not exceed in the
aggregate one thousand dollars ($1,000) in value.

(4) Any amount payable to an individual with respect to his or her
unemployment (including any portion thereof payable with respect
to dependents) under an unemployment compensation law of the
United States, of any state, or of the District of Columbia or of the
Commonwealth of Puerto Rico.

(5) Mail, addressed to any person, which has not been delivered
to the addressee.

(6) Annuity or pension payments under the Railroad Retirement
Act, benefits under the Railroad Unemployment Insurance Act,
special pension payments received by a person whose name has been
entered on the Army, Navy, Air Force, and Coast Guard Medal of
Honor Roll (38 U.S.C. Sec. 562), and annuities based on retired or
retainer pay under Chapter 73 of Title 10 of the United States Code.

(7) Any amount payable to an individual as worker’s
compensation (including any portion thereof payable with respect to
dependents) under a worker’s compensation law of the United
States, any state, the District of Columbia, or the Commonwealth of
Puerto Rico.

(8) If the taxpayer is required by judgment of a court of
competent jurisdiction, entered prior to the date of levy, to
contribute to the support of his or her minor children, so much of his
or her salary, wages, or other income as is necessary to comply with
that judgment.

(9) Any amount payable to or received by an individual as wages
or salary for personal services, or as income derived from other
sources, during any period, to the extent that the total of those
amounts payable to or received by him or her during that period
does not exceed the applicable exempt amount determined under
subdivision (d).

(10) Any amount payable to an individual as a service-connected
(within the meaning of Section 101 (16) of Title 38, United States
Code) disability benefit under any of the following:

(A) Subchapter II, IV, or VI of Chapter 11 of that Title 38.

(B) Subchapter I, I, or IIT of Chapter 19 of that Title 38.

(C) Chapter 21, 31, 32, 34, 35, 37, or 39 of that Title 38.

(b) The officer seizing property of the type described in
subdivision (a) shall appraise and set aside to the owner the amount
of that property declared to be exempt. If the taxpayer objects at the
time of the seizure to the valuation fixed by the officer making the
seizure, the Franchise Tax Board shall summon three disinterested
individuals who shall make the valuation.

(¢) Notwithstanding any other law, (including Section 207 of the
federal Social Security Act), no property or rights to property shall
be exempt from levy other than the property specifically made
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exempt by subdivision (a).

(1) In the case of an individual who is paid or receives all of his
or her wages, salary, and other income on a weekly basis, the amount
of the wages, salary, and other income payable to or received by him
or her during any week which is exempt from levy under paragraph
(9) of subdivision (a) shall be:

(A) Seventy-five dollars ($75), plus

(B) Twenty-five dollars ($25) for each individual who is specified
in a written statement which is submitted to the person on whom
notice of levy is served and which is verified in such manner as the
Franchise Tax Board shall prescribe by regulations and—

(i) Over half of whose support for the payroll period was received
from the taxpayer,

(ii) Who is the spouse of the taxpayer, or who bears a relationship
to the taxpayer specified in paragraphs (1) to (9), inclusive, of
Section 152(a) of the Internal Revenue Code (relating to definition
of dependents), and

(iii) Who is not a minor child of the taxpayer with respect to

whom amounts are exempt from levy under paragraph (8) of
subdivision (a) for the payroll period.
For purposes of clause (ii) of subparagraph (B).of the preceding
sentence, “payroll period” shall be substituted for “taxable year”
each place it appears in paragraph (9) of Section 152(a) of the
Internal Revenue Code.

(2) In the case of any individual not described in paragraph (1),
the amount of the wages, salary, and other income payable to or
received by him or her during any applicable pay period or other
fiscal period (as determined under regulations prescribed by the
Franchise Tax Board) which is exempt from levy under paragraph
(9) of subdivision (a) shall be an amount (determined under those
regulations) which as nearly as possible will result in the same total
exemption from levy for that individual over a period of time as he
or she would have under paragraph (1) if during that period of time
he or she were paid or received those wages, salary, and other
income on a regular weekly basis.

SEC. 230. Section 26491 of the Revenue and Taxation Code is
amended to read:

26491. (a) In the case of any civil proceeding which is—

(1) Brought by or against the State of California in connection
with the determination, collection, or refund of any tax, interest, or
penalty under this part, and

(2) Brought in a court of record of this state, the prevailing party
may be awarded a judgment for reasonable litigation costs incurred
in that proceeding.

(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 the administrative remedies available
to that party under this part.

(2) An award under subdivision (a) shall be made only for
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reasonable litigation costs which are allocable to the State of
California and not to any other party to the action or proceeding.

(3) (A) No award for reasonable litigation costs may be made
under subdivision (a) with respect to any declaratory judgment
proceeding.

(B) Subparagraph (A) shall not apply to any proceeding which
involves the revocation of a determination that the organization is
described in Section 23701d.

(4) 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) The term “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
not be in excess of seventy-five dollars ($75) per hour unless the
court determines that an increase in the cost of living or a special
factor, such as the limited availability of qualified attorneys for the
proceeding, justifies a higher rate.

(2) (A) The term “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) which—

(i) Establishes that the position of the State of California in the
civil proceeding was not substantially justified, and

(ii) (I) Has substantially prevailed with respect to the amount in
controversy, or

(II) Has substantially prevailed with respect to the most
significant issue or set of issues presented.

(B) Any determination under subparagraph (A) as to whether a
party is a prevailing party shall be made—

(i) By the court, or

(ii) By agreement of the parties.

(3) The term “civil proceeding” includes a civil action.

(d) For purposes of this section, in the case of—

(1) Multiple actions which could have been joined or
consolidated, or

(2) A case or cases involving a return or returns of the same

111380



4036 STATUTES OF 1987 [ Ch. 1139

taxpayer which could have been joined in a single proceeding in the
same court, those actions or cases shall be treated as one civil
proceeding regardless of whether such joinder or consolidation
actually occurs, unless the court in which such action is brought
determines, in its discretion, that it would be inappropriate to treat
such actions or cases as joined or consolidated for purposes of this
section.

(e) 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 the proceeding is based.

SEC. 231. Sections 1800 to 18994, inclusive, of the federal Tax
Reform Act of 1986 (Public Law 99-514) enacted numerous technical
corrections to provisions of the Internal Revenue Code which are
incorporated into Parts 10 (commencing with Section 17001) and 11
(commencing with Section 23001) of Division 2 of the Revenue and
Taxation Code by specific reference to portions of the Internal
Revenue Code. Unless specifically provided otherwise, those
technical corrections made by Public Law 99-514 to the provisions
which are incorporated by reference are declaratory of existing law
and shall be applied in the same manner as specified in Public Law
99-514.

SEC. 232. (a) The addition of Section 23438 to the Business and
Professions Code and Sections 17269 and 24343.2 to the Revenue and
Taxation Code by this act is not intended to affect the tax exempt
status of any church or other organization which is exempt from
taxation under Section 23701d of the Revenue and Taxation Code.

(b) Itisnot intended that any inference be drawn as the result of
the addition of Section 23438 to the Business and Professions Code
and Sections 17269 and 24343.2 to the Revenue and Taxation Code
that the Legislature intended to preclude administrative regulations
by the Franchise Tax Board which disallow business deductions on
public policy grounds with respect to expenses incurred before the
operative date of those sections. However, as of the operative date
of those sections, any administrative regulations adopted by the
Franchise Tax Board which are inconsistent with or contrary to those
sections shall be of no further force or effect.

(¢) The addition of the sections specified in subdivision (b) shall
be applied in the computation of taxes for taxable or income years
commencing on or after January 1, 1990.

SEC. 233. The Franchise Tax Board shall conduct a study of state
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conformity to federal tax law provisions relating to the alternative
minimum tax. The study shall include the effect of state conformity
to federal law, tax policy issues, technical issues, and potential
impacts upon state revenues. No later than February 15, 1991, the
Franchise Tax Board shall submit a report to the Legislature of the
results of the study conducted pursuant to this section.

SEC. 234. The Franchise Tax Board shall conduct a study of state
conformity to federal tax law provisions relating to net operating
losses. The study shall include options for continuing state
conformity to federal law, tax policy issues, technical issues, and
potential impacts upon state revenues. No later than February 15,
1991, the Franchise Tax Board shall submit a report to the Legislature
of the results of the study conducted pursuant to this section.

SEC. 235. The Franchise Tax Board shall conduct a study of state
conformity to federal tax law provisions relating to S corporations.
The study shall include the effect of state conformity to federal law,
tax policy issues, technical issues, and potential impacts upon state
revenues. No later than October 1, 1989, the Franchise Tax Board
shall submit a report to the Legislature of the results of the study
conducted pursuant to this section.

SEC. 236. The Franchise Tax Board shall conduct a study of state
conformity to federal tax law provisions relating to depreciation and
the federal accelerated cost recovery system. The study shall include
options for state conformity to federal law under the Bank and
Corporation Tax Law, options for continuing state conformity under
the Personal Income Tax Law, tax policy issues, technical issues, and
potential impacts upon state revenues. No later than October 1, 1989,
the Franchise Tax Board shall submit a report to the Legislature of
the results of the study conducted pursuant to this section.

SEC. 237. No reimbursement is required by this act pursuant to
Section 6 of Article XIII B of the California Constitution because the
only costs which may be incurred by a local agency or school district
will be incurred because this act creates a new crime or infraction,
changes the definition of a crime or infraction, changes the penalty
for a crime or infraction, or eliminates a crime or infraction.

SEC. 238. The repeal and addition of Chapter 2.5 (commencing
with Section 23400) of Part 11 of Division 2 of the Revenue and
Taxation Code by Sections 23 and 24 of this act shall become
operative on, and be applied only to income years beginning on or
after, January 1, 1988.

SEC. 239. The repeal and addition of Section 24667 of, and the
repeal of Sections 24668, 24669, and 24673.5 of, the Revenue and
Taxation Code made by Sections 167 to 170, inclusive, of this act, and
Section 172 of this act shall become operative on, and be applied only
to income years beginning on or after, January 1, 1988.

SEC. 240. This act shall become operative only if Assembly Bill
53 of the 1987-88 Regular Session is chaptered.

SEC. 241. This act provides for a tax levy within the meaning of
Article IV of the Constitution and shall go into immediate effect.
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However, unless otherwise specifically provided, the provisions of
this act shall be applied in the computation of taxes for taxable or
income years beginning on or after January 1, 1987.

CHAPTER 1140

An act to amend Section 39005 of the Education Code, relating to
school sites.

[Approved by Governor September 25, 1987 Filed with
Secretary of State September 25, 1987.]

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

SECTION 1. Section 39005 of the Education Code is amended to
read:

39005. Before acquiring title to property for a new school site or
for an addition to a present site, the governing board of each school
district, including districts governed by a city board of education, in
order to promote the safety of pupils, comprehensive community
planning, and greater educational usefulness of school sites, shall give
the State Department of Education written notice of the proposed
acquisition and shall submit any information required by the State
Department of Education, if the proposed site is within two miles,
measured by air line, of that point on an airport runway or a potential
runway.included in an airport master plan which is nearest the site.
If the property is not so located, the State Department of Education
shall notify the State Department of Transportation, but the State
Department of Transportation is not required to investigate or to
respond after receiving notice from the State Department of
Education.

Immediately after receiving notice of the proposed acquisition of
property which is within two miles, measured by air line, of that
point on an airport runway or a potential runway included in an
airport master plan which is nearest the site, the State Department
of Education shall notify the State Department of Transportation, in
writing, of the proposed acquisition. The State Department of
Transportation shall make an investigation and report to the State
Department of Education within 30 working days after receipt of the
notice. If the State Department of Transportation is no longer in
operation, the State Department of Education shall, in lieu of
notifying the State Department of Transportation, notify the United
States Department of Transportation or any other appropriate
agency, in writing, of the proposed acquisition for the purpose of
obtaining from the department or other agency any information or
assistance that it may desire to give.

The State Department of Education shall investigate the proposed
site and, within 35 working days after receipt of the notice, shall
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submit to the governing board a written report and its
recommendations concerning acquisition of the site. The governing
board shall not acquire title to the property until the report of the
State Department of Education has been received. If the report does
not favor the acquisition of the property for a school site or an
addition to a present school site, the governing board shall not
acquire title to the property until 30 days after the department’s
report is received and until the department’s report has been read
at a public hearing duly called after 10 days’ notice published once
in a newspaper of general circulation within the school district or, if
there is no such newspaper, in a newspaper of general circulation
within the county in which the property is located.

CHAPTER 1141

An act to amend, repeal, and add Section 1424 of the Health and
Safety Code, and to add Section 14022.4 to, the Welfare and
Institutions Code, relating to health care facilities, and declaring the
urgency thereof, to take effect immediately.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 25, 1987 ]

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

SECTION 1. Section 1424 of the Health and Safety Code is
amended to read:

1424. Citations issued pursuant to this chapter shall be classified
according to the nature of the violation and shall indicate the
classification on the face thereof.

(a) In determining the amount of the civil penalty, all relevant
facts shall be considered, including, but not limited to, the following:

(1) The probability and severity of the risk which the violation
presents to the patient’s mental and physical condition.

(2) The patient’s medical condition.

(3) The patient’s mental condition and his or her history of mental
disability or disorder.

(4) The good faith efforts exercised by the facility to prevent the
violation from occurring.

(5) The licensee’s history of compliance with regulations.

(b) Class “AA” violations are violations which meet the criteria
for a class “A” violation and which the state department determines
to have been a direct proximate cause of death of a patient of a
long-term health care facility. A class “AA” violation is subject to a
civil penalty in the amount of not less than five thousand dollars
($5,000) and not exceeding twenty-five thousand dollars ($25,000)
for each violation. In any action to enforce a citation issued under this
subdivision, the state department shall prove all of the following:
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(1) The violation was a direct proximate cause of death of a
patient.

(2) The death resulted from an occurrence of a nature which the
regulation was designed to prevent.

(3) The patient suffering the death was among the class of persons
for whose protection the regulation was adopted.

If the state department meets this burden of proof, the licensee
shall have the burden of proving that the licensee violating the
regulation did what might reasonably be expected of a long-term
health care facility licensee, acting under similar circumstances, to
comply with the regulation. If the licensee sustains this burden, then
the citation may be reduced or dismissed.

For each class “AA” violation within a 12-month period which has
become final, the state department shall consider the suspension or
revocation of the facility’s license in accordance with Section 1294,
For a third or subsequent class “AA” violation in a facility within that
12-month period which has been sustained following a citation
review conference, the state department shall commence action to
suspend or revoke the facility’s license in accordance with Section
1294.

(c) Class “A” violations are violations which the state department
determines present either (1) imminent danger that death or serious
harm to the patients of the long-term health care facility would result
therefrom, or (2) substantial probability that death or serious
physical harm to patients of the long-term health care facility would
result therefrom. A physical condition or one or more practices,
means, methods, or operations in use in a long-term health care
facility may constitute a class “A” violation. The condition or practice
constituting a class “A” violation shall be abated or eliminated
immediately, unless a fixed period of time, as determined by the state
department, is required for correction. A class “A” violation is subject
to a civil penalty in an amount not less than one thousand dollars
($1,000) and not exceeding ten thousand dollars ($10,000) for each
and every violation.

If the state department establishes that a violation occurred, the
licensee shall have the burden of proving that the licensee violating
the regulation did what might reasonably be expected of a long-term
health care facility licensee, acting under similar circumstances, to
comply with the regulation. If the licensee sustains this burden, then
the citation may be reduced or dismissed.

(d) Class “B” violations are violations which the state department
determines have a direct or immediate relationship to the health,
safety, or security of long-term health care facility patients, other
than class “AA” or “A” violations. Unless otherwise determined by
the state department to be a class “A” violation pursuant to this
chapter and rules and regulations adopted pursuant thereto, any
violation of a patient’s rights as set forth in Sections 72527 and 73523
of Title 22 of the California Administrative Code, which is
determined by the state department to cause or under circumstances
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likely to cause significant humiliation, indignity, anxiety, or other
emotional trauma to a patient is a class “B” violation. A class “B”
violation is subject to a civil penalty in an amount not less than one
hundred dollars ($100) and not exceeding one thousand dollars
($1,000) for each and every violation. A citation for a class “B”
violation shall specify the time within which the violation is required
to be corrected. If the state department establishes that a violation
occurred, the licensee shall have the burden of proving that the
licensee violating the regulation did what might reasonably be
expected of a long-term health care facility licensee, acting under
similar circumstances, to comply with the regulation. If the licensee
sustains this burden, then the citation may be reduced or dismissed.

If a class “B” violation is corrected within the time specified, no
civil penalties shall be imposed, unless it is a second or subsequent
violation of the same regulation occurring within the period since
and including the previous full annual licensing survey inspection or
12 months, whichever is greater. In no case, shall the period extend
beyond 13 months. At the citation review conference, the director’s
designee may, utilizing the criteria set forth in subdivision (a), waive
or reduce the penalty as specified in subdivision (a) of Section 1428,
taking into consideration the seriousness of the previous and present
violations, the similarity between the two violations, the extent to
which there is a direct relationship to the health and safety or
security of patients, and the good faith exercised by the licensee in
correcting the problem. The decision to waive or not to waive these
penalties shall not be reviewable. In the event of any violation under
this paragraph, if the state department establishes that a violation
occurred, the licensee shall have the burden of proving that the
licensee violating the regulation did what might reasonably be
expected of a long-term health care facility licensee, acting under
similar circumstances, to comply with the regulation. If the licensee
sustains this burden, then the citation may be reduced or dismissed.

(e) Any willful material falsification or willful material omission in
the health record for a patient of a long-term health care facility is
a violation. “Willful material falsification,” as used in this section,
means any entry in the patient health care record pertaining to the
administration of medication, or treatments ordered for the patient,
or pertaining to services for the prevention or treatment of decubitus
ulcers or contractures, or pertaining to tests and measurements of
vital signs, or notations of input and output of fluids, which was made
with the knowledge that the records falsely reflect the condition of
the resident or the care or services provided.

“Willful material omission,” as used in this section, means the
willful failure to record any untoward event which has affected the
health, safety, or security of the specific patient, and which was
omitted with the knowledge that the records falsely reflect the
condition of the resident or the care or services provided. A violation
of this subdivision may result in a civil penalty not to exceed ten
thousand dollars ($10,000), as specified in paragraphs (1) to (3),
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inclusive. However, in no case shall the civil penalty be trebled.

(1) The willful material falsification or willful material omission is
subject to a civil penalty of not less than two thousand five hundred
dollars ($2,500) or more than ten thousand dollars ($10,000) in
instances where the health care record is relied upon by a health care
professional to the detriment of a patient by affecting the
administration of medications or treatments, the issuance of orders,
or the development of plans of care. In all other cases, violations of
this subdivision are subject to a civil penalty not exceeding two
thousand five hundred dollars ($2,500).

(2) Where the penalty assessed is one thousand dollars ($1,000) or
less, the violation shall be issued and enforced, except as provided in
this subdivision, in the same manner as a class “B” violation, and shall
include the right of appeal as specified in Section 1428 and the
payment of the minimum fine as specified in subdivision (d) and in
Section 1428.1. Where the assessed penalty is in excess of one
thousand dollars ($1,000), the violation shall be issued and enforced,
except as provided in this subdivision, in the same manner as a class
“A” violation, and shall include the right of appeal as specified in
Section 1428 and the payment of the minumum ﬁne as specified in
Section 1428.1.

Nothing in this section shall be construed as a change in previous
law enacted by Chapter 11 of the Statutes of 1985 relative to this
paragraph, but merely as a clarification of existing law.

(3) Nothing in this. subdivision shall preclude the state
department from issuing a class “A” or class “B” citation for any
violation which meets the requirements for that citation, regardless
of whether the violation also constitutes a violation of this
subdivision. However, no single act, omission, or occurrence may be
cited both as a class “A” or class “B” violation and as a violation of
this subdivision.

(f) The director shall prescribe procedures for the issuance of a
notice of violation with respect to violations having only a minimal
relationship to patient safety or health.

(g) This section shall become inoperative December 1, 1990 and
as of January 1, 1991, is repealed, unless a later enacted statute which
becomes operative on or before December 1, 1990, changes or
repeals those dates. '

SEC. 2. Section 1424 is added to the Health and Safety Code, to
read:

1424. Citations issued pursuant to thls chapter shall be classified
according to the nature of the violation and shall indicate the
classification on the face thereof.

(a) In determining the amount of the civil penalty, all relevant
facts shall be considered, including, but not limited to, the following:

(1) The probability and severity of the risk which the violation
presents to the patient’s mental and physical condition.

(2) The patient’s medical condition.

(3) The patient’s mental condition and his or her history of mental
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disability or disorder.

(4) The good faith efforts exercised by the facility to prevent the
violation from occurring.

(5) The licensee’s history of compliance with regulations.

(b) Class “AA” violations are violations which meet the criteria
for a class “A” violation and which the state department determines
to have been a direct proximate cause of death of a patient of a
long-term health care facility. A class “AA” violation is subject to a
civil penalty in the amount of not less than five thousand dollars
($5,000) and not exceeding twenty-five thousand dollars ($25,000)
for each violation. In any action to enforce a citation issued under this
subdivision, the state department shall prove all of the following:

(1) The violation was a direct proximate cause of death of a
patient.

(2) The death resulted from an occurrence of a nature which the
regulation was designed to prevent.

(3) The patient suffering the death was among the class of persons
for whose protection the regulation was adopted.

If the state department meets this burden of proof, the licensee
shall have the burden of proving that the licensee violating the
regulation did what might reasonably be expected of a long-term
health care facility licensee, acting under similar circumstances, to
comply with the regulation. If the licensee sustains this burden, then
the citation may be reduced.

For each class “AA” violation within a 12-month period which has
become final, the state department shall consider the suspension or
revocation of the facility’s license in accordance with Section 1294.
For a third or subsequent class “AA” violation in a facility within that
12-month period which has been sustained following a citation
review conference, the state department shall commence action to
suspend or revoke the facility’s license in accordance with Section
1294.

(c) Class “A” violations are violations which the state department
determines present either (1) imminent danger that death or serious
harm to the patients of the long-term health care facility would result
therefrom, or (2) substantial probability that death or serious
physical harm to patients of the long-term health care facility would
result therefrom. A physical condition or one or more practices,
means, methods, or operations in use in a long-term health care
facility may constitute a class “A” violation. The condition or practice
constituting a class “A” violation shall be abated or eliminated
immediately, unless a fixed period of time, as determined by the state
department, is required for correction. A class ““A” violation is subject
to a civil penalty in an amount not less than one thousand dollars
($1,000) and not exceeding ten thousand dollars ($10,000) for each
and every violation.

(d) Class “B” violations are violations which the state department
determines have a direct or immediate relationship to the health,
safety, or security of long-term health care facility patients, other
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than class “AA” or “A” violations. Unless otherwise determined by
the state department to be a class “A” violation pursuant to this
chapter and rules and regulations adopted pursuant thereto, any
violation of a patient’s rights as set forth in Sections 72527 and 73523
of Title 22 of the California Administrative Code, which is
determined by the state department to cause or under circumstances
likely to cause significant humiliation, indignity, anxiety, or other
emotional trauma to a patient is a class “B” violation. A class “B”
violation is subject to a civil penalty in an amount not less than one
hundred dollars ($100) and not exceeding one thousand dollars
($1,000) for each and every violation. A citation for a class “B”
violation shall specify the time within which the violation is required
to be corrected.

If a class “B” violation is corrected within the time specified, no
civil penalties shall be imposed, unless it is a second or subsequent
violation of the same regulation occurring within the period since
and including the previous full annual licensing survey inspection or
12 months, whichever is greater. In no case, shall the period extend
beyond 13 months. At the citation review conference, the director’s
designee may, utilizing the criteria set forth in subdivision (a), waive
or reduce the penalty as specified in subdivision (a) of Section 1428,
taking into consideration the seriousness of the previous and present
violations, the similarity between the two violations, the extent to
which there is a direct relationship to the health and safety or
security of patients, and the good faith exercised by the licensee in
correcting the problem. The decision to waive or not to waive these
penalties shall not be reviewable.

(e) Any willful material falsification or willful material omission in
the health record for a patient of a long-term health care facility is
a violation. “Willful material falsification,” as used in this section,
means any entry in the patient health care record pertaining to the
administration of medication, or treatments ordered for the patient,
or pertaining to services for the prevention or treatment of decubitus
ulcers or contractures, or pertaining to tests and measurements of
vital signs, or notations of input and output of fluids, which was made
with the knowledge that the records falsely reflect the condition of
the resident or the care or services provided.

“Willful material omission,” as used in this section, means the
willful failure to record any untoward event which has affected the
health, safety, or security of the specific patient, and which was
omitted with the knowledge that the records falsely reflect the
condition of the resident or the care or services provided. A violation
of this subdivision may result in a civil penalty not to exceed ten
thousand dollars ($10,000), as specified in paragraphs (1) to (3),
inclusive. However, in no case shall the civil penalty be trebled.

(1) The willful material falsification or willful material omission is
subject to a civil penalty of not less than two thousand five hundred
dollars ($2,500) or more than ten thousand dollars ($10,000) in
instances where the health care record is relied upon by a health care
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professional to the detriment of a patient by affecting the
administration of medications or treatments, the issuance of orders,
or the development of plans of care. In all other cases, violations of
this subdivision are subject to a civil penalty not exceeding two
thousand five hundred dollars ($2,500).

(2) Where the penalty assessed is one thousand dollars ($1,000) or
less, the violation shall be issued and enforced, except as provided in
this subdivision, in the same manner as a class “B” violation, and shall
include the right of appeal as specified in Section 1428 and the
payment of the minimum fine as specified in subdivision (d) and in
Section 1428.1. Where the assessed penalty is in excess of one
thousand dollars ($1,000), the violation shall be issued and enforced,
except as provided in this subdivision, in the same manner as a class
“A” violation, and shall include the right of appeal as specified in
Section 1428 and the payment of the minimum fine as specified in
Section 1428.1.

Nothing in this section shall be construed as a change in previous
law enacted by Chapter 11 of the Statutes of 1985 relative to this
paragraph, but merely as a clarification of existing law.

{3) Nothing in this subdivision shall preclude the state
department from issuing a class “A” or class “B” citation for any
violation which meets the requirements for that citation, regardless
of whether the violation also constitutes a violation of this
subdivision. However, no single act, omission, or occurrence may be
cited both as a class “A” or class “B” violation and as a violation of
this subdivision.

(f) The director shall prescribe procedures for the issuance of a
notice of violation with respect to violations having only a minimal
relationship to patient safety or health.

(g) This section shall become operative December 1, 1990.

SEC. 3. Section 14022.4 is added to the Welfare and Institutions
Code, to read:

140224. (a) Any skilled nursing or intermediate care facility
currently certified to participate in the Medi-Cal program may not
voluntarily withdraw from the program unless all of the following
conditions are met:

(1) The facility shall file with the department a notice of intent to
withdraw from the Medi-Cal program.

(2) Except for patients to be transferred or discharged only for
medical reasons, or for patients’ welfare or that of other patients, or
for nonpayment for his or her stay, the facility shall not subsequently
evict any Medi-Cal recipient or private pay patient residing in the
facility at the time the notice of intent to withdraw from the
Medi-Cal program is filed.

(3) Patients admitted to the facility on or after the date of the
notice of intent to withdraw from the Medi-Cal program shall be
advised orally and in writing of both the following:

(A) That the facility intends to withdraw from the Medi-Cal
program.
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(B) That notwithstanding Section 14124.7, the facility is not
required to keep a new resident who converts from private pay to
Medi-Cal.

(b) Subdivision (a) shall not apply to facilities that have filed,
prior to May 1, 1987, a notice of intent to withdraw from the Medi-Cal
program.

(c) The department shall notify the appropriate substate
ombudsmen monthly as to which facilities have filed a notice of
intent to withdraw from the Medi-Cal program. This information
shall also be made available to the public and noted in facility files
available in each district office.

(d) The facility may formally withdraw from the Medi-Cal
program when all patients residing in the facility at the time the
facility filed the notice of intent to withdraw from the Medi-Cal
program no longer reside in the facility.

(e) If a skilled nursing or intermediate care facility that has
withdrawn as a Medi-Cal provider pursuant to this section
subsequently reapplies to the department to become a Medi-Cal
provider, the department shall require as a condition of becoming a
Medi-Cal provider that the facility enter into a five-year Medi-Cal
provider contract with the department.

(f) (1) This section shall be inoperative in the event federal law
or federal or state appellate judicial decisions prohibit
implementation or invalidate any part of this section.

(2) In the event of any occurrence which renders this section
inoperative pursuant to paragraph (1), the department shall within
30 days, report that information to the Legislature.

(g) (1) This section does not apply to any skilled nursing facility
or intermediate care facility which ceases operations entirely.

(2) For purposes of this subdivision, “ceases operations entirely”
means not being in operation for a period of not less than 12 months.

SEC. 4. (a) The Director of Health Services shall report to the
Legislature by January 1, 1990, on the impact of the amendment of
subdivisions (b), (c),and (d) of Section 1424 of the Health and Safety
Code by Section 1 of this act on the ability of the State Department
of Health Services to carry out its mandated responsibilities relating
to long-term health care facility regulation.

(b) The purpose of the report required by this section is to ensure
that the amendment of subdivisions (b), (c), and (d) of Section 1424
of the Health and Safety Code by this act shall only be allowed to
continue if these changes do not result in the public’s interest being
harmed. In evaluating the public’s interest, consideration shall be
given to the imposition of an undue burden on the regulatory
enforcement process, such as creating inordinate delays in
processing enforcement actions, requiring the use of excessive
departmental staff time or resources for contesting appeals and civil
actions, and the reasonableness and fairness of the regulatory
enforcement process.

(c) The report shall include specific data on all of the following:
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(1) The number of appeals to citation review conferences filed by
long-term health care facilities and the outcome of the appeals for:

(A) Twelve months preceding enactment of this section.

(B) Twenty-four months subsequent to enactment of this section,
broken down into the number of appeals filed under subdivisions
(b), (c), and (d) of the Health and Safety Code, as amended by
Section 1 of this act.

(2) The number of civil actions filed in municipal court by
long-term health care facilities and the outcome of the cases for:

(A) Twelve months preceding enactment of this section.

(B) Twenty-four months subsequent to enactment of this section,
broken down into the number of appeals filed under subdivisions
(b), (¢), and (d) of the Health and Safety Code, as amended by
Section 1 of this act.

(3) Increase in staff time and resources associated with appeals
and civil actions filed under subdivisions (b), (c), and (d) of the
Health and Safety Code, as amended by Section 1 of this act.

(4) Impact of appeals and civil actions filed under subdivisions
(b), (¢), and (d) of the Health and Safety Code, as amended by
Section 1 of this act, on the length of time to resolve an appeal.

(5) Impact that appeals and civil actions filed under subdivisions
(b), (c¢), and (d) of the Health and Safety Code, as amended by
Section 1 of this act, have on the department’s ability to assess fines
and enforce long-term health care facility regulations.

SEC. 5. This act is an urgency statute necessary for the
immediate preservation of the public peace, health, or safety within
the meaning of Article IV of the Constitution and shall go into
immediate effect. The facts constituting the necessity are:

In order that the fundamental statutory revisions affecting the
quality of care rendered in California long-term health care facilities
take effect at the earliest possible time, it is necessary that this act
go into immediate effect.

CHAPTER 1142

An act to add Section 12545 to the Health and Safety Code,
relating to health.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 25, 1987 ]

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

SECTION 1. Section 1254.5 is added to the Health and Safety
Code, to read:

1254.5. (a) The Legislature finds and declares that the disease of
eating disorders is not simply medical or psychiatric, but involves
biological, sociological, psychological, family, medical, and spiritual
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components. In addition, the Legislature finds and declares that the
treatment of eating disorders is multifaceted, and like the treatment
of chemical dependency, does not fall neatly into either the
traditional medical or psychiatric milieu.

(b) The inpatient treatment of eating disorders shall be provided
only in state licensed hospitals, which may be general acute care
hospitals as defined in subdivision (a) of Section 1250, acute
psychiatric hospitals as defined in subdivision (b) of Section 1250, or
any other licensed health facility designated by the State
Department of Health Services.

(c) “Eating disorders,” for the purposes of this section, means
anorexia nervosa and bulimia as defined by the 1980 Diagnostic and
Statistical Manual of Mental Disorders (DSM-III) published by the
American Psychiatric Association.

SEC. 2. No reimbursement is required by this act pursuant to
Section 6 of Article XIII B of the California Constitution because the
only costs which may be incurred by a local agency or school district
will be incurred because this act creates a new crime or infraction,
changes the definition of a crime or infraction, changes the penalty
for a crime or infraction, or eliminates a crime or infraction.

CHAPTER 1143

An act to add Section 49427 to the Education Code, relating to
school health services, and declaring the urgency thereof, to take
effect immediately.

{Approved by Governor September 25, 1987 Filed with
Secretary of State September 26, 1987 ]

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

SECTION 1. Section 49427 is added to the Education Code, to
read:

49427. (a) It is the intent of the Legislature that the governing
board of each school district and each county superintendent of
schools maintain fundamental school health services at a level that
is adequate to accomplish all of the following:

(1) Preserve pupils’ ability to learn.

(2) Fulfill existing state requirements and policies regarding
pupils’ health.

(3) Contain health care costs through preventive programs and
education.

(b) The Legislature finds and declares that the provision of these
services may be in jeopardy due to the current caseloads in the public
schools, and that failure to maintain adequate health services and
standards will result in pupils’ poorer health and ability to learn.

(c) The State Department of Health Services shall conduct a
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study to: .

(1) Ascertain the level of compliance by school districts and
county offices of education with existing mandated school health
services including, but not limited to, vision and hearing screenings,
immunizations, scoliosis screenings, child health programs, disability
prevention programs, and special education health assessments.

(2) Evaluate the extent to which other medically prudent services
are being provided which enable a pupil to learn or preserve a pupil’s
ability to learn including, but not limited to, health and
developmental assessments, specialized physical health care
services, health maintenance planning, substance abuse intervention
and referral procedures, and health care and nutrition instruction.

(d) The State Department of Health Services shall analyze
existing records submitted to state agencies by school districts and
shall additionally assess the health services in a representative
sampling of school districts and county offices of education to
include, but not be limited to, those considered urban, rural, high
wealth, low wealth, increasing enrollment, decreasing enrollment,
and districts with no health services available as of December 31,
1986, and districts utilizing federal funds and community resources
for the provision of these services.

(e) The State Department of Health Services shall evaluate
services in kindergarten and grades 1 to 12, inclusive.

(f) In conducting the study, the State Department of Health
Services shall consult with professionals and organizations closely
associated with children’s school health programs to include, but not
be limited to, health supervisors, the California School Nurses
Organization, the American Academy of Pediatricians, the
California Conference of Local Health Officers, the California School
Boards Association, and the State Department of Education.

(g) The report shall be made available to the Governor, the
Legislature, the Superintendent of Public Instruction, and the public
no later than July 30, 1988.

SEC. 2. This act is an urgency statute necessary for the
immediate preservation of the public peace, health, or safety within
the meaning of Article IV of the Constitution and shall go into
immediate effect. The facts constituting the necessity are:

In order to maintain a cost-effective and preventive health
program for California’s pupils and in order to assess school
children’s health services as soon as possible, it is necessary that this
act take effect immediately.
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CHAPTER 1144

An act to amend Sections 6203, 6471, 6472, 6474, and 6477 of the
Revenue and Taxation Code, relating to taxation.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987 ]

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

SECTION 1. The Legislature finds and declares that California
retailers are subject to unfair competition and are at a competitive
disadvantage because interstate mail order retailers are not
presently required to collect use tax from their California customers.
The Legislature further finds and declares that fair and equitable
administration of the Sales and Use Tax Law and effective collection
of existing tax liability requires that retailers located out of this state
who engage in mail order sales or utilize electronic media collect tax
from California consumers.

SEC. 2. The Legislature also finds 'and declares that the
prepayment threshold for the collection of tax under the Sales and
Use Tax Law has not been increased since 1966, thereby causing a
hardship to California’s small businesses, and that the threshold for
this tax prepayment should be adjusted to reflect the increase in the
Consumer Price Index since 1966. .

SEC. 3. Section 6203 of the Revenue and Taxation Code is
amended to read:

6203. Except as provided by Sections 6292 and 6293, every retailer
engaged in business in this state and making sales of tangible
personal property for storage, use, or other consumption in this state,
not exempted under Chapter 3.5 (commencing with Section 6271)
or Chapter 4 (commencing with Section 6351), shall, at the time of
making the sales or, if the storage, use, or other consumption of the
tangible personal property is not then taxable hereunder, at the time
the storage, use, or other consumption becomes taxable, collect the
tax from the purchaser and give to the purchaser a receipt therefor
in the manner and form prescribed by the board.

As respects leases constituting sales of tangible personal property,
the tax shall be collected from the lessee at the time amounts are paid
by the lessee under the lease.

“Retailer engaged in business in this state” as used in this and the
preceding section means and includes any of the following:

(a) Any retailer maintaining, occupying, or using, permanently or
temporarily, directly or indirectly, or through a subsidiary, or agent,
by whatever name called, an office, place of distribution, sales or
sample room or place, warehouse or storage place, or other place of
business.

(b) Any retailer having any representative, agent, salesman,
canvasser, or solicitor operating in this state under the authority of
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the retailer or its subsidiary for the purpose of selling, delivering, or
the taking of orders for any tangible personal property.

(c) As respects a lease, any retailer deriving rentals from a lease
of tangible personal property situated in this state.

(d) Any retailer who, pursuant to a contract with a broadcaster or
publisher located in this state, solicits orders for tangible personal
property by means of advertising which is disseminated primarily to
consumers located in this state and only secondarily to bordering
jurisdictions.

(e) Any retailer soliciting orders for tangible personal property by
mail if the solicitations are substantial and recurring and if the
retailer benefits from any banking, financing, debt collection,
telecommunication, or marketing activities occurring in this state or
benefits from the location in this state of authorized installation,
servicing, or repair facilities.

(f) Any retailer owned or controlled by the same interests which
own or control any retailer engaged in business in the same or a
similar line of business in this state.

(g) Any retailer having a franchisee or licensee operating under
its trade name if the franchisee or licensee is required to collect the
tax under this section.

(h) Any retailer who, pursuant to a contract with a cable
television operator located in this state, solicits orders for tangible
personal property by means of advertising which is transmitted or
distributed over a cable television system in this state.

SEC. 4. Section 6471 of the Revenue and Taxation Code is
amended to read:

6471. (a) Upon written notification by the board, any person
whose estimated measure of tax liability under this part averages fifty
thousand dollars ($50,000) or more per month, as determined by the
board, shall, without regard to the measure of tax in any one month
make prepayments as prescribed in this section.

(1) In the first, third, and fourth calendar quarters, the person
shall prepay not less than 90 percent of the amount of state and local
tax liability for each of the first two monthly periods of each quarterly
period.

(2) In the second calendar quarter, the person shall prepay a first
prepayment of 95 percent of the amount of state and local tax liability
for the first monthly period of each quarterly period and a second
prepayment of either of the following:

(A) Ninety-five percent of the amount of state and local tax
liability for the second monthly period of the quarterly period, plus
95 percent of the amount of state and local tax liability for the first
15 days of the third monthly period of the quarterly period.

(B) Ninety-five percent of the amount of state and local tax
liability for the second monthly period of the quarterly period, plus
50 percent of 95 percent of the amount of the liability for the second
monthly period of the quarterly period.

(b) Persons engaged in their present business during all of the
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corresponding quarterly period of the preceding year, or persons
who are successors to a business which was in operation during all of
that quarterly period, may satisfy the above monthly prepayment
requirements for the first, third, and fourth calendar quarters by
payment of an amount equal to one-third of the measure of tax
liability reported on the return or returns filed for that quarterly
period of the preceding year multiplied by the state and local tax rate
in effect during the month for which the prepayment is made.

These persons may satisfy their prepayment requirements for the
second calendar quarter by making a first prepayment of an amount
equal to one-third of the measure of tax liability reported, and a
second prepayment of an amount equal to one-half of the measure
of tax liability reported, on the return or returns filed for that
quarterly period of the preceding year multiplied by the state and
local tax rate in effect during the month for which the prepayment
is made.

Prepayments shall be made during the quarterly periods
designated by the board and during each succeeding quarterly
periods until further notified in writing by the board.

SEC. 5. Section 6472 of the Revenue and Taxation Code is
amended to read:

6472. For purposes of Section 6471, prepayment shall be
accompanied by a report of the amount of the prepayment in a form
prescribed by the board and shall be made to the board as follows:

(a) In the first, third, and fourth calendar quarters, on or before
the 24th day next following the end of each of the first two monthly
periods of each quarterly period.

(b) In the second calendar quarter as follows:

(1) The first prepayment on or before the 24th day next followmg
the end of the first monthly period of each quarterly period.

(2) The second prepayment on or before the 23rd day of the third
monthly period of each quarterly period for the second monthly
period and the first 15 days of the third monthly period of each
quarterly period.

SEC. 6. Section 6474 of the Revenue and Taxation Code is
amended to read:

6474. In determining whether a person’s estimated measure of
tax liability averages fifty thousand dollars ($50,000) or more per
month for purposes of Section 6471, the board may consider tax
returns filed pursuant to this part as well as any information in the
board’s possession or which may come into its possession.

SEC. 7. Section 6477 of the Revenue and Taxation Code is
amended to read:

6477. Any person required to make a prepayment pursuant to
Section 6471 who fails to make a prepayment before the last day of
the monthly period following the quarterly period in which the
prepayment became due and who files a timely return and payment
for the quarterly period in which the prepayment became due shall
also pay a penalty of 6 percent of the amount equal to 90 percent or
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95 percent of the tax liability, as prescribed by that section, for each
of the periods during that quarterly period for which a required
prepayment was not made.

SEC. 8. Sections 4 to 7, inclusive, of this act shall become
operative only if the Attorney General certifies to the Legislature
and to the Executive Secretary of the State Board of Equalization
that subdivisions (d), (e), (f), and (g) of Section 6203 of the Revenue
and Taxation Code, as added by this act, are legally enforceable
under the United States Constitution, as determined by a final
adjudication in the courts, and the Department of Finance certifies
to the Legislature that revenues attributable to those subdivisions are
being remitted to the State Board of Equalization, in which case
those sections of this act shall become operative on the first day of
the second calendar quarter commencing after the date of that
certification.

CHAPTER 1145

An act to amend Section 6203 of the Revenue and Taxation Code,
relating to taxation.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987 ]

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

SECTION 1. Section 6203 of the Revenue and Taxation Code is
amended to read:

6203. Except as provided by Sections 6292 and 6293, every retailer
engaged in business in this state and making sales of tangible
personal property for storage, use, or other consumption in this state,
not exempted under Chapter 3.5 (commencing with Section 6271)
or Chapter 4 (commencing with Section 6351), shall, at the time of
making the sales or, if the storage, use, or other consumption of the
tangible personal property is not then taxable hereunder, at the time
the storage, use, or other consumption becomes taxable, collect the
tax from the purchaser and give to the purchaser a receipt therefor
in the manner and form prescribed by the board.

As respects leases constituting sales of tangible personal property,
the tax shall be collected from the lessee at the time amounts are paid
by the lessee under the lease.

“Retailer engaged in business in this state” as used in this and the
preceding section means and includes any of the following:

(a) Any retailer maintaining, occupying, or using, permanently or
temporarily, directly or indirectly, or through a subsidiary, or agent,
by whatever name called, an office, place of distribution, sales or
sample room or place, warehouse or storage place, or other place of
business.
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(b) Any retailer having any representative, agent, salesman,
canvasser, or solicitor operating in this state under the authority of
the retailer or its subsidiary for the purpose of selling, delivering, or
the taking of orders for any tangible personal property.

(c) As respects a lease, any retailer deriving rentals from a lease
of tangible personal property situated in this state.

(d) Any retailer soliciting orders for tangible personal property by
means of a telecommunication or television shopping system (which
utilizes toll free numbers) which is intended by the retailer to be
broadcast by cable television or other means of broadcasting, to
consumers located in this state.

(e) Any retailer soliciting orders for tangible personal property by
mail if the solicitations are substantial and recurring and if the
retailer benefits from any banking, financing, debt collection,
telecornmunication, or marketing activities occurring in this state or
benefits from the location in this state of authorized installation,
servicing, or repair facilities.

SEC. 2. Section 6203 of the Revenue and Taxation Code is
amended to read:

6203. Except as provided by Sections 6292 and 6293, every retailer
engaged in business in this state and making sales of tangible
personal property for storage, use, or other consumption in this state,
not exempted under Chapter 3.5 (commencing with Section 6271)
or Chapter 4 (commencing with Section 6351), shall, at the time of
making the sales or, if the storage, use, or other consumption of the
tangible personal property is not then taxable hereunder, at the time
the storage, use, or other consumption becomes taxable, collect the
tax from the purchaser and give to the purchaser a receipt therefor
in the manner and form prescribed by the board.

As respects leases constituting sales of tangible personal property,
the tax shall be collected from the lessee at the time amounts are paid
by the lessee under the lease.

“Retailer engaged in business in this state” as used in this and the
preceding section means and includes any of the following:

(a) Any retailer maintaining, occupying, or using, permanently or
temporarily, directly or indirectly, or through a subsidiary, or agent,
by whatever name called, an office, place of distribution, sales or
sample room or place, warehouse or storage place, or other place of
business.

(b) Any retailer having any representative, agent, salesman,
canvasser, or solicitor operating in this state under the authority of
the retailer or its subsidiary for the purpose of selling, delivering, or
the taking of orders for any tangible personal property.

(c) As respects a lease, any retailer deriving rentals from a lease
of tangible personal property situated in this state.

(d) Any retailer soliciting orders for tangible personal property by
means of a telecommunication or television shopping system (which
utilizes toll free numbers) which is intended by the retailer to be
broadcast by cable television of other means of broadcasting, to
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consumers located in this state.

(e) Any retailer who, pursuant to a contract with a broadcaster or
publisher located in this state, solicits orders for tangible personal
property by means of advertising which is disseminated primarily to
consumers located in this state and only secondarily to bordering
jurisdictions.

(f) Any retailer soliciting orders for tangible personal property by
mail if the solicitations are substantial and recurring and if the
retailer benefits from any banking, financing, debt collection,
telecommunication, or marketing activities occurring in this state or
benefits from the location in this state of authorized installation,
servicing, or repair facilities.

(g) Any retailer owned or controlled by the same interests which
own or control any retailer engaged in business in the same or a
similar line of business in this state.

(h) Any retailer having a franchisee or licensee operating under
its trade name if the franchisee or licensee is required to collect the
tax under this section.

(i) Any retailer who, pursuant to a contract with a cable television
operator located in this state, solicits orders for tangible personal
property by means of advertising which is transmitted or distributed
over a cable television system in this state.

SEC. 3. Section 2 of this bill incorporates amendments to Section
6203 of the Revenue and Taxation Code proposed by both this bill
and AB 229. It shall only become operative if (1) both bills are
enacted and become effective on January 1, 1988, (2) each bill
amends Section 6203 of the Revenue and Taxation Code, and (3) this
bill is enacted after AB 229, in which case Section 1 of this bill shall
not become operative.

CHAPTER 1146

An act to amend Sections 17701 and 39250 of, and to add Section
39141 4 to, the Education Code, relating to school buildings.

[Approved by Governor September 25, 1987, Filed with
Secretary of State September 26, 1987 |

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

SECTION 1. This act shall be known and may be cited as the
Hughes Earthquake Safety Act of 1987.

The purpose of this act is to ensure that no public school pupils are
housed in unsafe school buildings after September 1, 1990.

SEC. 2. Section 17701 of the Education Code is amended to read:

17701. (a) The Legislature hereby declares that it is in the
interest of the state and the people thereof for the state to
reconstruct, remodel, or replace existing school buildings that are
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educationally inadequate or that do not meet present-day structural
safety requirements, and to acquire new schoolsites and buildings for
the purpose of making them available to local school districts for the
pupils of the public school system, that system being a matter of
general concern inasmuch as the education of the children of the
state is an obligation and function of the state.

(b) In order to expedite the elimination of the use of
nonconforming school buildings that are used or designed to be used
for instructional purposes or intended to be entered by pupils, the
State Allocation Board may establish criteria that considers special
circumstances under which funds may be allocated for the
reconstruction of nonconforming buildings. The funds allocated in
accordance with this section shall not exceed 75 percent of the cost
of facility replacement.

SEC. 3. Section 39141.4 is added to the Education Code, to read:

39141.4. Notwithstanding any provision of law except Section
39250, a leased building that does not meet the requirements of
Section 39140 may not be used as a school building, as defined in
Section 39141, after September 1, 1990.

SEC. 4. Section 39250 of the Education Code is amended to read:

39250. The governing board of a school district may:

(a) Lease buildings and other facilities such as administrative
offices, warehouses, athletic facilities, outdoor assembly facilities,
auditoriums, quarters for adult education, transportation facilities,
and communication facilities, for a period of not to exceed 16 years.

(b) Lease property from the federal government, the state, or any
county, city and county, city, or district for the purpose of
constructing school buildings and facilities thereon.

Any building leased or lease-purchased, shall be deemed the
construction or alteration of a school building, as those terms are used
in Article 3 (commencing with Section 39140). The governing board
of a school district may request and obtain from the State Allocation
Board authority for use of any such building not meeting the
structural standards prescribed by Article 3 (commencing with
Section 39140) for a maximum of three years upon presentation of
satisfactory evidence to the State Allocation Board that the district
is proceeding in a timely manner with a construction program that
will eliminate the need for the leased facilities within that time
period. A building or facility used by a school district under a lease
or lease-purchase agreement into which neither pupils nor teachers
are required to enter or that would be excluded from the meaning
of “school building,” as defined in Section 39214, shall not be
considered to be a “school building” within the meaning of Section
39141.
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CHAPTER 1147

An act to amend Section 12034 of, and to add Sections 246.1 and
12022.55 to, the Penal Code, relating to crime, and declaring the
urgency thereof, to take effect immediately.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987.]

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

SECTION 1. Section 246.1 is added to the Penal Code, to read:

246.1. (a) Except as provided in subdivision (f), upon the
conviction of any person found guilty of murder in the first or second
degree, manslaughter, attempted murder, assault with a deadly
weapon, or the unlawful discharge or brandishing of a firearm from
or at an occupied vehicle where the victim was killed, attacked, or
assaulted from or in a motor vehicle by the use of a firearm on a
public street or highway, the court shall order a vehicle used in the
commiission of that offense sold.

Any vehicle ordered to be sold pursuant to this subdivision shall be
surrendered to the sheriff of the county or the chief of police of the
city in which the violation occurred. The officer to whom the vehicle
is surrendered shall promptly ascertain from the Department of
Motor Vehicles the names and addresses of all legal and registered
owners of the vehicle and within five days of receiving that
information, shall send by certified mail a notice to all legal and
registered owners of the vehicle other than the defendant, at the
addresses obtained from the department, informing them that the
vehicle has been declared a nuisance and will be sold or otherwise
disposed of pursuant to this section, and of the approximate date and
location of the sale or other disposition. The notice shall also inform
any legal owner of its right to conduct the sale pursuant to
subdivision (b).

(b) Any legal owner which in the regular course of its business
conducts sales of repossessed or surrendered motor vehicles may
take possession and conduct the sale of the vehicle if it notifies the
officer to whom the vehicle is surrendered of its intent to conduct
the sale within 15 days of the mailing of the notice pursuant to
subdivision (a). Sale of the vehicle pursuant to this subdivision may
be conducted at the time, in the manner, and on the notice usually
given by the legal owner for the sale of repossessed or surrendered
vehicles. The proceeds of any sale conducted by the legal owner shall
be disposed of as provided in subdivision (d).

(c) If the legal owner does not notify the officer to whom the
vehicle is surrendered of its intent to conduct the sale as provided
in subdivision (b), the officer shall offer the vehicle for sale at public
auction within 60 days of receiving the vehicle. At least 10 days but
not more than 20 days prior to the sale, not counting the day of sale,
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the officer shall give notice of the sale by advertising once in a
newspaper of general circulation published in the city or county, as
the case may be, in which the vehicle is located, which notice shall
contain a description of the make, year, model, identification
number, and license number of the vehicle, and the date, time, and
location of the sale. For motorcycles, the engine number shall also be
included. If there is no newspaper of general circulation published
in the county, notice shall be given by posting a notice of sale
containing the information required by this subdivision in three of
the most public places in the city or county in which the vehicle is
located and at the place where the vehicle is to be sold for 10
consecutive days prior to and including the day of the sale.

(d) The proceeds of a sale conducted pursuant to this section shall
be disposed of in the following priority:

(1) To satisfy the costs of the sale, including costs incurred w1th
respect to the taking and keeping of the vehicle pending sale.

(2) To the legal owner in an amount to satisfy the indebtedness
owed to the legal owner remaining as of the date of sale, including
accrued interest or finance charges and delinquency charges.

(3) To the holder of any subordinate lien or encumbrance on the
vehicle to satisfy any indebtedness so secured if written notification
of demand is received before distribution of the proceeds is
completed. The holder of a subordinate lien or.encumbrance, if
requested, shall reasonably furnish reasonable proof of its interest,
and unless it does so on request is not entitled to distribution
pursuant to this paragraph.

(4) To any other person who can establish an interest in the
vehicle, including a community property interest, to the extent of his
or her provable interest.

(5) The balance, if any, to the city or county in Wthh the violation
occurred, to be deposited in a special account in its general fund to
be used exclusively to pay the costs or a part of the costs of providing
services or education to prevent juvenile violence.

The person conducting the sale shall disburse the proceeds of the
sale as provided in this subdivision, and provide a written accounting
regarding the disposition to all persons entitled to or claiming a share
of the proceeds, within 15 days after the sale is conducted.

(e) -If the vehicle to be sold under this section is not of the type
that can readily be sold to the public generally, the vehicle shall be
destroyed or donated to an eleemosynary institution.

(f) No vehicle may be sold pursuant to this section in either of the
following circumstances:

(1) The vehicle is stolen, unless the identity of the legal and
registered owners of the vehicle cannot be reasonably ascertained.

(2) The vehicle is owned by another, or there is a community
property interest in the vehicle owned by a person other than the
defendant and the vehicle is the only vehicle available to the
defendant’s immediate family which may be operated on the
highway with a class 3 or class 4 driver’s license.
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(g) A vehicle is used in the commission of a violation of the
offenses enumerated in subdivision (a) if a firearm is discharged
either from the vehicle at another person or by an occupant of a
vehicle other than the vehicle in which the victim is an occupant.

SEC. 2. Section 12022.55 is added to the Penal Code, to read:

12022.55. Notwithstanding Section 12022.5, any person who, with
the intent to inflict great bodily injury or death, inflicts great bodily
injury, as defined in Section 12022.7, or causes the death of a person,
other than an occupant of a motor vehicle, as a result of discharging
a firearm from a motor vehicle in the commission of a felony or
attempted felony, shall, upon conviction of the felony or attempted
felony, in addition and consecutive to the punishment prescribed for
the felony or attempted felony of which he or she has been
convicted, be punished by an additional term of imprisonment in the
state prison for five years.

SEC. 3. Section 12034 of the Penal Code is amended to read:

12034. (a) Itis a misdemeanor for a driver of any motor vehicle
or the owner of any motor vehicle, whether or not the owner of the
vehicle is occupying the vehicle, knowingly to permit any other
person to carry into or bring into the vehicle a firearm in violation
of Section 12031 of this code or Section 2006 of the Fish and Game
Code.

(b) Any driver or owner of any vehicle, whether or not the owner
of the vehicle is occupying the vehicle, who knowingly permits any
other person to discharge any firearm from the vehicle is punishable
by imprisonment in the county jail for not more than one year or in
state prison for 16 months or two or three years.

(¢) Any person who willfully and maliciously discharges a firearm
from a motor vehicle at another person other than an occupant of a
motor vehicle is guilty of a felony punishable by imprisonment in
state prison for three, five, or seven years.

(d) Except as provided in Section 3002 of the Fish and Game
Code, any person who willfully and maliciously discharges a firearm
from a motor vehicle is guilty of a public offense punishable by
imprisonment in the county jail for not more than one year or in the
state prison.

SEC. 4. No reimbursement is required by this act pursuant to
Section 6 of Article XIII B of the California Constitution because the
only costs which may be incurred by a local agency or school district
will be incurred because this act creates a new crime or infraction,
changes the definition of a crime or infraction, changes the penalty
for a crime or infraction, or eliminates a crime or infraction.

Additionally, no reimbursement is required by this act pursuant to
Section 6 of Article XIII B of the California Constitution because the
local agency or school district has the authority to levy service
charges, fees, or assessments sufficient to pay for the program or level
of service mandated by this act.

SEC. 5. This act is an urgency statute necessary for the
immediate preservation of the public peace, health, or safety within
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the meaning of Article IV of the Constitution and shall go into
immediate effect. The facts constituting the necessity are:

In order to make the shooting of motorists on this state’s public
streets and highways a serious felony offense, and in order to deter
persons from violent actions upon our public streets and highways,
it is essential that this act take ‘effect immediately.

CHAPTER 1148

An act to amend Sections 19815.6, 20603, and 20607 of, and to add
Sections 19816.17 and 20745 to, the Government Code, relating to
state agencies, and declaring the urgency thereof, to take effect
immediately.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987 ]

The people of the State of California do enact as follows:
SECTION 1. Section 198156 of the Government Code is

amended to read:

19815.6. (a) Notwithstanding the provisions of Sections 11042
and 11043, the chief counsel shall represent the department in all
legal matters in which the department is interested, before any
administrative agency or court of law.

(b) The department may charge state agencies and departments
for the actual and necessary costs of legal services rendered by the
legal division in unfair practice cases, representation cases, and
requests for injunctive relief arising pursuant to Chapter 10.3
(commencing with Section 3512) of Division 4 of Title 1, in grievance
arbitration cases arising under negotiated memoranda of
understanding, and in all labor law and nonmerit personnel matters
in state and federal courts.

(c) In grievance arbitration cases arising pursuant to memoranda
of understanding negotiated pursuant to Sections 3517 and 3517.5,
the department may charge state agencies involved for the actual
and necessary costs of arbitration, including the state’s share of the
arbitrator’s fees, transcription fees, and other related costs.

(d) The department may charge state agencies for their pro rata
share of the actual and necessary costs of negotiating and
administering memoranda of understanding pursuant to Sections
3517 and 3517.5.

SEC. 2. Section 19816.17 is added to the Government Code, to
read:

19816.17. The department may enter into contracts for the
provision of legally authorized employee benefits not requiring
voluntary participation or payroll deductions. Where these contracts
are made, the Controller shall transfer from the operating budgets
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of the departments participating in the contract to the State Payroll
Revolving Fund, an amount sufficient to fund each department’s per
capita cost. The Controller shall pay the contractor or contractors
pursuant to the master payment schedule and the certification from
the department.

SEC. 3. Section 20603 of the Government Code is amended to
read:

20603. (a) The normal rate of contribution for a state
miscellaneous member whose service is not included in the federal
system shall be 6 percent of the compensation in excess of three
hundred seventeen dollars ($317) per month paid that member for
service rendered on and after July 1, 1976, The normal rate of
contribution for a school member, or a local miscellaneous member
shall be 7 percent of the compensation paid that member for service
rendered on and after the operative date of the amendments to this
section at the 1971 Regular Session.

The normal rate of contribution as established under this
subdivision for a member whose service is included in the federal
system, and whose service retirement allowance is reduced under
Section 21251.13 because of that inclusion, shall be reduced by
one-third as applied to compensation not exceeding four hundred
dollars ($400) per month for service after the date of execution of ithe
agreement including service in the federal system and prior to
termination of the agreement with respect to the coverage group to
which he or she belongs.

{b) The normal rate of contribution for a state miscellaneous
member whose service has been included in the federal system shall
be 5 percent of compensation in excess of five hundred thirteen
dollars ($513) per month paid that member for service rendered on
and after July 1, 1976.

(c) The normal rate of contribution for a state miscellaneous
member who elects to become subject to Section 21251.146 or Section
21251.147 shall be 0 percent.

(d) Notwithstanding any other provision of this part, state
member contributions on premium compensation for planned
overtime paid at the “half-time” rate as part of the regular shift
under the federal Fair Labor Standards Act or the Memorandum of
Understanding of State Bargaining Unit 8 are waived for the period
April 15, 1985, through June 30, 1988.

This subdivision applies to State Bargaining Unit 8 and becomes
effective only if the board approves a waiver of employer
contributions on the same premium compensation for the same
period of time. If this subdivision is approved by the board, benefits
shall be calculated to include overtime paid at the one-half time rate.

SEC. 4. Section 20607 of the Government Code is amended to
read:

20607. (a) The normal rate of contribution for state peace
officer/firefighter members shall be 8 percent of the compensation
in excess of two hundred thirty-eight dollars ($238) per month paid
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those members.

(b) Notwithstanding any other provision of this part, state
member contributions on premium compensation for planned
overtime paid at the “half-time” rate as part of the regular shift
under the federal Fair Labor Standards Act or the Memorandum of
Understanding of State Bargaining Unit 8 are waived for the period
April 15, 1985, through June 30, 1988.

This subdivision applies to State Bargaining Unit 8 and becomes
effective only if the board approves a waiver of employer
contributions on the same premium compensation for the same
period of time. If this subdivision is approved by the board, benefits
shall be calculated to include overtime paid at the one-half time rate.

SEC. 5. Section 20745 is added to the Government Code, to read:

20745. Notwithstanding any other provision of this part, the
state’s contribution on premium compensation for planned overtime
paid at the “half-time” rate as part of the regular shift under the
federal Fair Labor Standards Act or the Memorandum of
Understanding of State Bargaining Unit 8 are waived for the period
April 15, 1985, through June 30, 1988. This section applies to State
Bargaining Unit 8 and becomes effective only if the board approves
a waiver of employer contributions on the same premium
compensation for the same period of time. If this section is approved
by the board, benefits shall be calculated to include overtime paid at
the one-half time rate.

SEC. 6. The following memoranda of understanding prepared
pursuant to Section 3517.5 and entered into by the state employer
and the following employee organizations on the dates listed below,
which require the expenditure of funds, are hereby approved for the
purposes of Section 3517.6:

(a) Unit 5—California Association of Highway Patrolmen, dated
July 20, 1987.

(b) Unit 8—California Department of Forestry Employees
Association, dated August 5, 1987.

(c) Unit 10—California Association of Professional Scientists,
dated August 6, 1987.

(d) Unit 16~Union of American Physicians and Dentists, dated
July 17, 1987.

SEC. 7. Notwithstanding Section 3517.6, any memorandum of
understanding that requires the expenditure of funds shall become
effective even if the memorandum of understanding is approved by
the Legislature in legislation other than the annual Budget Act.

SEC. 8. This act is an urgency statute necessary for the
immediate preservation of the public peace, health, or safety within
the meaning of Article IV of the Constitution and shall go into
immediate effect. The facts constituting the necessity are:

In order for the provisions of this act to be applicable for the entire
1987-88 fiscal year, or as much thereof as possible, and so permit the
orderly administration of state government as soon as possible it is
necessary for this act to take effect immediately.
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CHAPTER 1149

An act to add Section 14040.5 to the Welfare and Institutions Code,
relating to Medi-Cal.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987 ]

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

SECTION 1. Section 14040.5 is added to the Welfare and
Institutions Code, to read:

14040.5. (a) Billing intermediaries shall register with the
director and shall obtain an identifier code which shall be part of all
Medi-Cal claims submitted by any billing intermediary.

(b) Any provider using a billing intermediary to bill the Medi-Cal
program shall provide written notification to the director of the
name and address of the billing intermediary.

(¢) Any Medi-Cal claim submitted by a billing intermediary
failing to comply with the requirements of this section will be subject
to denial by the director. The director may deny or withdraw
registration to a billing intermediary based upon failure to comply
with this section or for involvement of a billing intermediary in
illegal submission of claims.

(d) For purposes of this section, a billing intermediary includes
any entity including a partnership, corporation, sole proprietorship,
or person which bills Medi-Cal on behalf of a provider pursuant to
a contractual relationship with the provider. As used in this section
a billing intermediary does not include salaried employees of a
provider. :

(e) As used in this section “provider” means a.y individual,
partnership, clinic, group, association, corporation, or institution as
defined in Section 51051 of Title 22 of the California Administrative
Code, and includes any officer, director, agent, or employee thereof.

SEC. 2. Section 1 of this act shall become operative July 1, 1988.

CHAPTER 1150

An act to add Section 867 to the Financial Code, relating to
financial instruments.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987.]

The people of the State of California do enact as follows:
SECTION 1. Section 867 is added to the Financial Code, to read:

867. (a) Funds deposited in an account at a depository
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institution shall be available on the second business day after the
business day on which those funds are deposited in the case of a
cashier’s check, certified check, teller’s check, or depository check
subject to the following:

(1) The check is endorsed only by the person to whom it was
issued.

(2) The check is deposited in a receiving depository institution
which is staffed by individuals employed by that institution.

(3) The check is deposited with a special deposit slip which
indicates it is a cashier’s check, certified check, teller’s check, or
depository check, as the case may be.

(4) The check is deposited into an account in the name of a
customer which has maintained any account with the receiving
depository institution for a period of 60 days or more.

(5) The face amount of the check is for five thousand dollars
($5,000) or less.

In the case of funds deposited on any business day in an account
at a depository institution by depository checks, the aggregate
amount of which exceeds five thousand dollars ($5,000), this
subdivision shall apply only with respect to the first five thousand
dollars ($5,000) of the aggregate amount.

(b) Subdivision (a) does not apply to a depository check if the
receiving depository institution reasonably believes that the check is
uncollectible from the originating depository institution. For
purposes of this subdivision, “reasonable cause to believe” requires
the existence of facts which would cause a well-grounded belief in
the mind of a reasonable person. These reasons shall include, but not
be limited to, a belief that (1) the drawer or drawee of the depository
check has been, or will imminently be, adjudicated a bankrupt or
placed in receivership or (2) the depository check may be involved
in a fraud or in a scheme commonly known as “kiting.” In these
situations, the depository institution electing to proceed under this
subdivision shall so notify the drawer and drawee no later than the
close of the next business day following deposit of the depository
check.

(c) For purposes of this section the following terms have the
following meaning:

(1) “Account” means any demand deposit account and any other
similar transaction account at a depository institution.

(2) “Business day” means any day other than a Saturday, Sunday,
or legal holiday.

(3) “Cashier’s check™ means any check which is subject to the
following:

(A) The check is drawn on a depository institution.

(B) The check is signed by an officer or employee of the
depository institution.

(C) The check is a direct obligation of the depository institution.

(4) “Certified check” means any check with respect to which a
depository institution certifies the following:
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(A) That the signature on the check is genuine.

(B) The depository institution has set aside funds which are equal
to the amount of the check and will be used only to pay that check.

(5) “Depository check” means any cashier’s check, certified
check, teller’s check, and any other functionally equivalent
instrument, as determined by the Board of Governor’s of the Federal
Reserve System or the Superintendent of Banks.

(6) “Depository institution™ has the meaning given in clauses (i)
through (vi) of Section 19(b) (1) (A) of the Federal Reserve Act.

(7) “Teller’s check” means any check issued by a depository
institution and drawn on another depository institution.

(d) Except for the specific circumstances and checks described in
this section, this section is not intended to restrict or preempt the
regulatory authority of the Superintendent of Banks, Savings and
Loan Commissioner, or Commissioner of Corporations.

(e) In the event of a suspension or modification of any similar
provisions in the federal Expedited Funds Availability Act, the effect
of this section shall be similarly suspended or modified.

SEC. 2. Itisthe intent of the Legislature that the term “account,”
as defined in paragraph (1) of subdivision (c) of Section 867 of the
Financial Code, is not intended to, nor does it apply to, investment
thrift certificate accounts of industrial loan companies.

CHAPTER 1151

An act to amend Section 1364 of the Civil Code, relating to real
property.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987.]

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

SECTION 1. Section 1364 of the Civil Code is amended to read:

1364. (a) Unless otherwise provided in the declaration of a
common interest development, the association is responsible for
repairing, replacing, or maintaining the commmon areas, other than
exclusive use common areas, and the owner of each separate interest
is responsible for maintaining that separate interest and any
exclusive use common area appurtenant to the separate interest.

(b) (1) In a community apartment project, condominium
project, or stock cooperative, as defined in Section 1351, unless
otherwise provided in the declaration, the association is responsible
for the repair and maintenance of the common area occasioned by
the presence of wood-destroying pests or organisms.

(2) In a planned development as defined in Section 1351, unless
a different maintenance scheme is provided in the declaration, each
owner of a separate interest is responsible for the repair and
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maintenance of that separate interest as may be occasioned by the
presence of wood-destroying pests or organisms. Upon approval of
the majority of all members of the association, the responsibility for
such repair and maintenance may be delegated to the association,
which shall be entitled to recover the cost thereof as a special
assessment. )

(c) The costs of temporary relocation during the repair and
maintenance of the areas within the responsibility of the association
shall be borne by the owner of the separate interest affected.

(d) (1) The association may cause the temporary, summary
removal of any occupant of a common interest development for such
periods and at such times as may be necessary for prompt, effective
treatment of wood-destroying pests or organisms.

(2) The association shall give notice of the need to temporarily
vacate a separate interest to the occupants and to'the owners, not less
than 15 days nor more than 30 days prior to the date of the temporary
relocation. The notice shall state the reason for the temporary
relocation, the date and time of the beginning of treatment, the
anticipated date and time of termination of treatment, and that the
occupants will be responsible for their own accommodations during
the temporary relocation.

(3) Notice by the association shall be deemed complete upon
either:

(A) Personal delivery of a copy of the notice to the occupants, and
sending a copy of the notice to the owners, if different than the
occupants, by first-class mail, postage prepaid at the most current
address shown on the books of the association.

(B) By sending a copy of the notice to the-occupants at the
separate interest address and a copy of the notice to the owners, if
different than the occupants, by first-class mail, postage prepaid, at
the most current address shown on the books of the association.

(e) For purposes of this section, “occupant” means an owner,
resident, guest, invitee, tenant, lessee, sublessee, or other person in
possession on the separate interest.

(f) Notwithstanding the provisions of the declaration, the owner
of a separate interest is entitled to reasonable access to the common
areas for the purpose of maintaining the internal and external
telephone wiring made part of the exclusive use common areas of a
separate interest pursuant to paragraph (2) of subdivision (i) of
Section 1351. The access shall be subject to the consent of the
association, whose approval shall not be unreasonably withheld, and
which may include the association’s approval of telephone wiring
upon the exterior of the common areas, and other conditions as the
association determines reasonable.
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CHAPTER 1152

An act to amend Sections 462, 12787.5, 12789, 12789.5, 12794.5,
12795, and 12796 of, to add Section 12788.6 to, and to repeal and add
Section 12795.6 of, the Food and Agricultural Code, relating to
agriculture.

[Approved by Governor September 25, 1987 Filed with
Secretary of State September 26, 1987.]

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

SECTION 1. Section 462 of the Food and Agricultural Code is
amended to read:

462. The director may enter into an agreement with one or more
organizations representing growers, shippers, manufacturers of
7, micultural commodities, nonprofit trade associations whose
members market agricultural commodities, federal or state
marketing order boards, and state commissions which are organized
pursuant to this code, operate in California, and actively engage in
the marketing of agricultural commodities, whereby research will be
conducted by public or private agencies to determine methods,
techniques, or criteria for agricultural commodities to qualify for
entrance into foreign markets.

The agreement shall specify that the state will provide up to 50
percent of the funds necessary for the research and the other parties
to the agreement will provide an amount equal to or greater than
that provided by the state.

State funds shall be available for expenditure for the purposes of
this section upon appropriation therefor in the Budget Act or other
statute.

SEC. 2. Section 12787.5 of the Food and Agricultural Code is
amended to read:

12787.5. The purpose of the program is to provide specific funds
to direct research projects concerning the control of pests which
pose a significant threat to the welfare of California’s agricultural
economy and citizenry with a predominant emphasis on developing
nonchemical and, secondarily, on integrated nonchemical and
chemical postharvest techniques for better pest control to further
promote the export of this state’s perishable agricultural
commodities.

SEC. 3. Section 12788.6 is added to the Food and Agricultural
Code, to read:

12788.6. The director shall give preference to research projects
proposed by federal and state marketing order boards and state
agricultural commissions. Approvals and priorities shall be based on
the following criteria:

(a) Potential for creating, maintaining, or increasing consumption
and exports of California agricultural commodities to other

112470



4068 STATUTES OF 1987 [ Ch. 1152

countries.

(b) Commodities for which there are very limited postharvest
pest control treatments.

(c) Cultural, political, environmental, and economic obstacles
which restrict imports of California agricultural commodities into
the markets.

(d) Potential to benefit California agriculture and provide
environmental safety.

SEC. 4. Section 12789 of the Food and Agricultural Code is
amended to read:

12789. The committee shall also advise the director on the
availability of alternative pest control techniques and on the status
of the development of alternatives to EDB and other postharvest
treatments. The alternatives shall be economically, environmentally,
and scientifically feasible.

SEC. 5. Section 12789.5 of the Food and Agricultural Code is
amended to read:

12789.5. Thé committee shall consist of the following members:

(a) The director, who shall be the chairperson.

(b) One representative of the State Department of Health
Services appointed by the director thereof.

(c) One representative of the Department of Industrial Relations
appointed by the director thereof.

(d) One representative of the State Water Resources Control
Board appointed by the board.

(e) The Chairman of the Assembly Committee on Agriculture
and the Chairman of the Senate Committee on Agriculture and
Water Resources, who shall participate in the activities of the
committee to the extent that the participation is not incompatible
with their duties as Members of the Legislature.

() One member appointed by the Speaker of the Assembly and
one member appointed by the Senate Committee on Rules, both of
whom have experience in the area of agricultural pesticides.

(g) Two members from the University of California appointed by
the President of the University of California, at least one of whom is
from the Cooperative Extension Service.

(h) One member appointed by the Chancellor of the California
State University.

(i) Nine members appointed by the director, each of whom has
experience in the postharvest storage and handling of perishable
agricultural commodities.

SEC. 6. Section 12794.5 of the Food and Agricultural Code is
amended to read:

12794.5. The committee shall prepare an annual report of the
research projects proposed, approved contracts awarded, the status
of ongoing research projects, and findings achieved from completed
research projects. The committee shall also report on its progress in
developing alternatives to EDB and other postharvest treatments.
The report shall be submitted annually not later than February 1 to
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the director and the Legislature.

SEC. 7. Section 12795 of the Food and Agricultural Code is
amended to read:

12795. The development and availability of alternatives to EDB
and other postharvest treatments shall be submitted in a firal report
to the director and the Legislature, as soon as practicable, out not
later than December 31, 1992.

SEC. 8. Section 12795.6 of the Food and Agricultural Code is
repealed.

SEC. 9. Section 12795.6 is added to the Food and Agricultural
Code, to read:

12795.6. Itis the intent of the Legislature that sufficient funds, not
to exceed two hundred fifty thousand dollars ($250,000), be
appropriated from the Agricultural Pest Control Resear. h Account
annually, through the 1991-92 fiscal year, to the depa tment to
enable it to continue to contract for research conducted pursuant to
this article and Section 462.

SEC. 10. Section 12796 of the Food and Agricultural Code is
amended to read:

12796. This article shall remain in effect only until January 1, 1993,
and as of that date is repealed, unless a later enacted statute, which
is enacted before January 1, 1993, deletes or extends that date.

CHAPTER 1153

An act to add Section 1428.2 to the Health and Safety Code,
relating to health facilities.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987.]

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

SECTION 1. Section 1428.2 is added to the Health and Safety
Code, to read:
1428.2. In the case of a class ““A” or class “AA” citation issued to
a long-term health care facility which is appealed, the citation shall
expire and have no further legal effect, if the Attorney General has
not filed an action in the court of competent jurisdiction, within one
year from the date the facility notifies the State Department of
Health Services of its intent to contest the citation in court.
Notwithstanding the time limit prescribed in subdivision (a) of
Section 1428, at the facility’s request, the department shall conduct
a citation review conference within 35 days from the date of the
request for a citation review conference. Unless a conference is
requested by the facility, this section shall not require the
department to conduct the conference within the 35-day period. The
hearing officer shall issue the decision within 30 days of the citation
review conference.
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CHAPTER 1154

An act to add Sections 17740.6, 17740.7, 17740.8, 17740.9, and 17741.8
to the Education Code, relating to school construction, and declaring
the urgency thereof, to take effect immediately.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987.)

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

SECTION 1. The Legislature finds and declares as follows:

(a) Many areas of the state now face a desperate need for new
neighborhood school facilities to relieve the severe overcrowding
resulting from tremendous pupil population growth. Since the most
crowded schools are often located in densely populated areas with
little or no vacant or underdeveloped land available for new schools
or additions to existing schools, locating new school projects often
results in the dislocation and disruption of the very communities the
new facilities are designed to serve.

(b) The purpose of this act is to encourage school districts to
balance the need for new school facilities with the difficulties caused
by taking large sites in highly populated areas by offering incentives
to school districts to acquire sites that are substantially smaller than
those currently provided for under existing state guidelines. These
incentives would do all of the following:

(1) Provide sufficient resources to allow multistory or other
designs for facilities that would reduce the size of a site and thereby
reduce the number of local residents displaced, while ensuring that
the new school facilities constructed thereon will be equivalent to
those constructed other than pursuant to this act.

(2) Allow school districts reasonable regulatory and fiscal
flexibility so they can take advantage of the provisions of this act
without delaying the construction of new facilities.

(3) Ensure that the long-term costs of this act do not impose any
additional fiscal burden on the state by funding the payments
provided for in this act from the savings generated by reducing the
size of the sites that would need to be purchased with state funds.

(4) Ensure that the State Allocation Board exercises reasonable
regulatory discretion in the interpretation and application of the
projects built under the provisions of this act.

SEC. 2. Section 17740.6 is added to the Education Code, to read:

17740.6. (a) For any school of two or more stories, the project
funding provided under this chapter shall include, at the request of
the applicant district, the costs of any or all of the following:

(1) Compliance with applicable requirements of law for fire
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safety, and for handicapped access, as a result of the multistory
design. \

(2) Playground apparatus.

(3) Duct shafts, utility tunnels, and pipe conduit chases.

(4) Security items required as a result of the multistory design.

(b) In calculating the maximum project funding that may be
allocated for parking, landscaping, and other general school site
improvements, which calculation is determined in proportion to the
total building cost or area approved for funding under the project,
the total building cost or area approved for funding under the project
shall be computed by the board to include any increase in project
building area, as authorized under Section 17741.8. The applicant
district shall provide the board information on how the supplemental
project funding will be allocated to relieve the effects resuiting from
less than the specified land area for the school site.

(c) This section shall apply to any application for project funding
under this chapter for which the final apportionment for
construction of the project had not been made on or prior to
December 1, 1987.

(d) For any project approved under this chapter, the amount of
project funding granted by the board shall include the actual and
reasonable costs incurred by any applicant district for the revision of
its project application for the purpose of qualifying for supplemental
project funding as authorized by this section.

SEC. 3. Section 17740.7 is added to the Education Code, to read:

17740.7. Notwithstanding any other provision of this article, the
board shall provide that building area for enclosed hallways in the
second or higher story of any building shall be counted as two-thirds
of the actual area. For purposes of this section “enclosed hallways”
includes, but is not limited to, all of the following:

(a) Covered passages, arcades, shelters, porches, and planting
areas.

(b) Enclosed covered areas that provide shelter between
buildings that are 20 feet or more apart.

{c) Sun control devices designed and located to function in lieu of
covered walks or other shelters.

(d) Mezzanines used for storage purposes.

SEC. 4. Section 17740.8 is added to the Education Code, to read:

17740.8. Where an applicant district that is eligible under this
chapter for project funding of new construction of school facilities on
an existing school site, which site has less than 50 percent of the land
recommended under State Department of Education guidelines, as
published in the School Site Analysis and Development Handbook in
effect on January 1, 1987, the area of allowable new building
construction for that project shall be increased by the square footage
of any existing one-story school facility or facilities to be replaced
under the project by one or more multistory school facilities.

SEC. 5. Section 17740.9 is added to the Education Code, to read:

17740.9. (a) (1) The board shall allocate the amount calculated
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under subdivision (b), in addition to any other project funding
authorized under this chapter, to each project funded under this
chapter for which the resulting pupil density will exceed the
following:

(A) For a project for kindergarten or any of the grades 1 to 6,
inclusive, 90 pupils per acre.

(B) For a project for a junior high school project, 80 pupils per
acre.

(C) For a project for a senior high school project, 70 pupils per
acre.

(2) For any new construction project, pupil density shall be
computed, for purposes of paragraph (1), by dividing the number of
units of estimated average daily attendance for the project, including
those to be served by relocatable structures, by the acreage of the
project site.

(3) For any project for the construction of additional facility space
on an existing school site or on land acquired that is adjacent to an
existing school site, pupil density shall be computed, for purposes of
paragraph (1), by adding the number of units of estimated average
daily attendance for the project to the number of units of average
daily attendance for the existing school facilities, and dividing that
sum by the total site acreage for the project and the existing school
facilities.

(b) The supplemental project funding authorized under this
section shall be calculated by dividing the actual pupil density for the
project, as calculated under subdivision (a), by the threshold pupil
density for the project as set forth in that subdivision, and
multiplying the resulting fraction by an amount equal to the average
cost per acre of the land approved for acquisition by the board under
this chapter for the project, or that would have been approved for
acquisition if the applicant schooldistrict had not had an existing
school site available for the project.

SEC. 6. Section 17741.8 is added to the Education Code, to read:

17741.8. (a) Notwithstanding any other provision of law, any
applicant school district that receives supplemental project funding
under Sections 17740.6, 17740.7, 17740.8, and 17741.8 shall apply that
funding to the purposes of the project funded, in compliance with
any requirements set forth in those sections, but need not comply in
that regard with the allowable building area of that project as
otherwise calculated under this chapter. The expenditure of the
supplemental project funds authorized under those sections is
exempt from the total building cost standards applicable to the
project. In addition, the increase in building area authorized under
this subdivision is exempt, for purposes of any subsequent application
for project funding under this chapter, from the calculation of
existing adequate school construction of the district.

(b) Notwithstanding any other provision of law, the total amount
of supplemental project funding that an applicant district is entitled
to receive under Sections 17740.6, 17740.7, 17740.8, and 17740.9 may
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not exceed the lesser of the following:

(1) An amount equal to that calculated under subdivision (b) of
Section 17740.9. .

(2) An amount equal to the sum of four thousand dollars ($4,000)
for each of the first 500 units of estinated average daily attendance
for the project, and two thousand dollars ($2,000) for each additional
unit of estimated average daily attendance. The monetary rates set
forth in this paragraph shall be increased annually for inflation for
the prior calendar year on the basis of the cost index for class B
construction as determined in the January meeting of the board.

SEC. 7. This act is an urgency statute necessary for the
immediate preservation of the public peace, health, or safety within
the meaning of Article IV of the Constitution and shall go into
immediate effect. The facts constituting the necessity are:

In order to assist school districts to meet the need for additional
school facilities as soon as possible, it is necessary that this act go into
immediate effect.

CHAPTER 1155

An act to amend Section 1203 of the Penal Code, relating to crimes,
and declaring the urgency thereof, to take effect immediately.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987.]

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

SECTION 1. The Legislature finds and declares all of the
following:

(a) That it is the right of every person to be secure and protected
from the terrorizing activities of violent individuals.

(b) That the freedom of law-abiding persons to travel upon
California’s public highways and freeways without fear of
intimidation, unreasonable restriction, and endangerment of their
own personal safety from violent acts is a basic human right that must
be upheld and protected.

(¢) That a safe and secure highway and freeway system is a vital
component in the continuance of California’s strong economic life
and provides the primary means on which millions of Californians
depend to travel to and from their workplaces and on which millions
of visitors to California depend to travel to those places of interest
which have drawn them to our state.

(d) That, in the summer of 1987, the frequency of violent assaults
upon law-abiding motorists on California’s public highways and
freeways has increased significantly so that, in a two-month period
between mid-June and mid-August of 1987, there were close to 60
incidents of violence on our highways and freeways, in which four
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people were killed, 19 people injured, and hundreds more were
placed in mortal danger. .

(e) That these violent incidents of terror, in many cases, are
designéd to intimidate, not just specific motorists who somehow gain
the ire of these assailants, but the general driving public as well.

(f) That these acts of terror can and do disrupt the safe operation
of the public highway and freeway system and endanger not only the
lives of intended victims but the lives of other innocent motorists and
bystanders when panic strikes the immediate area.

(g) That the potential for great bodily injury and death goes far
beyond the immediate action, since the behavior of the assailant and
the reactions of terrorized motorists can lead to mass confusion and
traffic calamities.

(h) That these freeway terrorists must be adequately punished for
the crime they commit against not only innocent individuals but the
safety and well-being of the entire motoring public; and that
California’s highways and freeways must be ridded of this violent
element.

SEC. 2. Section 1203 of the Penal Code, as amended by Chapter
134 of the Statutes of 1987, is amended to read:

1203. (a) As used in this code, “probation” shall mean the
suspension of the imposition or execution of a sentence and the order
of conditional and revocable release in the community under the
supervision of the probation officer. As used in this code, “conditional
sentence” shall mean the suspension of the imposition or execution
of a sentence and the order of revocable release in the community
subject to the conditions established by the court without the
supervision of the probation officer. It is the intent of the Legislature
that both conditional sentence and probation are authorized
whenever probation is authorized in any code as a sentencing option
for infractions or misdemeanors.

(b) Except as provided in subdivision (j), in every case in which
a person is convicted of a felony and is eligible for probation, before
judgment is pronounced, the court shall immediately refer the
matter to the probation officer to investigate r .d report to the court,
at a specified time, upon the circumstances surrounding the crime
and the prior history and record ot the person, which may be
considered either in aggravation or mitigation of the punishment.
The probation officer shall immediately investigate and make a
written report to the court of his or her findings and
recommendations, including his or her recommendations as to the
granting or denying of probation and the conditions of probation, if
granted. Pursuant to Section 828 of the Welfare and Institutions
Code, the probation officer shall include in his or her report any
information gathered by a law enforcement agency relating to the
taking of the defendant into custody as a minor, which shall be
considered for purposes of determining whether adjudications of
commissions of crimes as a juvenile warrant a finding that there are
circumstances in aggravation pursuant to Section 1170 or to deny
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probation. The probation officer shall also include in the report his
or her recommendation of the amount the defendant should be
required to pay as a restitution fine pursuant to Section 13967 of the
Government Code. The probation officer shall also include in his or
her report a recommendation as to whether the court shall require,
as a condition of probation, restitution to the victim or to the
Restitution Fund. The report shall be made available to the court and
the prosecuting and defense attorney at least nine days prior to the
time fixed by the court for the hearing and determination of the
report, and shall be filed with the clerk of the court as a record in
the case at the time of the hearing. The time within which the report
shall be made available and filed may be waived by written
stipulation of the prosecuting and defense attorneys which is filed
with the court or an oral stipulation in open court which is made and
entered upon the minutes of the court. At a time fixed by the court,
the court shall hear and determine the application, if one has been
made, or, in any case, the suitability of probation in the particular
case. At the hearing, the court shall consider any report of the
probation officer and shall make a statement that it has considered
such report which shall be filed with the clerk of the court as a record
in the case. If the court determines that there are circumstances in
mitigation of the punishment prescribed by law or that the ends of
justice would be served by granting probation to the person, it may
place the person on probation. If probation is denied, the clerk of the
court shall immediately send a copy of the report to the Department
of Corrections at the prison or other institution to which the person
is delivered.

(c) If a defendant is not represented by an attorney, the court
shall order the probation officer who makes the probation report to
discuss its contents with the defendant.

(d) In every case in which a person is convicted of a
misdemeanor, the court may either refer the matter to the probation
officer for an investigation and a report or summarily pronounce a
conditional sentence. If such a case is not referred to the probation
officer, in sentencing the person, the court may consider any
information concerning the person which could have been included
in a probation report. The court shall inform the person of the
information to be considered and permit him or her to answer or
controvert such information. For this purpose, upon the request of
the person, the court shall grant a continuance before the judgment
is pronounced.

(e) Except in unusual cases where the interests of justice would
best be served if the person is granted probation, probation shall not
be granted to any of the following persons:

(1) Unless the person had a lawful right to carry a deadly weapon,
other than a firearm, at the time of the perpetration of the crime or
his or her arrest, any person who has been convicted of arson,
robbery, burglary, burglary with explosives, rape with force or
violence, murder, assault with intent to commit murder, attempt to
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commit murder, trainwrecking, kidnapping, escape from the state
prison, or a conspiracy to commit one or more of such crimes and was
armed with such weapon at either of such times.

(2) Any person who used or attempted to use a deadly weapon
upon a human being in connection with the perpetration of the
crime of which he or she has been convicted.

(3) Any person who willfully inflicted great bodily injury or
torture in the perpetration of the crime of which he or she has been
convicted.

(4) Any person who has been previously convicted twice in this
state of a felony or in any other place of a public offense which, if
committed in this state, would have been punishable as a felony.

(5) Unless the person has never been previously convicted once
in this state of a felony or in any other place of a public offense which,
if committed in this state, would have been punishable as a felony,
any person who has been convicted of burglary with explosives, rape
with force or violence, murder, attempt to cormmit murder, assault
with intent to commit murder, trainwrecking, extortion, kidnapping,
escape from the state prison, a violation of Section 286, 288, or 288a,
or a conspiracy to commit one or more of such crimes.

(6) Any person who has been previously convicted once in this
state of a felony or in any other place of a public offense which, if
committed in this state, would have been punishable as a felony, if
he or she committed any of the following acts:

(A) Unless the person had a lawful right to carry a deadly weapon
at the time of the perpetration of such previous crime or his or her
arrest for such previous crime, he or she was armed with such
weapon at either of such times.

(B) The person used or attempted to use a deadly weapon upon
a human being in connection with the perpetration of such previous
crime.

(C) The person willfully inflicted great bodily injury or torture in
the perpetration of such previous crime.

(7) Any public official or peace officer of this state or any city,
county, or other political subdivision who, in the discharge of the
duties of his or her public office or employment, accepted or gave
or offered to accept or give any bribe, embezzled public money, or
was guilty of extortion.

(8) Any person who knowingly furnishes or gives away
phencyclidine.

(9) Any person who intentionally inflicted great bodily injury in
the commission of arson under subdivision (a) of Section 451 or who
intentionally set fire to, burned, or caused the burning of, an
inhabited structure or inhabited property in violation of subdivision
(b) of Section 451.

(10) Any person who, in the commission of a felony, inflicts great
bodily injury or causes the death of a human being by the discharge
of a firearm from or at an occupied motor vehicle proceeding on a
public street or highway.
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(f) When probation is granted in a case which comes within the
provisions of subdivision (e), 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 such a disposition.

(g) If a person is not eligible for probation, the judge shall refer
the matter to the probation officer for an investigation of the facts
relevant to determination of the amount of a restitution fine
pursuant to Section 13967 of the Government Code in all cases where
such determination is applicable. The judge, in his or her discretion,
may direct the probation officer to investigate all facts relevant to
the sentencing of the person. Upon such referral, the probation
officer shall immediately investigate the circumstances surrounding
the crime and the prior record and history of the person and make
a written report to the court of his or her findings. The findings shall
include a recommendation of the amount of the restitution fine as
provided in Section 13967 of the Government Code.

(h) In any case in which a defendant is convicted of a felony and
a probation report is prepared pursuant to subdivision (b) or (g), the
probation officer shall obtain and include in such report a statement
of the comments of the victim concerning the offense. The court may
direct the probation officer not to obtain such a statement in any case
where the victim has in fact testified at any of the court proceedings
concerning the offense.

(i) No probationer shall be released to enter another state unless
his or her case has been referred to the Administrator, Interstate
Probation and Parole Compacts, pursuant to the Uniform Act for-
Out-of-State Probationer or Parolee Supervision (Article 3
(commencing with Section 11175) of Chapter 2 of Title 1 of Part 4).

(j) In any court where a county financial evaluation officer is
available, in addition to referring the matter to the probation officer,
the court may order the defendant to appear before such county
financial evaluation officer for a financial evaluation of the
defendant’s ability to pay restitution, in which case the county
financial evaluation officer shall report his or her findings regarding
restitution and other court-related costs to the probation officer on
the question of the defendant’s ability to pay such costs.

Any order made pursuant to this subdivision may be enforced as
a violation of-the terms and conditions of probation upon’ willful
failure to pay and at the discretion of the court and as stated in the
order, may be enforced in the same manner as a judgment in a civil
action, if any balance remains unpaid at the end of the defendant’s
probationary period.

SEC. 3. Section 1203 of the Penal Code, as amended by Chapter
134 of the Statutes of 1987, is amended to read:

1203. (a) As used in this code, “probation” shall mean the
suspension of the imposition or execution of a sentence and the order
of conditional and revocable release in the community under the
supervision of the probation officer. As used in this code, “conditional
sentence” shall mean the suspension of the imposition or execution
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of a sentence and the order of revocable release in the community
subject to the conditions established by the court without the
supervision of the probation officer. It is the intent of the Legislature
that both conditional sentence and probation are authorized
whenever probation is authorized in any code as a sentencing option
for infractions or misdemeanors.

(b) Except as provided in subdivision (j), in every case in which
a person is convicted of a felony and is eligible for probation, before
judgment is pronounced, the court shall immediately refer the
matter to the probation officer to investigate and report to the court,
at a specified time, upon the circumstances surrounding the crime
and the prior history and record of the person, which may be
considered either in aggravation or mitigation of the punishment.
The probation officer shall immediately investigate and make a
written report to the court of his or her findings and
recommendations, including his or her recommendations as to the
granting or denying of probation and the conditions of probation, if
granted. Pursuant to Section 828 of the Welfare and Institutions
Code, the probation officer shall include in his or her report any
information gathered by a law enforcement agency relating to the
taking of the defendant into custody as a minor, which shall be
considered for purposes of determining whether adjudications of
commissions of crimes as a juvenile warrant a finding that there are
circumstances in aggravation pursuant to Section 1170 or to deny
probation. The probation officer shall also include in the report his
or her recommendation of the amount the defendant should be
required to pay as a restitution fine pursuant to Section 13967 of the
Government Code. The probation officer shall also include in his or
her report a recommendation as to whether the court shall require,
as a condition of probation, restitution to the victim or to the
Restitution Fund. The report shall be made available to the court and
the prosecuting and defense attorneys at least five days, or upon
request of the defendant or prosecuting attorney, nine days prior to
the time fixed by the court for the hearing and determination of the
report, and shall be filed with the clerk of the court as a record in
the case at the time of the hearing. The time within which the report
shall be made available and filed may be waived by written
stipulation of the prosecuting and defense attorneys which is filed
with the court or an oral stipulation in open court which is made and
entered upon the minutes of the court. At a time fixed by the court,
the court shall hear and determine the application, if one has been
made, or, in any case, the suitability of probation in the particular
case. At the hearing, the court shall consider any report of the
probation officer and shall make a statement that it has considered
such report which shall be filed with the clerk of the court as a record
in the case. If the court determines that there are circumstances in
mitigation of the punishment prescribed by law or that the ends of
justice would be served by granting probation to the person, it may
place the person on probation. If probation is denied, the clerk of the
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court shall immediately send a copy of the report to the Department
of Corrections at the prison or other institution to which the person
is delivered. )

(c) If a defendant is not represented by an attorney, the court
shall order the probation officer who makes the probation report to
discuss its contents with the defendant.

(d) In every case in which a person is convicted of a
misdemeanor, the court may either refer the matter to the probation
officer for an investigation and a report or summarily pronounce a
conditional sentence. If such a case is not referred to the probation
officer, in sentencing the person, the court may consider any
information concerning the person which could have been included
in a probation report. The court shall inform the person of the
information to be considered and permit him or her to answer or
controvert such information. For this purpose, upon the request of
the person, the court shall grant a continuance before the judgment
is pronounced.

(e) Except in unusual cases where the interests of justice would
best be served if the person is granted probation, probation shall not
be granted to any of the following persons:

(1) Unless the person had a lawful right to carry a deadly weapon,
other than a firearm, at the time of the perpetration of the crime or
his or her arrest, any person who has been convicted of arson,
robbery, burglary, burglary with explosives, rape with force or
violence, murder, attempt to commit murder, trainwrecking,
kidnapping, escape from the state prison, or a conspiracy to commit
one or more of such crimes and was armed with such weapon at
either of such times.

(2) Any person who used or attempted to use a deadly weapon
upon a human being in connection with the perpetration of the
crime of which he or she has been convicted.

(3) Any person who willfully inflicted great bodily injury or
torture in the perpetration of the crime of which he or she has been
convicted.

(4) Any person who has been previously convicted twice in this
state of a felony or in any other place of a public offense which, if
committed in this state, would have been punishable as a felony.

(5) Unless the person has never been previously convicted once
in this state of a felony or in any other place of a public offense which,
if committed in this state, would have been punishable as a felony,
any person who has been convicted of burglary with explosives, rape
with force or violence, murder, attempt to commit murder,
trainwrecking, extortion, kidnapping, escape from the state prison,
a violation of Section 286, 288, or 288a, or a conspiracy to commit one
or more of such crimes.

(6) Any person who has been previously convicted once in this
state of a felony or in any other place of a public offense which, if
committed in this state, would have been punishable as a felony, if
he or she committed any of the following acts:
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(A) Unless the person had a lawful right to carry a deadly weapon
at the time of the perpetration of such previous crime or his or her
arrest for such previous crime, he or she was armed with such
weapon at either of such times.

(B) The person used or attempted to use a deadly weapon upon
a human being in connection with the perpetration of such previous
crime.

(C) The person willfully inflicted great bodily injury or torture in
the perpetration of such previous crime.

(7) Any public official or peace officer of this state or any city,
county, or other political subdivision who, in the discharge of the
duties of his or her public office or employment, accepted or gave
or offered to accept or give any bribe, embezzled public money, or
was guilty of extortion.

(8) Any person who knowingly furnishes or gives away
phencyclidine.

(9) Any person who intentionally inflicted great bodily injury in
the commission of arson under subdivision (a) of Section 451 or who
intentionally set fire to, burned, or caused the burning of, an
inhabited structure or inhabited property in violation of subdivision
(b) of Section 451.

(10) Any person who, in the commission of a felony, inflicts great
bodily injury or causes the death of a human being by the discharge
of a firearm from or at an occupied motor vehicle proceeding on a
public street or highway.

(f) When probation is granted in a case which comes within the
provisions of subdivision (e), 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 such a disposition.

(g) If a person is not eligible for probation, the judge shall refer
the matter to the probation officer for an investigation of the facts
relevant to determination of the amount of a restitution fine
pursuant to Section 13967 of the Government Code in all cases where
such determination is applicable. The judge, in his or her discretion,
may direct the probation officer to investigate all facts relevant to
the sentencing of the person. Upon such referral, the probation
officer shall immediately investigate the circumstances surrounding
the crime and the prior record and history of the person and make
a written report to the court of his or her findings. The findings shall
include a recommendation of the amount of the restitution fine as
provided in Section 13967 of the Government Code.

(h) In any case in which a defendant is convicted of a felony and
a probation repcert is prepared pursuant to subdivision (b) or (g), the
probation officer shall obtain and include in such report a statement
of the comments of the victim concerning the offense. The court may
direct the probation officer not to obtain such a statement in any case
where the victim has in fact testified at any of the court proceedings
concerning the offense.

(i) No probationer shall be released to enter another state unless

112870



Ch. 1156 ] STATUTES OF 1987 4081

his or her case has been referred to the Administrator, Interstate
Probation and Parole Compacts, pursuant to the Uniform Act for
Out-of-State Probationer or Parolee Supervision (Article 3
(commencing with Section 11175) of Chapter 2 of Title 1 of Part 4).

(i) In any court where a county financial evaluation officer is
available, in addition to referring the matter to the probation officer,
the court may order the defendant to appear before such county
financial evaluation officer for a financial evaluation of the
defendant’s ability to pay restitution, in which case the county
financial evaluation officer shall report his or her findings regarding
restitution and other court-related costs to the probation officer on
the question of the defendant’s ability to pay such costs.

Any order made pursuant to this subdivision may be enforced as
a violation of the terms and conditions of probation upon willful
failure to pay and at the discretion of the court and as stated in the
order, may be enforced in the same manner as a judgment in a civil
action, if any balance remains unpaid at the end of the defendant’s
probationary period.

SEC.4. Section 3 of this bill incorporates amendments to Section
1203 of the Penal Code proposed by both this bill and SB 582. It shall
only become operative if (1) both bills are enacted and become
effective on or before January 1, 1988, but this bill becomes operative
first, (2) each bill amends Section 1203 of the Penal Code, and (3)
this bill is enacted after SB 582, in which case Section 1203 of the
Penal Code, as amended by Section 2 of this bill, shall remain
operative only until the operative date of SB 582, at which time
Section 3 of this bill shall become operative.

SEC. 3. This act is an urgency statute necessary for the
immediate preservation of the public peace, health, or safety within
the meaning of Article IV of the Constitution and shall go into
immediate effect. The facts constituting the necessity are:

In order to make the terrorizing of motorists or other persons on
this state’s public streets and highways a felony offense and in order
to deter persons from violent actions upon our public streets and
highways, it is necessary that this act take effect immediately.

CHAPTER 1156

An act to add Article 6.3 (commencing with Section 25368) to
Chapter 6.8 of Division 20 of the Health and Safety Code, relating to
hazardous substances.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987.]
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The people of the State of California do enact as follows:

SECTION 1. The Legislature finds and declares all of the
following:

(a) There are technologies in existence today which can provide
permanent remedies to our hazardous substance cleanup problems.
However, for most of these technologies, cost and performance
information is incomplete, thus hindering their routine use at
remedial action sites. )

(b) It is therefore, the intent of the Legislature in enacting this
act, to establish a full-scale demonstration and evaluation of
alternative technologies, with the primary objective of establishing
reliable cost and performance data for site cleanup, thereby
enhancing the commercial utilization of these technologies at
hazardous substance release sites as alternatives to the containment
systems presently in use.

(c) The Legislature further declares that it is the policy of this
state to select likely cost-effective, permanent remedies to hazardous
substance release sites to the maximum extent possible in an effort
to achieve more permanent protection of human health and the
environment.

SEC. 2. Article 6.3 (commencing with Section 25368) is added to
Chapter 6.8 of Division 20 of the Health and Safety Code, to read:

Article 6.3. Technology Demonstration Program

25368. Notwithstanding Section 253355.5, the department shall
carry out a program of full-scale demonstrations to evaluate
treatment technologies that can be safely utilized for removal and
remedial actions to hazardous substance releases.

25368.1. For the purposes of this article, the following definitions
apply: . ’

(a) “Treatment technologies” means methods, techniques, or
processes, including proprietary or patented methods, which
permanently alter the composition of hazardous substances at
hazardous substance release sites through chemical, biological, or
physical means so as to make the substances nonhazardous or to
significantly reduce the toxicity, mobility, or volume, or any
combination thereof, of the hazardous substances or contaminated
materials being treated.

(b) “Full-scale demonstration” means a demonstration of a
technology which is of a size or capacity which permits valid
comparison of the technology to the technical performance and cost
of conventional technologies, which is likely to be cost-effective, and
which will result in a substantial or complete remedial or removal
action to a hazardous substance release site.

25368.2. The department shall select technology demonstration
projects to be evaluated pursuant to this article using criteria which
include, at a minimum, all of the following requirements:
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(a) The project proposal includes complete and adequate
documentation of technical feasibility.

(b) The project proposal includes evidence that a technology has
been sufficiently developed for full-scale demonstration and can
likely operate on a cost-effective basis.

(¢) The department has determined that a site is available and
suitable for demonstrating the technology or technologies, taking
into account the physical, biological, chemical, and geological
characteristics of the site, the extent and type of contamination
found at the site, and the capability to conduct demonstration
projects in a manner to ensure the protection of human health and
the environment.

(d) The technology to be demonstrated preferably has
widespread applicability in removal and remedial actions at other
sites in the state.

(e) The project will be developed to the extent that a successful
demonstration on a hazardous substance release site may lead to
commercial utilization by responsible parties at other sites in the
state.

(f) The department has determined that adequate funding is
available from one or more of the following sources:

(1) Responsible parties.

(2) The Environmental Protection Agency.

(3) The Hazardous Substance Cleanup Fund.

(4) The state account.

25368.3. On or before July 1, 1988, the department shall identify
hazardous substance release sites, listed pursuant to paragraph (2) or
(3) of subdivision (b) of Section 25356, that are particularly
well-suited for technology demonstration projects. In identifying
hazardous substance release sites, the department shall consider, at
a minimum, all of the following:

(a) The state’s priority ranking for removal and remedial actions
to hazardous substance release sites adopted pursuant to Section
25356.

(b) The volume and variability of the hazardous substance release
at the site.

(c) The availability of data characterizing the hazardous
substance release.

(d) The accessibility of the hazardous substance release.

(e) Availability of required utilities.

(F) Support of federal and local governments.

(g) Potential for adverse effects to public health and the
environment.

25368.4. (a) On or before July 1, 1988, and at least once every 12
months thereafter, the department shall publish a solicitation for
proposals to conduct treatment demonstration projects which utilize
technologies which are at a stage of development suitable for
full-scale demonstrations at hazardous substance release sites. The
solicitation notice shall prescribe information to be included in the
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proposal, including technical and economic data derived from the
applicant’s own research and development efforts, and any other
information which may be prescribed by the department to assess
the technology’s potential and safety and the types of removal or
remedial action to which it may be applicable.

(b) Any person and private or public entity may submit an
application to the department in response to the solicitation. The
application shall contain a proposed treatment demonstration plan
setting forth how the treatment demonstration project is to be
carried out and any other information which the department may
require. .

25368.5. (a) On or before January 1, 1989, after reviewing all
proposals submitted pursuant to Section 25368.4, the department
shall select three treatment demonstration projects, to be
commenced during 1989, using, at a minimum, the criteria specified
in  Section 25368.2. Each year thereafter the department shall
commence a minimum of two projects.

(b) If the department determines that the required number of
demonstrations required by subdivision (a) cannot be initiated
consistent with the criteria specified in Section 25368.2 in any fiscal
year, the departrnent shall inform the appropriate committees of the
Legislature of the reasons for its inability to conduct these
demonstration projects.

(¢) Each treatment demonstration project selected pursuant to
this section shall be performed by the applicant, or by a person
approved by the applicant and the department.

25368.6. Notwithstanding Section 25360, if the department
determines that using an alternative treatinent technology to
conduct a removal or remedial action would be more costly than
another available and feasible removal or remedial action method
that would also achieve satisfactory results, the department may
determine not to attempt to recover from the liable person the
incremental costs of the removal or remedial action attributable to
the alternative treatment technology.

25368.7. The department shall conduct a technology transfer
program which shall include the development, collection,
evaluation, coordination, and dissemination of information relating
to the utilization of alternative or innovative hazardous waste
treatment technologies demonstrated pursuant to this article. The
information shall include an evaluation of each treatment
demonstration project’s efficacy relating to performance and cost in
achieving permanent and significant reduction in risks from
hazardous substance releases. The information shall also include
documentation cf the testing procedures utilized in the project, the
data collected, and the quality assurance and quality control which
was conducted. The information shall also include the technology’s
applicability, pretreatment and posttreatment measurements, and
the technology’s advantages or disadvantages compared to other
available technologies.
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25368.8. Notwithstanding paragraph (5) of subdivision (c¢) of
Section 25356.1, when preparing or approving a remedial action plan
for a treatment demonstration project selected pursuant to this
article, the department shall consider the cost effectiveness of the
project but is not required to choose the most cost-effective measure.

CHAPTER 1157

An act to amend Item 2720-011-044 of Section 2.00 of the Budget
Act of 1987, relating to crimes, making an appropriation therefor, and
declaring the urgency thereof, to take effect immediately.

[Approved by Governor September 25, 1987 Filed with
Secretary of State September 26 1987.]

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

SECTION 1. The Commissioner of the California Highway Patrol
shall assign additional traffic officers to those counties which are
experiencing the greatest level of freeway violence. The
commissioner shall immediately hire 150 traffic officers and 30
support personnel for the purpose of addressing the recent incidents
of freeway violence.

SEC. 2. Item 2720-011-044 of Section 2.00 of the Budget Act of
1987 is amended to read:

2720-011-044—For payments of deficiencies in appro-
priations for the Department of the California

Highway Patrol, Program 97 Unallocated, which

may be authorized by the Director of Finance, with

the consent of the Governor, payable from the Mo-

tor Vehicle Account, State Transportation Fund .. (4,000,000)

Provisions:

1. The Director of Finance shall report allocations
from this item in the same manner as required
for reporting allocations from Item 9840-001-494
of this act.

SEC.3. The sum of seven million, three hundred thousand dollars
($7,300,000) is hereby appropriated from the Motor Vehicle Account
in the State Transportation Fund to the Department of the California
Highway Patrol for the costs of hiring an additional 150 traffic offi-
cers, 30 support staff, and necessary equipment.

SEC. 4. This act is an urgency statute necessary for the immedi-
ate preservation of the public peace, health, or safety within the
meaning of Article IV of the Constitution and shall go into immediate
effect. The facts constituting the necessity are:

In order to increase the number of uniformed officers on patrol
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and to enhance the California Highway Patrol’s capability in meeting
the needs of the motoring public, it is necessary that this bill take
effect immediately.

CHAPTER 1158

An act to amend Sections 1463.14 and 1463.16 of the Penal Code,
relating to crirnes.

[ApEcroved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987 ]

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

SECTION 1. Section 1463.14 of the ‘Penal Code is amended to
read:

1463.14. (a) Notwithstanding the provisions of Section 1463, of
the moneys deposited with the county treasurer pursuant to Section
1463, fifty dollars ($50) for each conviction of a violation of Section
23103, 23104, 23152, or 23153 of the Vehicle Code shall be deposited
in a special account which shall be used exclusively to pay for the cost
of performing for the county, or a city within the county, analysis of
blood, breath or urine for alcohol content or for the presence of
drugs, or for services related to that testing. The sum shall not exceed
the reasonable cost of providing the services for which the sum is
intended.

On November 1 of each year, the treasurer of each county shall
determine those moneys in the special account which were not
expended during the preceding fiscal year, and shall transfer those
moneys into the general fund of the county. The county may retain
an amount of that money equal to its administrative cost incurred
pursuant to this section, and shall distribute the remainder pursuant
to Section 1463.

(b) The Board of Supervisors of Contra Costa County may, by
resolution, authorize the imposition of a fifty dollar ($50) assessment
by the court upon each defendant convicted of a violation of Section
23152 or 23153 of the Vehicle Code for deposit in the account from
which the fifty dollar ($50) distribution specified in subdivision (a)
is deducted.

(¢) The Department of. Justice shall promulgate rules and
regulations to implement the provisions of this section.

SEC. 2. Section 1463.16 of the Penal Code is amended to read:

1463.16. (a) Notwithstanding Section 1203.1 or 1463, fifty dollars
($50) of each fine for each conviction of a violation of Section 23103,
23104, 23152, or 23153 of the Vehicle Code shall be deposited with the
county treasurer in a special account for exclusive allocation by the
county for the county’s alcoholism program, with approval of the
board of supervisors, for alcohol programs and services for the
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general population. These funds shall be allocated through the local
planning process pursuant to specific provision in the county alcohol
program plan which is submitted to the State Department of Alcohol
and Drug Programs. Programs shall be certified by the Department
of Alcohol and Drug Programs or have made application for
certification to be eligible for funding under this section. The county
shall implement the intent and procedures of subdivision (b) of
Section 11812 of the Health and Safety Code while distributing funds
under this section.

(b) In a county of the first, second, third, or fifteenth class,
notwithstanding Section 1463, of the moneys deposited with the
county treasurer pursuant to Section 1463, fifty dollars ($50) for each
conviction of a violation of Section 23103, 23104, 23152, or 23153 of the
Vehicle Code shall be deposited in a special account for exclusive
allocation by the administrator of the county’s alcoholism program,
with approval of the board of supervisors, for alcohol programs and
services for the general population. These funds shall be allocated
through the local planning process pursuant to a specific provision
in the county plan which is submitted to the State Department of
Alcohol and Drug Programs. For those services for which standards
have been developed and certification is available, programs shall be
certified by the State Department of Alcohol and Drug Programs or
shall apply for certification to be eligible for funding under this
section. The county alcohol administrator shall implement the intent
and procedures of subdivision (b) of Section 11812 of the Health and
Safety Code while distributing funds under this section.

(¢) The Board of Supervisors of Contra Costa County may, by
resolution, authorize the imposition of a fifty dollar ($50) assessment
by the court upon each defendant convicted of a violation of Section
23152 or 23153 of the Vehicle Code for deposit in the account from
which the fifty dollar ($50) distribution specified in subdivision (a)
is deducted.

(d) It is the specific intent of the Legislature that funds expended
under this part shall be used for ongoing alcoholism program services
as well as for contracts with private nonprofit organizations to
upgrade facilities to meet state certification and state licensing
standards and federal nondiscrimination regulations relating to
accessibility for handicapped persons.

(e) Counties may retain up to 5 percent of the funds collected to
offset administrative costs of collection and disbursement.
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CHAPTER 1159

An act to amend Section 12022.5 of the Penal Code, relating to
crimes, and declaring the urgency thereof, to take effect
immediately.

[Approved by Governor September 25, 1987. Filed with
Secretary of State September 26, 1987.]

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

SECTION 1. Section 12022.5 of the Penal Code is amended to
read:

12022.5. (a) Any person who personally uses a firearm in the
commission or attempted commission of a felony shall, upon
conviction of such felony or attempted felony, in addition and
consecutive to the punishment prescribed for the felony or
attempted felony of which he or she has been convicted, be punished
by an additional term of imprisonment in the state prison for two
years, unless use of a firearm is an element of the offense of which
he or she was convicted.

(b) Notwithstanding subdivision (a), any person who is
convicted of a felony or an attempt to commit a felony, including
murder or attempted murder, in which that person discharged a
firearm at an occupied motor vehicle which caused great bodily
injury or death to the person of another, shall, upon conviction of that
felony or attempted felony, in addition and consecutive to the
sentence prescribed for the felony or attempted felony, be punished
by an additional term of imprisonment in the state prison for five
years.

(c) The additional term provided by this section may be imposed
in cases of assault with a firearm under paragraph (2) of subdivision
(a) of Section 245, or assault with a deadly weapon which is a firearm
under Section 245.

(d) When a person is found to have personally used a firearm in
the commission or attempted commission of a felony as provided in
this section and the firearm is owned by that person, the court shall
order that the firearm be deemed a nuisance and disposed of in the
manner provided in Section 12028.

SEC. 3. This act is an urgency statute necessary for the
immediate preservation of the public peace, health, or safety within
the meaning of Article IV of the Constitution and shall go into
immediate effect. The facts constituting the necessity are:

In order to make the shooting at motorists on this state’s public
streets and highways a severely punishable offense and in order to
deter persons from violent actions upon our public streets and
highways, it is necessary that this act take effect immediately.
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CHAPTER 1160

An act to amend Section 926.17 of the Government Code, relating
to state agencies, and declaring the urgency thereof, to take effect
immediately.

[Approved by Governor September 25, 1987 Filed with
Secretary of State September 26, 1987.]

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

SECTION 1. Section 926.17 of the Government Code is amended
to read:

926.17. (a) (1) A state agency which acquires property or
services pursuant to a contract, including any approved change
order, with a business shall pay for each complete delivered item of
property or service on the date required by contract between the
business and agency or be subject to an interest penalty fee. If no
date for payment is specified by contract, the state agency shall pay
the contractor directly, if authorized to do so, within 50 calendar days
after the postmark date of the invoice . If the state agency is not
authorized to pay the contractor directly, the state agency shall
forward the invoice for payment to the Controller within 35 calendar
days after the postmark date of the invoice. The Controller shall pay
the contractor within 15 calendar days of receipt of the invoice from
the state agency.

(2) If, due to insufficient funds, a state agency is unable to meet
the payment deadlines provided for in paragraph (1) under a
contract for goods or services needed due to a natural disaster,
including, but not limited to, fires, floods, or earthquakes, payment
under the contract shall not be due until 30 calendar days after the
agency has received sufficient funds to pay the contractor.

(3) If, by applying paragraphs (1) and (2), a payment under a
contract with the Department of Forestry would become due during
the annually declared fire season, as declared by the Director of
Forestry, the payment shall not be due until 30 calendar days after
the date upon which it would otherwise have been due.

(4) The acquisition of property includes the rental of real or
personal property.

(b) (1) An interest penalty fee shall accrue and be charged on
payments overdue under subdivision (a) at a rate of 1 percent above
the rate accrued on June 30th of the prior year by the Pooled Money
Investment Account, but not to exceed 15 percent.

The interest penalty fee shall begin on the day after payment is
due if the payment due date is specified by contract. If no payment
date is specified by contract and the state agency is authorized to pay
the contractor directly, the interest penalty fee shall begin to accrue
on the 51st calendar day after the postmark date of the invoice and
shall be paid for out of the contracting state agency’s funds.
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If no payment date is specified by contract and the state agency
is not authorized to pay the contractor directly and the state agency
has not forwarded the invoice to the Controller’s office for payment
by the 35th calendar day after the postmark date of the invoice, an
interest penalty fee shall begin to accrue on the 36th calendar day
after the postmark date of the invoice and shall be paid for out of the
contracting state agency’s funds. The state agency’s liability ends on
the date a properly submitted invoice is received by the Controller.

After the invoice is forwarded to the Controller’s office from the
contracting state agency, an interest penalty fee shall begin to accrue
on the 16th calendar day after receipt of a properly submitted
invoice by the Controller’s office and shall be paid for out of the
Controller’s funds. The interest penalty fee ceases to accrue on the
date full payment is made.

(2) A state agency shall not seek additional approprlatlons to pay
interest which accrues as a result of an agency’s failure to make
payments as required by subdivision (a).

(3) When a state agency is required by this section to pay a
penalty, it shall be presumed that the fault is that of the head of the
state agency and, in such cases, the head of the state agency shall
submit to the Legislature a written report on the actions taken to
correct the problem.

(c) A court shall award court costs and reasonable attorney fees
to the plaintiff in an action brought pursuant to this section where
it is found that the state agency has violated this section. The costs
and fees shall be paid by the state agency at fault and shall not
become a personal economic liability of any public officer or
employee thereof.

(d) If the state agency’s failure to make payment as required by
subdivision (a) is the result of a dispute between the agency and the
business over the amount due or over compliance with the contract,
the 35 and 50 calendar days specified in subdivision (a) shall begin
on the date the dispute is settled either by mutual agreement
between the contracting parties or by receipt of a corrected invoice.
A state agency may dispute an invoice if the state agency so notifies
the contractor within 15 calendar days of receipt of the invoice.

(e) For the purposes of this section, “invoice” means a document
seeking payment on a contract and which contains a detailed list of
goods shipped.-or services rendered, with an accounting of all costs.

(f) This section shall not apply to claims for reimbursement for
health care services provided under the Medi-Cal program, as
established pursuant to Chapter 7 (commencing with Section 14000)
of Part 3 of Division 9 of the Welfare and Institutions Code.

(2) Section 926.10 shall not apply to any contract covered by this
section.

(h) This sectnon shall not apply to any contract covered by Section
926.15.

(i) A state agency shall not make interest penalty fee payments of
less than five dollars ($5).
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SEC. 2. This act is an urgency statute necessary for the
immediate preservation of the public peace, health, or safety within
the meaning of Article IV of the Constitution and shall go into
immediate effect. The facts constituting the necessity are:

The welfare of the people of the State of California depends, in
part, on the ability of state agencies to contract for the purchase of
goods and services. Section 926.17, previously added to the
Government Code, would help maintain the integrity of the state’s
promises and thus its ability to attract and maintain contractual
relationships. In order to correct inconsistencies which hinder the
proper implementation of Section 926.17 and to prevent the
assessment of unfair penalties against state agencies, it is necessary
for this act to take effect immediately.

CHAPTER 1161

An act to amend Sections 1420 and 1428 of the Health and Safety
Code, and to amend Section 14018.4 of the Welfare and Institutions
Code, relating to health facilities.

[Approved by Governor September 25, 1987 Filed with
Secretary of State September 26, 1987.]

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

SECTION 1. Section 1420 of the Health and Safety Code is
amended to read:

1420. (a) Upon receipt of a complaint, the state department shall
assign an inspector to make a preliminary review of the complaint
and shall notify the complainant of the name of the inspector. Unless
the state department determines that the complaint is willfully
intended to harass a licensee or is without any reasonable basis, it
shall make an onsite inspection or investigation within 10 working
days of the receipt of the complaint. In either event, the complainant
shall be promptly informed of the state department’s proposed
course of action. Upon the request of either the complainant or the
state department, the complainant or his or her representative, or
both, may be allowed to accompany the inspector to the site of the
alleged violations during his or her tour of the facility, unless the
inspector determines that the privacy of any patient would be
violated thereby.

When conducting an onsite inspection or investigation pursuant to
this section, the state department shall collect and evaluate all
available evidence and may issue a citation based upon, but not
limited to, all of the following:

(1) Observed conditions.

(2) Statements of witnesses.

(3) Facility records.
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(b) Upon being notified of the state department’s determination
as a result of the inspection or investigation, a complainant who is
dissatisfied with the state department’s determination, regarding a
matter which would pose a threat to the health, safety, security,
welfare, or rights of a resident, shall be notified by the state
department of the right to an informal conference, as set forth in this
section. The complainant may, within five business days after receipt
of the notice, notify the director in writing of his or her request for
an informal conference. The informal conference shall be held with
the designee of the director for the county in which the long-term
health care facility which is the subject of the complaint is located.
The long-term health care facility may participate as a party in this
informal conference. The director’s designee shall notify the
complainant and licensee of his or her determination within 10
working days after the informal conference and shall apprise the
complainant and licensee in writing of the appeal rights provided in
subdivision (c).

(c) If the complainant is dissatisfied with the determination of the
director’s designee in the county in which the facility is located, the
complainant may, within 15 days after receipt of this determination,
notify in writing the Deputy Director of the Licensing and
Certification Division of the state department, who shall assign the
request to a representative of the Complainant Appeals Unit for
review of the facts that led to both determinations. As a part of the
Complainant Appeals Unit’s independent investigation, and at the
request of the complainant, the representative shall interview the
complainant in the district office where the complaint was initially
referred. Based upon this review, the Deputy Director of the
Licensing and Certification Division of the state department shall
make his or her own determination and notify the complainant and
the facility within 30 days.

(d) Any citaton issued as a result of a-conference or review
provided for in subdivision (b) or (¢) shall be issued and served upon
the facility within three days of the final determination, excluding
Saturday, Sunday, and holidays, unless the licensee agrees in writing
to an extension of this time. Service shall be effected either
personally or by registered or certified mail. A copy of the citation
shall also be sent to each complainant.

SEC. 2. Section 1428 of the Health and Safety Code is amended
to read:

1428. (a) If a licensee desires to contest a class “AA” or a class
“A” citation, or a citation alleging a class “B” violation and either a
class “AA” or class “A” violation or the proposed assessment of a civil
penalty therefor, the licensee shall within five business days after
service of the citation notify the director in writing of his or her
request for a citation review conference with the designee of the
director for the county in which the cited long-term health care
facility is located. The director’s designee shall hold, within five
business days from the receipt of the request, a citation review
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conference, at the conclusion of which he or she may affirm, modify,
or dismiss the citation or proposed assessment of a civil penalty. If the
director’s designee affirms, modifies, or dismisses the citation or
proposed assessment of a civil penalty, he or she shall state with
particularity in writing his or her reasons for that action, and shall
immediately transmit a copy thereof to each party to the original
complaint. If the licensee desires to contest a decision made after the
citation review conference, the licensee shall inform the director in
writing within five business days after he or she receives the decision
by the director’s designee. If the licensee fails to notify the director
in writing that he or she intends to contest the citation or the
proposed assessment of a civil penalty therefor or the decision made
by a director’s designee after a citation review conference within the
time specified in this subdivision, the citation or the proposed
assessment of a civil penalty or the decision by a director’s designee
after a citation review conference shall be deemed a final order of
the state department and shall not be subject to further
administrative review.

(b) If a licensee notifies the director that he or she intends to
contest a class “AA” or a class “A” citation, or a citation alleging a
class “B” violation and either a class “AA” or class “A” violation, the
director shall immediately notify the Attorney General. Upon
notification, the Attorney General shall promptly take all
appropriate action to enforce the citation and recover the civil
penalty prescribed thereon, and shall take such other action as the
Attorney General shall deem appropriate, in the court of competent
jurisdiction for the county in which the long-term health care facility
is located.

(¢) If a licensee desires to contest a class “B” citation or the
proposed assessment of a civil penalty therefor, the licensee shall
within five business days after service of the citation (1) notify the
director in writing of his or her request for a citation review
conference with the designee of the director for the county in which
the cited long-term health care facility is located; or (2) notify the
director in writing of the licensee’s intent to adjudicate the validity
of the citation in the municipal court in the county in which the
long-term health care facility is located. If requested by the licensee,
the director’s designee shall hold, within five business days from the
receipt of the request, a citation review conference, at the conclusion
of which he or she may affirm, modify, or dismiss the citation or the
proposed assessment of a civil penalty. If the director’s designee
affirms, modifies, or dismisses the citation or proposed assessment of
a civil penalty, he or she shall state with particularity in writing his
or her reasons for that action and shall immediately transmit a copy
thereof to each party to the original complaint. If the licensee desires
to contest a decision made after the citation review conference, the
licensee shall inform the director in writing within five business days
after he or she receives the decision by the director’s designee. In
order to perfect a judicial appeal of a contested citation, a licensee
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shall file a civil action in the municipal court in the county in which
the long-term health care facility is located. The action shall be filed
no later than 60 calendar days after a licensee notifies the director
that he or she intends to contest a citation, or, in the event a citation
review conference is held, no later than 60 calendar days after a
licensee notifies the director of his or her intent to contest the
decision of the director’s designee. If a judicial appeal is prosecuted
under the provisions of this subdivision, the state department shall
have the burden of establishing by a preponderance of the evidence
that (1) the alleged violation did occur, (2) the alleged violation met
the criteria for the class of citation alleged, and (3) the assessed
penalty was appropriate. The state department shall also have the
burden of establishing by a preponderance of the evidence that the
assessment of a civil penalty should be upheld. If a licensee fails to
notify the director in writing that he or she intends to contest the
citation or the decision made by the director’s designee within the
time specified in this subdivision, or fails to file a civil action within
the time specified in this subdivision, the citation or the decision by
the director’s designee after a citation review conference shall be
deemed a final order of the state department and shall not be subject
to further adrministrative review. If a licensee prosecutes a judicial
appeal of a contested citation or the assessment of a civil penalty, no
civil penalty shall be due and payable unless and until the appeal is
terminated in favor of the state department.

(d) The director or the director’s designee shall establish an
independent unit of trained citation review conference hearing
officers within the state department to conduct citation review
conferences. Citation review conference hearing officers shall be
directly responsible to the deputy director for licensing and
certification, and shall not be concurrently employed as supervisors,
district administrators, or regional administrators with the licensing
and certification division. Specific training shall be provided to
members of this unit on conducting an informal conference, with
emphasis on the regulatory and legal aspects of long-term health
care.

Where the state department issues a citation as a result of a
complaint or regular inspection visit, and a resident or residents are
specifically identified in a citation by name as being specifically
affected by the violation, then the following persons may attend the
citation review conference:

(1) The complainant and his or her designated representative.

(2) A personal health care provider, designated by the resident.

(3) A personal attorney, only if the long-term health care facility
has an attorney present.

(4) Any person representing the Office of the State Long-Term
Care Ombudsman, as defined in subdivision (c) of Section 9701 of the
Welfare and Institutions Code.

Where the state department determines that residents in the
facility were threatened by the cited violation but does not name
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specific residents, any person representing the Office of the State
Long-Term Care Ombudsman, as defined in subdivision (c) of
Section 9701 of the Welfare and Institutions Code, and a
representative of the residents or family council at the facility may
participate to represent all residents. In this case, these
representatives shall be the sole participants for the residents in the
conference. The residents’ council shall designate which
representative will participate.

The complainant, affected resident, or their designated
representatives shall be notified by the state department of the
conference and their right to participate. The director’s designee
shall notify the complainant or his or her designated representative
and the affected resident or his or her designated representative, of.
his or her determination based on the citation review conference.

(e) In assessing the civil penalty for a violation, all relevant facts
shall be considered, including, but not limited to, all of the following:

(1) The probability and severity of the risk which the violation
presents to the patient’s mental and physical condition.

(2) The patient’s medical condition.

(3) The patient’s mental condition and his or her history of mental
disability.

(4) The good-faith efforts exercised by the facility to prevent the
violation from occurring.

(5) The licensee’s history of compliance with regulations.

() Except as otherwise provided in this subdivision, an
assessment of civil penalties for a class “A” or class “B” violation shall
be trebled and collected for a second or subsequent viclation
occurring within any 12-month period, if a citation was issued and a
civil penalty assessed for the previous violation occurring within the
period, without regard to whether the action to enforce the previous
citation has become final. However, the increment to the civil
penalty required by this subdivision shall not be due and payable
unless and until the previous action has terminated in favor of the
state department.

If the class “B” violation is a patient’s rights violation, as defined
in subdivision (d) of Section 1424, it shall not be trebled unless the
state department determines the violation has a direct or immediate
relationship to the health, safety, security, or welfare of long-term
health care facility residents.

(g) The director shall prescribe procedures for the issuance of a
notice of violation with respect to violations having only a minimal
relationship to safety or health.

(h) Actions brought under the provisions of this chapter shall be
set for trial at the earliest possible date and shall take precedence on
the court calendar over all other cases except matters to which equal
or superior precedence is specifically granted by law. Times for
responsive pleading and for hearing any such proceeding shall be set
by the judge of the court with the object of securing a decision as to
subject matters at the earliest possible time.
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(i) If the citation is dismissed or reduced, the state department
shall take action immediately to ensure that the public records
reflect in a prominent manner that the citation was dismissed or
reduced.

(i) Upon a licensee notifying the director of its intent to contest
one or more citations or decisions made following a citation review
conference where the total penalties do not exceed fifteen thousand
dollars ($15,000), either the state or the licensee may elect to submit
the matter to binding arbitration. The parties shall agree upon an
arbitrator designated from the American Arbitration Association in
accordance with the association’s established rules and procedures.
The arbitration hearing shall be set within 45 days of the petitioner’s
election, but in no event less than 28 days from the date of selection
of an arbitrator. The arbitration hearing may be continued up to 15
additional days if necessary at the arbitrator’s discretion. The
arbitrator’s decision shall specify, in writing, the areas of
disagreement between the parties, the evidence upon which the
decision is based, and the reasons for the decision. The decision of the
arbitrator shall be based upon substantive law and shall be binding
on all parties, subject to judicial review. This review shall be limited
to whether there was substantial evidence to support the decision of
the arbitrator.

The arbitrator shall determine which of the parties are financially
liable for arbitration costs based upon the position each took at the
commencement of the arbitration proceedings compared to the
decision of the arbitrator.

The retention of, renewal of, or application for, a license to operate
a skilled nursing facility or intermediate care facility shall, for
purposes of the administration of this chapter, be deemed a written
agreement to arbitrate contested citations within the meaning of
Title 9 (commencing with Section 1280) of Part 3 of the Code of Civil
Procedure. Without extending the time for commencement of these
hearings, the provisions of Section 1283.05 of the Code of Civil
Procedure shall be applicable to all proceedings to arbitrate citations
issued pursuant to this chapter, except that depositions may be
noticed and taken without prior approval of the arbitrator.

Penalties paid on violations under this chapter shall be applied
against the state department’s accounts to offset any costs incurred
by the state pursuant to this subdivision. Any costs or penalties
assessed pursuant to this chapter shall be paid within 30 days of the
date the decision becomes final. If a facility does not comply with this
provision, the state department shall withhold any payment under
the Medi-Cal program until the debt is satisfied. No payment shall be
withheld if the state department determines that it would cause
undue hardship to the facility or to patients of the facility.

SEC. 2.5. Section 1428 of the Health and Safety Code is amended
to read:

1428. (a) IFf a licensee desires to contest a class “AA” or a class
“A” citation, or a citation alleging a class *“‘B” violation and either a
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class “AA” or class “A” violation or the proposed assessment of a civil
penalty therefor, the licensee shall within five business days after
service of the citation notify the director in writing of his or her
request for a citation review conference with the designee of the
director for the county in which the cited long-term health care
facility is located. The director’s designee shall hold, within five
business days from the receipt of the request, a citation review
conference, at the conclusion of which he or she may affirm, modify,
or dismiss the citation or proposed assessment of a civil penalty. If the
director’s designee affirms, modifies, or dismisses the citation or
proposed assessment of a civil penalty, he or she shall state with
particularity in writing his or her reasons for that action, and shall
immediately transmit a copy thereof to each party to the original
complaint. If the licensee desires to contest a decision made after the
citation review conference, the licensee shall inform the director in
writing within five business days after he or she receives the decision
by the director’s designee. If the licensee fails to notify the director
in writing that he or she intends to contest the citation or the
proposed assessment of a civil penalty therefor or the decision made
by a director’s designee after a citation review conference within the
time specified in this subdivision, the citation or the proposed
assessment of a civil penalty or the decision by a director’s designee
after a citation review conference shall be deemed a final order of
the state department and shall not be subject to further
administrative review.

(b) If a licensee notifies the director that he or she intends to
contest a class “AA” or a class “A” citation, or a citation alleging a
class “B” violation and either a class “AA” or class “A” violation, the
director shall immediately notify the Attorney General. Upon
notification, the Attorney General shall promptly take all
appropriate action to enforce the citation and recover the civil
penalty prescribed thereon, and shall take such other action as the
Attorney General shall deem appropriate, in the court of competent
jurisdiction for the county in which the long-term health care facility
is located.

(c) If a licensee desires to contest a class “B” citation or the
proposed assessment of a civil penalty therefor, the licensee shall
within five business days after service of the citation (1) notify the
director in writing of his or her request for a citation review
conference with the designee of the director for the county in which
the cited long-term health care facility is located; or (2) notify the
director in writing of the licensee’s intent to adjudicate the validity
of the citation in the municipal court in the county in which the
long-term health care facility is located. If requested by the licensee,
the director’s designee shall hold, within five business days from the
receipt of the request, a citation review conference, at the conclusion
of which he or she may affirm, modify, or dismiss the citation or the
proposed assessment of a civil penalty. If the director’s designee
affirms, modifies, or dismisses the citation or proposed assessment of
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a civil penalty, he or she shall state with particularity in writing his
or her reasons for that action and shall immediately transmit a copy
thereof to each party to the original complaint. If the licensee desires
to contest a decision made after the citation review conference, the
licensee shall inform the director in writing within five business days
after he or she receives the decision by the director’s designee. In
order to perfect a judicial appeal of a contested citation, a licensee
shall file a civil action in the municipal court in the county in which
the long-term health care facility is located. The action shall be filed
no later than 60 calendar days after a licensee notifies the director
that he or she intends to contest a citation, and served no later than
60 days thereafter, or, in the event a citation review conference is
held, no later than 60 calendar days after a licensee notifies the
director of his or her intent to contest the decision of the director’s
designee. If a judicial appeal is prosecuted under the provisions of
this subdivision, the state department shall have the burden of
establishing by a preponderance of the evidence that (1) the alleged
violation did occur, (2) the alleged violation met the criteria for the
class of citation alleged, and (3) the assessed penalty was
appropriate. The state department shall also have the burden of
establishing by a preponderance of the evidence that the assessment
of a civil penalty should be upheld. If a licensee fails to notify the
director in writing that he or she intends to contest the citation or
the decision made by the director’s designee within the time
specified in this subdivision, or fails to file a civil action within the
time specified in this subdivision, the citation or the decision by the
director’s designee after a citation review conference shall be
deemed a final order of the state department and shall not be subject
to further administrative review. If a licensee prosecutes a judicial
appeal of a contested citation or the assessment of a civil penalty, no
civil penalty shall be due and payable unless and until the appeal is
terminated in favor of the state department. Notwithstanding any
other provision of law, a licensee prosecuting a judicial appeal, after
January 1, 1988, shall file and serve an at issue memorandum
pursuant to Rule 209 of the California Rules of Court by July 1, 1988,
or within six rnonths after the state department files its answer in the
appeal, whichever is later. The court shall dismiss the appeal upon
motion of the state department if the at issue memorandum is not
filed by the facility within the period specified.

(d) The director or the director’s designee shall establish an
independent unit of trained citation review conference hearing
officers within the state department to conduct citation review
conferences. Citation review conference hearing officers shall be
directly responsible to the deputy director for licensing and
certification, and shall not be concurrently employed as supervisors,
district administrators, or regional administrators with the licensing
and certification division. Specific training shall be provided to
members of this unit on conducting an informal conference, with
emphasis on the regulatory and legal aspects of long-term health
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care.

Where the state department issues a citation as a result of a
complaint or regular inspection visit, and a resident or residents are
specifically identified in a citation by name as being specifically
affected by the violation, then the following persons may attend the
citation review conference:

(1) The complainant and his or her designated representative.

(2) A personal health care provider, designated by the resident.

(3) A personal attorney, only if the long-term health care facility
has an attorney present.

(4) Any person representing the Office of the State Long-Term
Care Ombudsman, as defined in subdivision (c¢) of Section 9701 of the
Welfare and Institutions Code.

Where the state department determines that residents in the
facility were threatened by the cited violation but does not name
specific residents, any person representing the Office of the State
Long-Term Care Ombudsman, as defined in subdivision (¢) of
Section 9701 of the Welfare and Institutions Code, and a
representative of the residents or family council at the facility may
participate to represent all residents. In this case, these
representatives shall be the sole participants for the residents in the
conference. The residents’ council shall designate which
representative will participate.

The complainant, affected resident, or their designated
representatives shall be notified by the state department of the
conference and their right to participate. The director’s designee
shall notify the complainant or his or her designated representative
and the affected resident or his or her designated representative, of
his or her determination based on the citation review conference.

(e) In assessing the civil penalty for a violation, all relevant facts
shall be considered, including, but not limited to, all of the following:

(1) The probability and severity of the risk which the violation
presents to the patient’s mental and physical condition.

(2) The patient’s medical condition.

(3) The patient’s mental condition and his or her history of mental
disability.

(4) The good-faith efforts exercised by the facility to prevent the
violation from occurring.

(5) The licensee’s history of compliance with regulations.

(f) Except as otherwise provided in this subdivision, an
assessment of civil penalties for a class “A” or class “B” violation shall
be trebled and collected for a second or subsequent violation
occurring within any 12-month period, if a citation was issued and a
civil penalty assessed for the previous violation occurring within the
period, without regard to whether the action to enforce the previous
citation has become final. However, the increment to the civil
penalty required by this subdivision shall not be due and payable
unless and until the previous action has terminated in favor of the
state department.
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If the class “‘B” violation is a patient’s rights violation, as defined
in subdivision (d) of Section 1424, it shall not be trebled unless the
state department determines the violation has a direct or immediate
relationship to the health, safety, security, or welfare of long-term
health care facility residents.

(g) The director shall prescribe procedures for the issuance of a
notice of violation with respect to violations having only a minimal
relationship to safety or health.

(h) Actions brought under this chapter shall be set for trial at the
earliest possible date and shall take precedence on the court calendar
over all other cases except matters to which equal or superior
precedence is specifically granted by law. Times for responsive
pleading and for hearing any such proceeding shall be set by the
judge of the court with the object of securing a decision as to subject
matters at the earliest possible time.

(i) If the citation is dismissed or reduced, the state department
shall take action immediately to ensure that the public records
reflect in a prominent manner that the citation was dismissed or
reduced.

(i) Upon a licensee notifying the director of its intent to contest
one or more citations or decisions made following a citation review
conference where the total penalties do not exceed fifteen thousand
dollars ($15,000), either the state or the licensee may elect to submit
the matter to binding arbitration. The parties shall agree upon an
arbitrator designated from the American Arbitration Association in
accordance with the association’s established rules and procedures.
The arbitration hearing shall be set within 45 days of the petitioner’s
election, but in no event less than 28 days from the date of selection
of an arbitrator. The arbitration hearing may be continued up to 15
additional days if necessary at the arbitrator’s discretion. The
arbitrator’s decision shall specify, in writing, the areas of
disagreement between the parties, the evidence upon which the
decision is based, and the reasons for the decision. The decision of the
arbitrator shall be based upon substantive law and shall be binding
on all parties, subject to judicial review. This review shall be limited
to whether there was substantial evidence to support the decision of
the arbitrator. .

The arbitrator shall determine which of the parties are financially
liable for arbitration costs based upon the position each took at the
commencement of the arbitration proceedings compared to the
decision of the arbitrator.

The retention of, renewal of, or application for, a license to operate
a skilled nursing facility or intermediate care facility shall, for
purposes of the administration of this chapter, be deemed a written
agreement to arbitrate contested citations within the meaning of
Title 9 (commencing with Section 1280) of Part 3 of the Code of Civil
Procedure. Without extending the time for commencement of these
hearings, the provisions of Section 1283.05 of the Code of Civil
Procedure shall be applicable to all proceedings to arbitrate citations
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issued pursuant to this chapter, except that depositions may be
noticed and taken without prior approval of the arbitrator.

Penalties paid on violations under this chapter shall be applied
against the state department’s accounts to offset any costs incurred
by the state pursuant to this subdivision. Any costs or penalties
assessed pursuant to this chapter shall be paid within 30 days of the
date the decision becomes final. If a facility does not comply with this
provision, the state department shall withhold any payment under
the Medi-Cal program until the debt is satisfied. No payment shall be
withheld if the state department determines that it would cause
undue hardship to the facility or to patients of the facility.

SEC. 3. Section 14018.4 of the Welfare and Institutions Code is
amended