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STATE OF CALIFORNIA \ .,<NOLD SCHWARZENEGGER. Governor 

OFFICE OF ADMINISTRATIVE LAW 
300 Capitol Mall, Suite 1250 
Sacramento, CA 95814 
(916) 323-6225 FAX (91 6) 323-6826 

SUSANLAPSLEY 
Director 

MEMORANDUM 

TO: Richard Bennion 

FROM: OAL Front Desk LB7
DATE: 511 31201 0 

RE: Return of Approved Rulemaking Materials 


OAL File No. 201 0-0405-01N 

OAL hereby returns this file your agency submitted for our review (OAL File No. 201 0-0405- 
0 1 N regarding Rural Investment). 

If this is an approved file, it contains a copy of the regulation(s) stamped "ENDORSED 
APPROVED" by the Office of Administrative Law and "ENDORSED FILED" by the Secretary 
of State. The effective date of an approved file is specified on the Form 400 (see item B.5). 
(Please Note: The 30' Day after filing with the Secretary of State is calculated from the date the 
Form 400 was stamped "ENDORSED FILED" by the Secretary of State.) 

DO NOT DISCARD OR DESTROY THIS FILE 

Due to its legal significance, you are required by law to preserve this rulemaking record. 
Government Code section 11 347.3(d) requires that this record be available to the public and to 
the courts for possible later review. Government Code section 11347.3(e) further provides that 
". . ..no item contained in the file shall be removed, altered, or destroyed or otherwise disposed 
of." See also the Records Management Act (Government Code section 14740 et seq.) and the 
State Administrative Manual (SAM) section 1600 et seq.) regarding retention of your records. 

If you decide not to keep the rulemaking records at your agencyloffice or at the State Records 
Center, you may transmit it to the State Archives with instructions that the Secretary of State 
shall not remove, alter, or destroy or otherwise dispose of any item contained in the file. See 
Government Code section 11347.3(f). 

Enclosures 



State of California 

Office of Administrative Law 


In re: NOTICE OF APPROVAL OF CHANGES 
WITHOUT REGULATORY EFFECT 

Board of Equalization 

Regulatory Action 	 California Code of Regulations, Title 1, 
Section 100 

Title 18, California Code of Regulations I 

Adopt sections: OAL File No. 2010-0405-01 N 
Amend sections: 
Repeal sections: 1525.7 

This Section 100 change without regulatory effect repeals Title 18 CCR section 1525.7 
and two associated forms governing the Rural lnvestment Tax Exemption authorized by 
Revenue and Taxation Code section 6378.1. Under the terms of Revenue and 
Taxation Code section 6378.1, subdivisions (a) and (1)(2), the Rural lnvestment Tax 
Exemption was only effective through December 31, 2005. 

OAL approves this change without regulatory effect as meeting the requirements of 
California Code of Regulations, Title 1, section 100. 

Date: 	 511 11201 0 

Senior $taJkounsel U 
For: 	 SUSAN LAPSLEY 

Director 

Original: Ramon Hirsig RECEIVED 
copy: Richard Bennion 

MAY 1 2 2010 

Board Proceedings 
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State Board of Equalization I 
I 

A. PUBLICATIONOF NOTICE (Completefor publication in Notice Register) 
1 SUBJECT OF NOTICE TITLE(S) 1 FIRST SECTION AFFECTED 2 REQUESTED PUBLICATION DATE 

I 
3 NOTICETYPE 4 AGENCY CONTACT PERSON TELEPHONE NUMBER FAX NUMBER (Optional) 

N o t ~ c ere  Proposed  
Other R e g t i l a t o y  A c t ~ o n  

OAL USE ACTION ON PROPOSED NOTICE NOTICE REGISTER NUMBER PUBLICATION DATE 

ONLY 
Approved as D~sapprovedi 
Submitted W~thdrawn 

B. SUBMISSION OF REGULATIONS (Completewhen submitting regulations) 

l a .  SUBJECT OF REGULATION(S) l b .  ALL PREVIOUS RELATED OAL REGULATORY ACTION NUMBER(S) 

Rural Investment 1 
- -

2 SPECIFY CALIFORNIACODE OF REGULATIONS TITLE(S)AND SECTION(S)(Including title 26, i f  toxics related) 
-- -

ADOPT 
SECTION(S)AFFECTED 
(List all section number(s) 

individually.Attach AMEND 

additional sheet if needed.) 
REPEAL TITLE(S) 

18 1525.7 

3. TYPE OF FILING 

Regular Rulemaking (Gov. Certificate o f  Comp1iance:The agency officer named Emergency Readopt (Gov. Changes Without Regulatory Code 51 1346) below certifies that this agency complied w i th  the  Code, 51 1346.1(h)) Effect (Cal  Code Regs., t i t le 
Resubmittal o f  disapproved or provisions o f  Gov. Code 5511346.2-1 1347.3 either 1,5100) 
w~thdrawnnonernergency before the emergency regulation was adopted o r  

File & Print Print Only filing (Gov. Code 5511349.3, wi th in the t ime period required by statute. 
11349.4) 

Resubmittal o f  disapproved or withdrawn Emergency (Gov. Code, [7 Other (Specify) 
emergency fi l ing (Gov. Code, 511346.1) 51 1346.l(b)) 

4. ALL BEGINNING AND ENDING DATES OF AVAlLABlLllYOF MODIFIED REGULATIONSAND/OR MATERIAL ADDED TOTHE RULEMAKINGFILE (Cal. Code Regs,t~tle1,544 and Gov.Code 511347.1) 

5 .  EFFECTIVEDATE OF CHANGES (Gov.Code, 55 11343.4, 11346.1(d); Cat. Code Regs.,tltle 1, 5100) 
Effective 30th day after Effective on filing with 5100 ChangesWithout Effective 

fil~ngw~thSecretary of State Secretary of State Regulatory Effect other (Specify) 

6 CHECK IF THESE REGULATIONS REQUIRE NOTICE TO, OR REVIEW. CONSULTATION.APPROVAL OR CONCURRENCE BY. ANOTHER AGENCY OR 

Practices Commission Department o f  Finance STD. 399) (SAM 56660) / Fair Political (Form [7 
ENTITY 

State Flre Marshal 

Other (Specify) 

7 CONTACT PERSON T E L E P H O N E ~ M L7 FAX NUMBER (Opt~onal) E-MAIL ADDRESS (Opt~onal) 

Richard E. Bennion (916) 445-2 130 (916) 324-3984 rbennion@boe.ca.gov 

For use by Office of Adm~n~stratrveLaw (OAL) only 8. 1 certify that the attached copy of the regulation(s)is a traa and correct copy . '-,, -of the regulation(s) identified on this form, that the information specifiedonthis form c L + a ~ r t , ~  ,-
" < 

, - "+ 

# , 

i s  true and correct, and that I am the head of the agencytaking this action, I 
or a designee - of the headof the agency, - .  and am authorizedto make this certification. I

DATE 

N P E ~  NAME AND TITLE @ SIGN~TORY / '  
Diane G. Olson, ~ h k f ,Board Proceedings Division 1 



Text of Proposed Changes to 


Title 18. Public Revenue 
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Regulation 1525.7. (Continued) 

REVENUE YD TAXATION CODE SECTION 6378.1 STATE OF CALIFORNIA 

RURAL INVEStMENT TAX EXEMPTION CERTIFICATE BOARD OF EQUAL I 
ZATION 

PLEASE NOTE \ / 
This is a partial exemp \ipn from sales and use taxes which is at the rate of 4.75% from January 1, 2001 

through December 31, 2601; and 5% effective January 1, 2002 through June 30, 2004; and 5.25% effective 

July 1,2004. You are not hlieved 

k
from your obligations for the local and district taxes on this transaction. The 


partial exemption is specific o this transaction only and may not be construed to exempt other transactions. 

Generally, the partial exempti T will not be allowed unless this certificate is issued within 60 days after the date 

of purchase and the retailer cla~i;Cls the partial exemption on a timely filed return. Void after expiration date. 


I hereby certify that the tand t le  personal property described below and purchased or l y 6 e d  from: 

(enter seller'sllessor's name ahd address) / 
SELLER'S NAME \

\ 

SELLER'S ADDRESS (street. C~ty, County, A t e ,  

\ 

Code)

\ 

\ / 


will be used by me primarily at my facility Ickated at (enter facility's address): 

\ ,. 
\ 

I 

Street, City. County. State, Zip Code) 

\ / 
SALES INVOICE SALES INVOICE SALES PRICE/ 

NUMBER DATE PROPERTY PURCHASED OR LEASED* RENTALS PAYABLE 

SIGNATURE PERMIT NUMBER 

**NOT VALID UNLESS COMPLETED BY/THE CALIFORNIA STATE B O A R D ~ FEQUALIZATION 
/ \ 

in a manner entitling them to the partial elednption provided in Section 6378.1 of the Revenh  and Taxation Code, 

BUSINESS NAME 

1 

/

BUSINESS ADDRESS (Street, C~ty P 
county, State, Zip Code) PERMIT NUMBER

/' **AUTHORIZED BY (Must be si 

/ 


REVIEWED BY DATE 

APPROVEDBY \ DATE 

(



Regulation 1525.7. (Confinueu) 

REVENUE AND TAXATION CODE SECTION 6378.1 STATE OF CALIFORIA 

RURAL INVESTMENT USE TAX DECLARATION BOARD OF EQUALIZATION 

PLEASE NOTE \ 

Ihereby certify 

SELLER'S NAME \ 
SELLER'S ADDRESS (street, city. County State, ZIP C h e )  /

\ 
\ 

/

will be used by me primarily at my facility located at (enter facility's address): 

\ 
\ I 

/
(Street, C~ty, County, State, ZIP Code) 

SALES INVOICE SALES SALES PRICE1 
PURCHASED OR LEASED* NUMBER INVOICE RENTALS PAYABLE 

DATE 

I I I \ I 

I understand that if such property is, within one year from the/date of purchasebr lease, removed from a qualified county described in 

Regulation 1525.7 (b)(5) or converted from an exempt use ynder Regulation 152 7(e) to some other use not qualifying for the partial 

exemption, or otherwise used in a manner not qualifying for thf partial exemption that 44m required by the Sales and Use Tax Law to report 

and pay the state tax measured by the sales pricelrentals payable of the property toiby *Attach a copy of the lease agreement. 


PRINT NAME OF PURCHASER 
REPRESENTATIVE 

SIGNATURE / DATE PERMIT NUMBER 

**NOT VALID UNLESS C O ~ ~ L E T E D  BY THE CALIFORNIA STATE B O ~ D  OF EQUALIZATION
/

The following business has been registered as a "eligible 
/ 

entity" who has certified that this purchasellease~f tangible personal property will be used in 
\ 

BUSINESS NAME / ClEDB Board Authorization Number 

BUSINESS ADDRESS 

\ 
(street, City, County. ~tate/Zlp Code) \ PERMIT NUMBER 

I\ 
/AUTHORIZED BY: (Must be signed by two Board representatives) 
I 

\
\ 

REVIEWED BY I DAT\

APPROVEDBY DATE 

**WHEN COMPLETED AND'SIGNED. THIS FORM MAY BE REPRODUCED FOR USE BY THE QUALIFIED PERSON LISTED ABOVE 

Appendix B 




State of California Board of Equalization 

M e m o r a n d u m  

TO : Gordon Young Date: May 7,20 10 
Attorney 
Office of Administrative Law 
300 Capitol Mall, Suite 1250 
Sacramento, CA 958 14 

From : Richard Bennion 
Regulations Coordinator 
Board Proceedings Division, MIC: 80 

Subject : OAL File No. 2010-040.5-0lN 
Regulation 1525.7, Rural Investment Tax Exemption 

This memo is to provide you authorization to: 

1) Please attach the Appendices A and B with "Xns drawn over them to the form 400. 

If you have any questions or comments, please notify me at (916) 445-2130 or email at 
Ric1iard.Bennion~boe.ca.qov. 



Regulation 1525.7. (Continued) 

REVENUE W D  TAXATION CODE SECTION 6378.1 STATE OF CALIFORNIA 

RURAL I N V E ~ ~ M E N T  

\ 
TAX EXEMPTION CERTIFICATE BOARD OF EQUALJZATION

PLEASE NOTE / 

of purchase and the partial exemption on a timely filed return. Void after expiration date. 

I hereby certify that the tang\le personal property described below and purchased or lehed from: 

(enter seller'sllessor's name ahd address) / 
SELLER'S NAME 

\ / 

SELLER'S ADDRESS (street, ~ l t y ,  county, s 

will be used by me primarily at my facility l h t e d  at (enter facility's address): 
\ 

(Street, C~ty, County State ZIPCode) 

\ 
SALES INVOICE SALES INVOICE SALES PRICE/ 

NUMBER DATE PROPERTY PURCHASED OR LEASED* RENTALS PAYABLE 

I I I , I 

I understand that if such property is, within one year fro rchase or lease, removed from a qualified county described in 
Regulation 1525.7(b)(5), converted from an exempt use .7(e) to some other use not qualifying for the partial exemption, 
or otherwise used in a manner not qualifying for the parti required by the Sales and Use Tax Law to report and pay the 
state tax measured by the sales pricelrentals payable of *Attach a copy of the lease agreement. 

REPRESENTATIVE 

SIGNATURE / / I DATE\ I PERMIT NUMBER

i 
in a manner entitling them to the partial edmption provided in Section 6378.1 of the Rev 

BUSINESS NAME 
/'/

,/ 

BUSlNESS ADDRESS (Street, Clty, iunty,  State, Zip Code) PERMIT NUMBER 

I' **AUTHORIZED BY (Must be signed by two Board represerhftives) 
i* 


REVIEWED BY \ 1 DATE 

APPROVED BY ,/ DATE 

**WHEN C O M P ~ ~ T E D  AND SIGNED, THIS FORM MAY BE REPRODUCED FOR USE BY THE LISTED ABOVE 
/ Appendix A 



Regulation 1525.7. (Continueu) 

REVENUE AND TAXATION CODE SECTION 6378.1 STATE OF CALlFORlA 

RURAL INVESTMENT USE TAX DECLARATION BOARD OF 
I 

EQUALIZATION 
Ceflcate No: 

PLEASE NOTE -\ 

I hereby certify that the tangi property described below and purchased 

(enter seller'sllessor's name 


SELLER'S NAME 

SELLER'S ADDRESS (Street, city, County State, Z I ~C h e )
\ 

will be used by me primarily at my facility located at (enter facility's address): 
/

\ 

(Street. City, County. State, zhp Code) \ / 


/ 
SALES INVOICE SALES SALES PRICE1 

D E s c R l A  N OF P NUMBER INVOICE Y' 'PERTY PURCHASED OR LEASED* RENTALS PAYABLE 
DATE Y, 

/ \ 

I understand that if such property is, within one year from the/date of removed from a qualified county described in 

Regulation 1525.7 (b)(5) or converted from an exempt use lfnder some other use not qualifying for the partial 

exemption, or otherwise used in a manner not qualifying by the Sales and Use Tax Law 

- and pay the state tax measured by the sales pricelrentals copy of the lease agreement. 

\ - 

to report 


PRINT NAME OF PURCHASER OR PURCHASER'S AU TELEPHONE 

REPRESENTATIVE 
 I \ 
SIGNATURE /' 1 DATE \ I PERMIT NUMBER 

**NOT VALID UNLESS CO LETED BY THE CALIFORNIA 

The following business has been registered as a "7lg~ble entity" who has certified that this 
' 

BUSINESS NAME ClEDB Board Authorization Number 

BUSINESS ADDRESS 

\ 
(Street, ~ l t y ,  County, ~ t a t e h p  Code) \ PERMIT NUMBER 

@HORIZED BY: (Must be signed by two Board representatives) 
I 

\
\ 

REVIEWED BY D AT 

APPROVED BY ,/ DATE 

**WHEN COMPLETED AND' SIGNED, THIS FORM MAY BE REPRODUCED FOR USE BY THE QUALIFIED PERSON LISTED ABO* 
Appendix B \ 



CALIFORNIA REGULATORY NOTICE REGISTER 2010, VOLUME NO. 21-Z 

ADOPT SECTION 1235.7 
AMEND SECTIONS 1200,1235.1, 
1235.2, 1235.4,AND 1256 

DECISION OF DISAPPROVAL 
OF REGULATORY ACTION 
(Gov. Code, sec. 11349.3) 

OAL File No. 201 0-0319-04S 

SUMMARY OF REGULATORY ACTION 

The Califomia Highway Patrol (CHP) proposed to 
amend sections 1200, 1235.1, 1235.2, 1235.4,and 1256 
in title 13 of the Califomia Code of Regulations con­
ceming the assignment of carrier identification num­
bers pursuant to Vehicle Code section 34507.5. The 
CHP also proposed to adopt section 1235.7 in title 13 
concerning the leasing of motor vehicles by intrastate 
motor carriers. On March 19, 20 I 0, the CHP submitted 
the proposed regulatory action to the Office of Admin­
istrative Law (OAL) tor review in accordance with the 
Administrative Procedure Act (APA). On May 3, 2010. 
OAL disapproved the proposed adoption. This Deci­
sion of Disapproval of Regulatory Action explains the 
reasons forOAL's action. 

DEcrSlON 

The Office of Administrative Law disapproved the 
above referenced regulatory action for the following 
reasons: failure to make changes available to the public. 
failure to comply with the necessity and clarity stan­
dards of Govcmment Code section 11349; failure to 
make a document available to the public; the rulemak­
ing file failed to include a statement of mailing for the 
notice, required by Govemment Code section 
11346.8( a): and the text ofthe regulations submitted did 
not match the text of the regulations as printed in the 
Califomia Code ofRcgulations. 

Date: May 10,2010 

CRAIG S. TARPENNTNG 
Senior StatfCounsel 

for: SUSAN LAPSLEY 
Director 

Original: Mike Brown 
cc: Gary Ritz 

760 

SUMMARY OF REGULATORY 
ACTIONS 

REGULATIONS FILED W1TH 
SECRETARY OF STATE 

This Summary of Regulatory Actions lists regula­
tions filed with the Secretary of State on the dates indi­
cated. Copies of the regulations may be obtained by 
contacting the agency or from the Secretary of State, 
Archives, 10200 Street, Sacramento, CA 95814, (916) 
653-7715. Plea<;e have the agency name and the date 
filed (see below) when making a request. 

Filc# 20 10-0405-0 I 
BOARD OF EQUALIZATION 
Rural Investment 

This Section 100 Change Without Regulatory Effect 
repeals Title 18 CCR section 1525.7 and two associated 
f01111s govel11ing the Rural Investment Tax Exemption 
authOlized by Revenue and Taxation Code section 
6378.1. Under the terms ofRevcnue and Taxation Code 
section 6378.1. subdivisions (a) and (1)(2). the Rural In­
vestment Tax Exemption was only cflective through 
December 31.2005. 

Title 18 
California Code of Regulations 
REPEAL: 1525.7 
Filed05!ll!201O 
Agency Contact: 

Richard Bennion (916)445-2130 

File# 20 10-0330-01 
CALIFORNIA EMERGENCY MANAGEMENT 
AGENCY 
Office of Emergency Services - Change of Agency 
Name and Corrections 

This change without regulatory effect implements 
Assembly Bill 38, Chapter 372, of2008. Assembly Bill 
38 changed the name of the agency from the Office of 
Emergency Services (OES) to the Calitol11ia Emergen­
cy Management Agency (Cal EMA) and changed the 
title of the head of the agency from Director to Secre­
tary. This change without regulatOlY effect also made 
cOlTective grammar, spelling, alphabetizing, cross-ref­
erence. Authority and Reference Citation, and punctua­
tion changes throughout the agency's regulations in 
titles 19 and 26 ofthe Califol11ia Code of Regulations. 



Regulation 1525.7 


Section 100 


Index 

1. Form 300 and P~oposed Regulation 1525.7 

2. Statement of Explanation 

3. As.sernbly Bill No. 51 1 
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NOTICE REGULATIONS 

AGENCY WITH RUWAKlNGAVmOll l l *  AGENCY FILENUMBER(Ifany) 

State Boardof Equalization 

A. PUBLICATIONOF NOTICE (Completefor publicationinNoticeRegister) 
1 SUBJECTOF NOTICE TITLE@) FIRST SECTION AFFECTED 2 REQUESTED PUBLICATIONDATE 

I i I 

,--3. NOTICETYPE - 4. AGENCY CONTACT PERSON TELEPHONE NUMBER FAX NUMBER (Optional) 
Nobce re Proposed n . 

B. SUBMISSIONOF REGULATIONS(Completewhen submittingregulations) 
la.  SUBJECT OF REGULATION(S) lb.  ALL PREVIOUS RELATED OAL REGULATORYACTION NUMBER@) 

Rural Investment 

2. SPECIFYCALIFORNIA CODE OF REGULAllONSTTLE(S)AND SECIION(S) (IncludingWk26, H t o d a  &tad) 

SECTION(S)AFFECTED I -'' 
(Listall section numb.r(s) 

individuallv.Attach AMEND 

additionalshe& if needed.) I 
REPEAL TITLE@) 

18 
3. '

1525.7 

W E  OF FILING 

Regular Rulemaking (Gov. Certificate o f  Compliance: The agency officer named Emergency Readopt (Gov. Changes Wihout  RegulatoryCode511346) below certifies that this agency complied with the Code, 511346.1(h)) Effect (CaI. Code Reg* tit le 
Resubmittal o f  disapproved or provisions o f  Gov. Code 55113462-11347.3 either 
withdrawn nonemergency beforethe emergency regulationwas adopted or File& Print filing (Gov. Code 5511349.3, within the time period required by statute. 

a
11349.4) 

Emergency (Gov. Code, Resubmittal o f  disapproved or withdrawn Other (Specify) 
511346.1 (b)) emergency filing G o .  Code, 511346.1) 

4. ALL BEGINNINGAND ENDING DATESOF AVAILABILITYOF MODIFIEDREGULATIONSAND/OR MATERIALADDED TO THE RULEMAKINGFILE(Cal. Code Regs. tale 1,544 and Gv.  Code 511347.1) 

5. EFFECnVEDATEOF CHANGES(Gov.Code, 55 11343.4,11346.1(d);Cal. Code Regs, ti* 1,5100) 
Effective Effective 30th day after Effective on filingwith 5100 ChangesWehwt 

- .  filing with Seaetaly of State SecretaryofState Regulatory Effect other (Specify) 

6. CHECK IF THESE REGULATIONS REQUIRE NOTICE TO, OR REVIEW, CONSULTATION,APPROVAL OR CONCURRENCE BY. ANOTHER AGENCY OR ENTlM 

Fair Political Practices Commission State Department of Finance (Form STD. 399) (SAM 56660) [II Fire Marshal 

Other (Specify) 

7. CONTACT PERSON TELEPHONE NUMBER FAX NUMBER (Optional) E-MAILADDRESS (Optional) 

RichardE. Bennion (916) 445-2130 (916) 324-3984 rbennion@boe.ca.gov 

8. 1 certifythat the attachedcopy of the raguktion(s)isa true andc o r mcopy 
of the regulation(s)identifiedon thisform, that the informationspacHIedonthis form 
istrueand correct, andthat Iam the headof the agencytaking this action, 
or a designeeof the headof the agency, and am authorizedto makethiscertification. 

DATE 

DianeG. Olson, ~ h k f ,Board ProceedingsDivision I 



Text of Proposed Changes to 


Title.18. Public Revenue 
















CHANGES WITHOUT REGULATORY EFFECT UNDER 

CALIFORNIA CODE OF REGULATIONS, TITLE 1, SECTION 100 


Statement of Explanation 

Changes to Title 18. Public Revenue 

Regulation 1525.7, Rural Investment Tax Exemption, 

A. Factual Basis 

California Code of Regulations, title 18, section (Regulation) 1525.7, Rural Investment Tax 
Exemption, implements, interprets, and makes specific the provisions of Revenue and Taxation 
Code section (section) 6378.1. Section 6378.1 was added by Statutes 2000, chapter 107 (Assem. 
Bill No. 5 1 1 (1999-2000 Reg. Sess.), section 1, and authorized the (partial) Rural Investment 
Tax Exemption. Per section 6378.1, subdivisions (a) and (1)(2), the Rural Investment Tax 
Exemption was effective "on and after January 1,2000, and before January 1,2006" and 
repealed as of January 1,2006. Therefore, the State Board of Equalization (Board) proposes to 
repeal Regulation 1525.7 and appendices A and B thereto pursuant to California Code of 
Regulations, title 1, section (Rule) 100, because the exemption the regulation describes has been 
repealed and has not been effective for more than four years.1 

The Board has determined that the repeal of Regulation 1525.7 and appendices A and B is 
appropriate for processing under Rule 100 because, after the repeal of section 6378.1, the repeal 
of the regulation does not have any regulatory effect and does not materially alter any 
requirement, right, responsibility, condition, prescription, or other regulatory element of any 
California Code of Regulations provision. Furthermore, the repeal is necessary to bring the 
California Code of Regulations into conformity with the Revenue and Taxation Code. 

B. Proposed Amendments 

The Board proposes to repeal Regulation 1525.7 as follows: 

'Appendix A contains the Rural Investment Tax Exemption Certificate and appendix B contains the Rural 
Investment Use Tax Declaration. Neither document is necessary after the repeal of Section 6378.1. 

Page 1 of 7 
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Assembly Bill No. 511 

CHAPTER 107 

An act to amend Sections 10754.2, 17052.12, 17151, 17276, 23609, and 
24416 of, to add Section 10903 to, and to add and repeal Sections 6378.1 
and 17053.80 of, the Revenue and Taxation Code, relating to taxation, 
and making an appropriation therefor, to take effect immediately, 
tax levy. 

[Approved by Governor July 7. 2000. Filed wit11 
Secretary of State July 10, 2000.1 

LEGlSLAITlVE COUNSEL'S DIGEST 

AB 5 1 1, Alquist. Taxation. 
The Sales and Use Tax Law provides various exemptions from that 

tax, Existing law authorizes cities, counties, and cities and counties to 
impose local sales and use taxes or transactions and use taxes, and 
provides that exemptions from state sales and use tax are 
incorporated into those local taxes. 

This bill would, on or after January 1, 2001, and before January I, 
2006, additionally exempt tangible personal property purchased by 
eligible entities, as defined, that locate or expand a business in a 
California county with a specified unemployment rate and that 
qualify for receiving this Rural Investment Tax exemption by the 
California Infrastructwe and Economic Development Bank 
(CIEDB) board. 

The Vehicle License Fee (VLF) Law establishes, in lieu of any ad 
valorem property tax upon vehicles, an annual license fee for any 
vehicle subject to registration in this state in the amount of 2% of the 
market value of that vehicle, as specified. The VLF law permanently 
offsets thc amount of the vehicle license fee for each subject vehicle 
by 25% and, for vehicle license fees with a final due date in the 2000 
calendar year, offsets the fee amount for each subject vehicle by 35%. 
The VLF law also prov~des, depending upon factors that include 
whether forecasted General Fund revenues for certain fiscal years 
are with~n certain revenue target ranges, for a superseding offset 
percentage of 35%, 46.5%, 55%, or 67.5% to apply to specified future 
calendar years. The VLF law requires the Department of Finance, 
in any of certain fiscal years for which that department estimates a 
cunlulative General Fund reduction of more than ~100.000.000 as a 
result of state tax law changes on or after January 1, 1999, to apply that 
cumulative reduction, in accordance with specified formulas, to 
reduce target revenue ranges and to proportionately reduce the 
percentage amounts of superseding vehicle license fee offsets. 

http:17052.12
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As amended by AB 858, the Vehicle License Fee Law provides for 
a minimum vehicle license fee offset of 35% in 2001 and 2002, an 
additional offset in those same years that results in a combined offset 
of 67.5%, and a single vehicle license fee offset of 67.5% for 2003 and 
each year thereafter. 

This bill would appropriate the suin of $2,052,000,000 for transfer 
to a newly created special fimd for payment by the Controller, as 
provided, of additional vehicle license fee offsets for the 200041 and 
200142 fiscal years. This bill would also authorize the Governor to 
direct the Controller to send a notice, as provided, with each 
payment of an additional vehicle license fee offset. This bill would 
make changes to clarify the amendments made to the Vehicle 
License Fee Law by AB 858, and would require the Department of 
Motor Vehicles to report monthly and year-to-date dollars amounts 
to the Controller with respect to the additional vehicle l~cense fee 
offsets. 

The Personal Income Tax Law authorizes various credits against 
the taxes imposed by that law. 

This bill would, for each taxable year beginning on or after January 
1, 2000, and before January 1, 2005, allow a credit in an amount equal 
to S500 multiplied by the number of applicable individuals with 
respect to whom the taxpayer is an eligible caregiver for the taxable 
year. 

The Personal Income Tax Law and the Bank and Corporation Tax 
Law, by reference to a specified federal statute, allow a credit against 
taxes imposed by those laws for increasing research expenses, as 
defined. In general, the amount of the credit under both laws is equal 
to 12% of the excess of the qualified research expenses, as defmed, 
for the taxable or incoine year over the base amount and, in addition, 
for purposes of the Bank and Corporation Tax Law, 24% of the basic 
research payments, as defined. The term "base amount" means the 
product of the average annual gross receipts of the taxpayer for each 
of the specified years preceding the taxable or incoine year and the 
fixed-base percentage, as defined, but in no event less than 50% of 
the qualified research expenses for the taxable or income year. 
Existing law permits, for taxable and income years beginning on or 
after January 1, 1998, a taxpayer to elect an alternative incremental 
credit, based on a specified formula. 

This bill would, under both laws, for each taxable or income year 
beginning on or after January 1, 2000, provide that the credit for 
increasing research expenses shall be equal to 15% of the qualified 
research expenses. This bill w o ~ ~ l dalso revise that formula by 
changing certain state modifications to the federal formula to 
increase the amount of the alternative incremental credit allowed 
undcr state law, as provided. 

The Personal Income Tax Law provides for an exclusion from the 
gross income of an employee with respect to the taxes imposed by 
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that law for amounts paid or incurred by an employer for educational 
assistance to the employee, as specified, up t o  $5,250 during a 
calendar year. However, educational assistance does not include any 
course or education taken at the graduate level beginning after June 
30, 1996, of a kind normally taken by an individual pursuing a 
program leading to a law, business, medical, or other advanced 
academic or professional degree. 

This bill would remove that exception for any course or education 
taken at the graduate level beginning after January 1, 2000, thereby 
including those courses or education within the definition of 
educational assistance. 

The Personal Incoine Tax Law and the Bank and Comoration Tax 
Law authorize a net operating loss deduction against the taxes 
imposed by those laws that generally pernlits those losses to be 
carried forward 5 taxable or income years, as specified, but provides 
that 50% of the entire alnount of the net operating loss for any taxable 
or income year is not eligible for carryover to any subsequent taxable 
or income year, except as specified. 

This bill would, for each taxable or income year beginning on or 
after January 1, 2000, and before January 1, 2002, allow 55% of the 
entire amount of net operating loss to be carried forward; for each 
taxable or income year beginning on or after January 1, 2002, and 
before Januarv 1. 2004. would allow 60% of the entire amount of net 
operating loss to be carried forward; and for each taxable or income 
year beginning on or after January 1, 2004, would allow 65% of the 
entire amount of the net operating loss to be carried forward. This 
bill would also provide that a net operating loss attributable to any 
taxable or income year beginning on or after January 1, 2000, shall be 
a net operating loss to each of the 10 taxable or income years following 
the taxable or income year of the loss. 

This bill would take effect immediately as a tax levy, but the 
operation of certain of its provisions would depend upon the 
enactment of another bill. 

Appropriation: yes. 

The people of the State of CaliJbrnici do enact as jollows: 

SECTION 1. Section 6378.1 is added to the Revenue and Taxation 
Code, to read: 

6378.1. (a) On and after January 1, 2001, and before January 1, 
2006, there are exempted from the taxes imposed by this part, the 
gross receipts from the sale in this state of, and the storage, use, or 
other consumption in this state of, tangible personal property 
purchased by eligible entities, as defined in subdivision (f). 

(b) The exemption provided under this part shall be tenned the 
Rural Investment Tax exemption. 
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(c) The California Infrastructure and Economic Development 
Bank (CIEDB) board shall develop a program that determines who 
is eligible to receive this exemption, monitor entities for colnpliance 
with the requirements of this section, and notify the State Board of 
Equalization, as provided in this section. The CIEDB shall detennine 
the amount of the exemption available to each entity. 

(d) Entities wishing to qualify for this exemption shall apply to the 
CIEDB board in a manner prescribed by the CIEDB board. The 
CIEDB board shall provide all applicants written notification stating 
the eligibility of the applicant to receive an exemption under this 
section. 

( e )The  annual amount of exemptions that may be granted 
pursuant to this section shall not exceed five million dollars 
($5,000,000) per year. The CIEDB board shall not authorize any 
exemption that would cause the total amount of exemptions 
authorized with respect to any calendar year under this section to 
exceed five million dollars ($5,000,000). 

(f) For purposes of this section: 
(1) "Eligible entity" ineans an entity that complies with all of the 

following: 
(A) The entity shall locate or expand a business in a California 

coimty with an average annual unemployment rate of five 
percentage points or more above the statewide average for the most 
recent calendar year as determined by the State of California, 
En~ployment Development Department. 

(B) The entity shall make a new investment of at least one 
hundred fifty million dollars ($150,000,000) in the county in which 
the entity locates its business and shall maintain this level of 
investment for a period of at least 24 months after the CIEDB board 
certifies that the entity has become an eligible entity. 

(C) The entity shall employ at least 500 new full-time equivalent 
employees in the county, including employees who are employed 
directly by the entity and employees who are hired by supporting 
industries. Employees shall be enlployed for at least 24 months after 
the CIEDB certifies that the entity has become eligible. At least 175 
of the new full-time equivalent einployees shall be directly employed 
by the entity. 

(2) "New full-time equivalent employees" ineans employees 
hired by the entity seeking the exemption allowed under this part 
and not employees moved, transferred, or displaced from other 
places of business of the entity within this state. 

(3) "Tangible personal property" ineans machinery and 
equipment, including component parts. 

(4) "Tangible personal property" does not include any of the 
following: 

(A) Tangible personal property that is used primarily in 
administration, general management, or marketing. 
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(B) Furniture, inventory, or equipment used to store products. 
(C) Any property for which a credit is claimed under either 

Section 17053.49 or 23649 of the Revenue and Taxation Code. 
(g) Prior to claiming an exemption under this section, the eligible 

entity shall apply to the State Board of Equalization for an exemption 
certificate and shall include a copy of the written notification from 
the CIEDB board stating that the entity applying for the exemption 
certificate is eligible to receive an exemption under this section. No 
exemption shall be allowed under this section unless the eligible 
entity furnishes the retailer with an exemption certificate, completed 
in accordance with any instruction or regulations as the State Board 
of Equalization may prescribe, and the retailer subsequently 
furnishes the board with a copy of the exemption certificate. The 
exemption certificate shall contain the sales price of the machinery 
and equipment that is exempt pursuant to subdivisidn (a). 

(h) (1) Notwithstanding any provision of the Bradley-Burns 
Uniform Local Sales and Use Tax Law (Part 1.5 (commencing with 
Section 7200)) or the Transactions and Use Tax Law (Part 1.6 
(commencing with Section 7251)), the exemption established by this 
section shall not apply with respect to any tax levied by a county, city, 
or district pursuant to, or in accordance with, either of these laws. 

(2) The exemption established by this section shall not apply with 
respect to any tax levied pursuant to Sections 6051.2 and 6201.2, or 
pursuant to Section 35 of Article XI11 of the California Constitution. 

(3) The exemption established by this section shall not apply to 
any sale or use of property that, within one year from the date of 
purchase, is either removed from a California county as described in 
subparagraph (A) of paragraph (1) of subdivision (f), or converted 
from an exempt use under subdivision (a) to some other use not 
qualifying for the exemption. 

(i) (1) If a purchaser certifies in writing to the seller that the 
property purchased without payment of the tax will be used in a 
manner entitling the seller to regard the gross receipts from the sale 
as exempt from the sales tax, and within one year from the date of 
purchase, the purchaser ( I )  removes that property outside a 
California county as described in subparagraph (A) of paragraph (1) 
of subdivision (f), or (2) converts that property for use in a manner 
not qualifying for the exemption, the purchaser shall be liable for 
payment of sales tax, with applicable interest, as if the purchaser were 
a retailer making a retail sale of the property at the time the property 
is so removed, converted, or used, and the sales price of the property 
to the purchaser shall be deemed the gross receipts from that retail 
sale. 

(2) The purchaser shall be liable for payment of sales tax, with 
applicable interest, as if the purchaser were a retailer making a retail 
sale of the property if the purchaser does not achieve the level and 
duration of employment and investment pursuant to subdivision (f) 
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within three years from the date the entity first uses an exemption 
under this section. The CIEDB board may extend this time period by 
a maxiinurn 

a) 
of 12 months for reasonable cause. 

(1) The CIEDB board shall determine if entities have f~~lfilled 
the requirements necessary in order to keep this exemption and shall 
report to the State Board of Equalization on entities that have not 
fulfilled these requirements. 

(2) Notwithstanding Section 6902. the State Board of Equalization 
shall, within one year after being notified by the CIEDB board that 
an entity has not fulfilled the requirements of this section. examine 
the books and records of the entity, and issue a determination of any 
liabilities due. 

(k) The CIEDB board shall provide a report to the Legislature, 
the Department of Finance, and the State Board of Equalization no 
later than January 15 following each fiscal year the program is in 
operation. The report shall include, at a minimum, all of the 
following: 

(1 )The  entities that have been provided the exemption 
established by this section and the amount of the exemption 
authorized by the CIEDB board to each entity. 

(2) The number of new persons employed by each entity. 
(3) The amount of investment made by each entity. 
(4) A description of the economic development provided by each 

entity receiving the exemption. 
(5) A description of each entity that has fulfilled the requirements 

of paragraph (1) of subdivision (f). 
( 6 ) A  description of each entity that has not fulfilled the 

requirements of paragraph (1) of subdivision (0. 
(I) (1) This section shall become operative on the first day of the 

first calendar quarter commencing more than 90 days after the 
effective date of this act. 

(2) This section shall remain in effect only until January 1, 2006, 
and as of that date 1s repealed. 

SEC. 2. Section 10754.2 of the Revenue and Taxation Code, as 
added by AB 858 of the 1999-2000 Regular Session, is amended to 
read: 

10754.2. Notwithstanding any other provision of law to the 
contrary, all of the following apply to vehicle license fees with a final 
due date on or after January 1,200 1 : 

(a) (1) For each vehicle license fee for the initial or original 
registration of any vehicle, never before registered in this state, or for 
any renewal of registration, with a final due date in 2001 or 2002, for 
which the vehicle license fee offset required by Section 10754 is less 
than 67 '12 percent, the Department of Motor Vehicles shall 
concurrently calculate an offset, in addition to the offset required by 
Section 10754, that is equal to the difference between the following: 

(A) A vehicle license fee offset of 67 percent. 
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(B) A vehicle license fee offset of the greater of 35 percent or that 
percentage required by Section 10754. 

(2) The Department of Motor Vehicles shall, for each calendar 
month, report to the Department of Finance and the Controller the 
amount of each offset calculated pursuant to paragraph (1) for that 
calendar month and the name and address of the taxpayer to whom 
that additional offset applies. The Controller shall, within 30 days 
after receiving a monthly report from the Department of Motor 
Vehicles, make payment of the reported additional offsets to the 
identified taxpayers. The Governor may direct the Controller to 
include, with each payment pursuant to this paragraph of an 
additional vehicle license fee offset, a notice stating that the 
additional vehicle license fee offsets required by this paragraph 
constitute a Prosperity Dividend approved by the Legislature and 
signed by Governor Davis. 

(3) (A) For each vehicle license fee, for the initial or original 
registration of any vehicle, never before registered in this state, or for 
any renewal of registration, with a final due date in 2001 or 2002, the 
vehicle license fee offset implemented pursuant to Section 10754 
shall be not less than 35 percent. 

(B) For each vehicle license fee, for the initial or original 
registration of any vehicle, never before registered in this state, or for 
any renewal of registration with a final due date in 2003 or any 
calendar year thereafter, there shall be a 67 '1~ percent offset as 
described in paragraph (5) of subdivision (a) of Section 10754, as that 
section read on January 1, 2000. In no event may the 6 7 ' 1 ~  percent 
offset established by this subparagraph be reduced pursuant to 
paragraph (4) of subdivision (c) of Sectioil 10754, or any successor to 
that paragraph. 

(b) (1) The additional vehicle license fee offsets established by 
subdivision (a) shall be funded fiom those amounts to be 
appropriated by statute. 

(2) Revenue losses to cities, counties, and cities and counties 
resulting from this section shall be reimbursed by the Controller from 
the General Fund in the same manner as provided in Sectson 11000. 
The amounts of General Fund transfers required by this subdivision 
are deemed to be vehicle license fee proceeds and vehicle license fee 
revenues for those same purposes as set forth in subdivision (d) of 
Section 11000, and are subject to the same pledges, liens, 
encumbrances, and priorities as described in that subdivision. 

SEC. 3. Section 10903 is added to the Revenue and Taxation Code, 
to read: 

10903. (a) Notwithstanding Section 13340 of the Government 
Code, there is hereby appropriated from the General Fund the sum 
of two billion fifty-two million dollars (S2,052,000,000) for transfer by 
the Controller. upon notification by the Director of Finance during 
the 2000-01 fiscal year, to the Special Reserve Fund for Vehicle 
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License Fee Tax Relief, which is hereby created as a special fund. The 
amounts appropriated by this subdivision for transfer to the Special 
Reserve Fund for Vehicle License Fee Tax Relief shall be expended 
exclusively for the payment of additional vehicle license fee offsets 
calculated under Section 10754.2, and are allocated for that purpose 
as follows: 

(1) Eight hundred and eighty-seven million dollars (S887,000,000) 
for the payment of additional vehicle license fee offsets for the 
2000-0 1 fiscal year. 

(2) One billion one hundred sixty five million dollars 
(S1,165,000,000) for the payment of additional vehicle license fee 
offsets for the 2001-02 fiscal year. 

(b) The Department of Motor Vehicles shall provide both of the 
following notices to the Controller in connection with each monthly 
report pursuant to Section 10754.2 of additional vehicle license fee 
offsets calc~~lated by that department pursuant to that section: 

(1) A notice for each month of the total dollar amount of the 
additional vehicle license fee offsets calculated by the department 
during that month pursuant to Section 10754.2. 

(2) A notice of the total dollar amount of the additional vehicle 
license fee offsets calculated by the department pursuant to Section 
10754.2 for the calendar year to the date of each monthly report 
provided pursuant to Section 10754.2. 

SEC. 4. Section 17052.12 of the Revenue and Taxation Code is 
amended to read: 

17052.12. For each taxable year beginning on or after January 1, 
1987, 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) For each taxable year beginning before January 1, 1997, the 
reference to "20 percent" in Section 41(a)(l) of the Internal 
Revenue Code is modified to read "8 percent." 

(b) (1) For each taxable year beginning on or after January 1, 
1997, and before January 1, 1999, the reference to "20 percent" in 
Section 41(a)(l) of the Internal Reven~te Code is modified to read 
"1 1 percent." 

(2) For each taxable year beginning on or after January 1, 1999, 
and before January 1, 2000, the reference to "20 percent" in Section 
41(a)(l) of the Internal Revenue Code is modified to read "12 
percent." 

(3) For each taxable year beginning on or after January 1, 2000, the 
reference to "20 percent" in Section 41(a)(l) of the lntemal 
Revenue Code is modified to read "15 percent." 

(c) Section 41(a)(2) of the Internal Revenue Code, relating to 
basic research payments, shall not apply. 

http:17052.12
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(d) "Qualified research" shall include only research conducted in 
California. 

(e) In the case where the credit allowed under this section 
exceeds the "net tax," the excess may be carried over to reduce the 
"net tax" in the following year, and succeeding years if necessary, 
until the credit has been exhausted. 

(f) (1) With respect to any expense paid or incurred after the 
operative date of Section 6378, Section 41(b)(l) of the Internal 
Revenue Code is modified to exclude from the definition of 
"qualified research expense" any amount paid or incurred for 
tangible personal property that is ehgible for the exemption from 
sales or use tax provided by Section 6378. 

(2) For each taxable year beginning on or after January 1, 1998, the 
reference to "Section 501(a)" in Section 41(b)(3)(C) of the Internal 
Revenue Code, relating to contract research expenses, is modified to 
read "this part or Part 11 (commencing with Section 23001)." 

(g) (1) For each taxable year beginning on or after January 1, 
1998, and before January 1,2000: 

(A) The reference to "1.65 percent" in Section 41(c)(4)(A)(i) of 
the Internal Revenue Code is modified to read "one and thirty-two 
hundredths of one percent. " 

(B) The reference to "2.2 percent" in Section 41(c)(4)(A)(ii) of 
the Internal Revenue Code is modified to read "one and seventy-six 
hundredths of one percent." 

(C) The reference to "2.75 percent" in Section 41(c)(4)(A)(iii) 
of the Internal Revenue Code is modified to read "two and 
two-tenths of one percent. " 

(2) For each taxable year beginning on or after January 1,2000: 
(A) The reference to "1.65 percent" in Section 41(c)(4)(A)(i) of 

the Internal Revenue Code is modified to read "one and forty-nine 
hundredths of one percent." 

(B) The reference to "2.2 percent" in Section 41(c)(4)(A)(ii) of 
the Internal Revenue Code is modified to read "one and ninety-eight 
hundredths of one percent." 

(C) The reference to "2.75 percent" in Section 41(c)(4)(A)(iii) 
of the Internal Revenue Code is modified to read "two and 
forty-eight hundredths of one percent." 

(3) Section 41(c)(4)(B) shall not apply and in lieu thereof an 
election under Section 41(c)(4)(A) of the Internal Revenue Code 
may be made for any taxable year of the taxpayer beginning on or 
after January 1, 1998. That election shall apply to the taxable year for 
which made and all succeeding taxable years unless revoked with the 
consent of the Franchise Tax Board. 

(4) Section 41(c)(6) of the Internal Revenue Code, relating to 
gross receipts, is modified to take into account only those gross 
receipts from the sale of property held primarily for sale to customers 
in the ordinary course of the taxpayer's trade or business that is 



delivered or shipped to a purchaser within this state, regardless of 
f.0.b. point or any other condition of the sale. 

(h) Section 41(h) of the Internal Revenue Code, relating to 
termination, shall not apply. 

(i) Section 41(g) of the Internal Revenue Code, relating to special 
rule for passthrough of credit, is modified by each of the following: 

(1) The last sentence shall not apply. 
(2) If the amount determined under Scction 41(a) of the Internal 

Revenue Code for any taxable year exceeds the limitation of Section 
41(g) of the Internal Revenue Code, that an~ount may be carried 
over to other taxable years under the rules of subdivision (e); except 
that the limitation of Section 41(g) of the Internal Revenue Code 
shall be taken into account in each subsequent taxable year. 

SEC. 5. Section 17053.80 is added to the Revenue and Taxation 
Code, to read: 

17053.80. (a) For each taxable year beginning on or after January 
1, 2000, and before January 1, 2005, there shall be allowed as a credit 
against the "net tax," as defined in Section 17039, an amount equal 
to five hundred dollars ($500) multiplied by the number of applicable 
individuals with respect to whom the taxpayer is an eligible caregiver 
for the taxable year. 

(b) (1) (A) "Applicable individual" means, with respect to any 
taxable year, any individual who has been certified, before the due 
date for filing the return of tax for the taxable year (without 
extensions), by a physician (as defined in Section 1861(r)(l) of the 
Social Security Act) as being an individual with long-term care needs 
described in subparagraph (B) for a period-- 

(i) which is at least 180 consecutive days, and 
(ii) a portion of which occius within the taxable year. 
That term shall not include any individual otherwise meeting the 

requirements of the preceding sentence unless within the 39'12 
month period ending on that due date (or such other period as the 
Franchise Tax Board prescribes) a physician (as so defined) has 
certified that that individual meets those requirements. 

( B ) A n  individual is described in this subparagraph if the 
individual meets any of the following requirements: 

(i) The individual is at least six years of age and-- 
(I) is unable to perform (without substantial assistance from 

another individual) at least three activities of daily living, as defined 
in Scction 7702B(c)(2)(B) of the Internal Revenue Code, due to a 
loss of fiinctional capacity, or 

(11) requires substantial supervision to protect that individual 
from threats to health and safety due to severe cognitive impainnent 
and is unable to perform at least one acti~~ity of daily living, as defined 
in Section 7702B(c)(2)(B) of the Internal Revenue Code. or to the 
extent provided by the Franchise Tax Board (in consultation with the 

http:17053.80
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Secretary of Health and Welfare Agency), is unable to engage in age 
appropriate activities. 

(ii) The individual is at least two years of age but less than six years 
of age and is unable due to a loss of functional capacity to perform 
(without substantial assistance from another individual) at least two 
of the following activities: eating, transferring, or mobility. 

(iii) The individual is under two years of age and requires specific 
durable medical equipment by reason of a severe health condition or 
requires a skilled practitioner trained to address the individual's 
condition to be available if the individual's parents or guardians are 
absent. 

(2) (A) A taxpayer shall be treated as an "eligible caregiver" for 
any taxable year with respect to the following individuals: 

(i) The taxpayer. 
(ii) The taxpayer's spouse. 
(iii) An individual with respect to whom the taxpayer is allowed 

a credit under subdivision (d) of Section 17054 for the taxable year. 
(iv) An individual who would be described in clause (iii) for the 

taxable year if Section 151(c)(l)(A) of the Internal Revenue Code, 
relating to gross income limitation, were applied by siibstituting for 
the federal exemption amount specified in that section, an amount 
equal to the sum of the federal exemption amount specified in that 
section. the federal standard deduction under Section 63(c)(2)(C) 
of the Internal Revenue Code. and any additional federal standard 
deduction under Section 63(c)(3) of the Internal Revenue Code 
which would be applicable to the individual if clause (iii) applied. 

(v) An individual who would be described in clause (iii) for the 
taxable year if-- 

(I) the requirements of clause (iv) are met with respect to the 
individual, and 

(11) the requirements of subparagraph (B) are met with respect 
to the individual in lieit of the support test of Section 152(a) of the 
Internal Revenue Code. 

( B ) T h e  requirements of this subparagraph are met if an 
individual has as his or her principal place of abode the home of the 
taxpayer, and 

(i) in the case of an individual who is an ancestor or descendant 
of the taxpayer or the taxpayer's spouse, is a member of the taxpayer's 
household for over half the taxable year, or 

(ii) in the case of any other individual, is a member of the 
taxpayer's household for the entire taxable year. 

(C) (i) If more than one individual is an eligible caregiver with 
respect to the same applicable individual for taxable years ending 
with or within the same calendar year, a taxpayer shall be treated as 
the eligible caregiver if each of those individuals (other than the 
taxpayer) files a written declaration (in the form and manner as the 
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Franchise Tax Board may prescribe) that that individual will not 
claim that applicable individual for the credit under this section. 

(ii) If each individual required under clause (i) to file a written 
declaration under clause (i) does not do so, the individual with the 
highest federal modified adjusted gross income (as defined in Section 
32(c)(5) of the Internal Revenue Code for federal purposes) shall be 
treated as the eligible caregiver. 

(iii) In the case of married individuals filing separate returns, the 
determination under this subparagraph as to whether the husband 
or wife is the eligible caregiver shall be made under the rules of clause 
(ii) (whether or not one of them has filed a written declaration under 
clause (i)). 

(c) (1) No credit shall be allowed under this section to a taxpayer 
with respect to any applicable individual unless the taxpayer includes 
the name and taxpayer identification number of that individual, and 
the identification number of the physician certifying that individual, 
on the return of tax for the taxable year. 

(2) The denial of any credit under paragraph ( I )  may be made 
Dirsuant to Section 1905 1. 

(d) The taxpayer shall retain the physician certification required 
by subdivision (b) and shall make that certification available to the 
Franchise Tax Board upon request. 

(e) No credit shall be allowed under this section for any eligible 
caregiver whose adjusted gross income for the taxable year is equal 
to or greater than one hundred thousand dollars (S 100,000). 

(f) This section shall remain in effect only until December 1, 2005, 
and as of that date is repealed. 

SEC. 6. Section 17151 of the Revenue and Taxation Code is 
amended to read: 

1715 1. (a) Gross income of an employee does not include any 
amounts, not exceeding an aggregate amount of five thousand two 
hundred fifty dollars ($5,250) per calendar year, that is paid or 
inciurred by the employer for educational assistance to the employee 
pursuant to an educational assistance program. 

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

(1) "Educational assistance" ineans the payment by an employer 
of expenses incurred by or on behalf of an employee for the 
employee's education, and includes, but is not limited to, payments 
for books, supplies, equipment, tuition, and fees, and similar 
payments. "Educational assistance" includes the provision by an 
employer of courses of instruction for an employee, including the 
provision of books, supplies, and equipment. "Educational 
assistance" does not include any payment for, or the provision of, any 
of the following: 

(A) Any tools or supplies that may be retained by the employee 
after completion of a course of instruction. 
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(B) Any meals, lodging, or transportation. 
(C) Any course or education involving sports, games, or hobbies. 
(D) Any course or education taken at the graduate level of a kind 

normally taken by an individual pursuing a program leading to a law, 
business, medical, or other advanced academic or professional 
degree. This subparagraph applies only to any course or education 
taken at the graduate level beginning after June 30, 1996, and before 
January 1,2000. 

(2) "Educational assistance program" means a separate written 
plan of an employer for the exclusive benefit of his or her employees 
to provide those employees with educational assistance. The 
program shall meet the following requirements: 

( A ) T h e  program benefits employees who qualify under a 
classification established by the employer and 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) or their dependents. For 
purposes of this subparagraph, there shall be excluded from 
consideration employees who are not included in the program and 
who are included in a unit of employees covered by an agreement 
that the Franchise Tax Board finds to be a collective bargaining 
agreement between employee representatives and one or more 
employers, if there is evidence that educational assistance benefits 
were the subject of good faith bargaining between the employee 
representatives and the employer or employers. 

(B) Not more than 5 percent of the amounts paid or incurred by 
the employer for educational assistance during the year may be 
provided for the class of individuals who are owners (or their spouses 
or dependents), each of whom, on any day of the year, owns inore 
than 5 percent of the capital or profits interest in the employer. 

(C) The program does not provide eligible employees with a 
choice between educational assistance and other remuneration 
includable in gross income. For purposes of this section, the business 
practices of the employer, as well as the written program, shall be 
taken into account. 

(D) The program need not be funded. 
(E) Reasonable notification of the availability and terms of the 

program is provided to eligible employees. 
(3) "Einployee" includes self-employed individuals within the 

meaning of Section 401(c)(l) of the Internal Revenue Code. 
(c) For purposes of this section: 
(1 )Any  individual who owns the entire interest in an 

unincorporated trade or business shall be treated as his or her own 
employee. 

(2) A partnership shall be treated as the employer of each partner 
who is an employee within the meaning of paragraph (3) of 
subdivision (b). 
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(3) (A) An educational assistance program shall not be 
considered to fail to meet any of the requirements of paragraph (2) 
of subdivision (b) on the sole basis of either of the following: 

(i) Different utilization rates for the different types of educational 
assistance made available under the program. 

(ii) Successful completion or attainment of a particular course 
grade is required for or considered in determining reimbursement 
under the program. 

(B) This section shall not be construed to affect the deduction or 
inclitsion in income of amounts that are paid or incurred or received 
as reimbursement for educational expenses under Section 11 7, 162, 
or 2 12 of the Internal Revenue Code. 

(d) No deduction or credit shall be allowed to the employee with 
respect to any ainount that the employee excludes from income 
pursuant to this section. 

(e) Section 127 of the lnternal Revenue Code shall not apply. 
(f) This section shall apply with respect to expenses relating to 

courses beginning after June 30, 1996. 
SEC. 7. Section 17276 of the Revenue and Taxation Code is 

amended to read: 
17276. Except as provided in Sections 17276.1, 17276.2, 17276.4, 

17276.5, and 17276.6, the deduction provided by Section 172 of the 
Internal Revenue Code, relating to a net operating loss deduction, 
shall be modified as follows: 

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

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

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

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

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

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

(D) Sixty-five percent for any taxable year beginning on or after 
January 1,2004. 

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

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

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

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

(ii) With respect to the portion of the net operating loss which 
exceeds the net loss from the new business, the applicable percentage 
of that amount shall be carried forward as provided in subdivision 
( 4 .  

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

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

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

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

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

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

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

(4) In the case of a taxpayer who has a net operating loss in a 
taxable year beginning 011 or after January 1, 1994, and who operates 
a bus~ness that qualifies as both a new business and an eligible small 
business under this section, that business shall be treated as a new 
business for the first three taxable years of the new business. 

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

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

(c) Net operating loss carrybacks shall not be allowed. 
(d) (1) (A) For a net operating loss for any taxable year 

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

(B) For a net operating loss for any taxable year beginning on or 
after January 1, 2000, Section 172(b)(l)(A)(ii) of the Internal 
Revenue Code, relating to years to which net operating losses may 
be carried, is modified to substitute "10 taxable years" in lieu of "20 
taxable years." 

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

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

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

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

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

(A) By one year for a net operating loss attributable to taxable 
years beginning in 199 1. 

(B) By two years for a net operating loss attributable to taxable 
years beginning prior to January 1, 199 1. 

(4) The net operating loss attributable to taxable years beginning 
on or after January 1, 1987, and before January 1, 1994, shall be a net 
operating loss carryover to each of the 10 taxable years following the 
year of the loss if it is incurred by a taxpayer that is under the 
jurisdiction of the court in a Title 11 or similar case at any time during 
the income year. The loss carryover provided in the preceding 
sentence shall not apply to any loss incurred after the date the 
taxpayer is no longer under the jurisdiction of the court in a Title 11 
or similar case. 
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(e) For purposes of this section: 
(1) "Eligible small business" means any trade or business that has 

gross receipts, less retiuns and allowances, of less than one million 
dollars (S1,000,000) during the taxable year. 

(2) Except as provided in subdivision (f). "new business" incans 
any trade or business activity that is first coinmenced in this state on 
or after January 1, 1994. 

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

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

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

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

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

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

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

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

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

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

(6) "Acq~~ire" shall include any gift, inheritance, transfer incident 
to divorce, or any other transfer, whether or not for consideration. 

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

(B) For purposes of this paragraph: 
(i) "Biophannaceutical activities" means those activities which 

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

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

(g) In computing the modifications under Section 172(d)(2) of 
the Internal Revenue Code. relating to capital gains and losses of 
taxpayers other than corporations, the exclusion provided by Section 
181 52.5 shall not be allowed. 
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(h) Notwithstanding any provisions of this section, a deduction 
shall be allowed to a "qualified taxpayer" as provided in Sections 
17276.1, 17276.2, 17276.4, 17276.5, and 17276.6. 

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

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

(k) Except as otherwise provided, the amendments made by the 
act adding this subdivision shall apply to net operating losses for 
taxable years beginning on or after January 1,2000. 

SEC. 8. Section 23609 of the Revenue and Taxation Code is 
amended to read: 

23609. For each income year beginning on or after January I, 
1987, there shall be allowed as a credit against the "tax" (as defined 
by Section 23036) an amount determined in accordance with Section 
4 1 of the Internal Revenue Code, except as follows: 

(a) For each income year beginning before January 1, 1997, both 
of the following modifications shall apply: 

(1) The reference to "20 percent" in Section 41(a)(l) of the 
Internal Revenue Code is modified to read "8 percent." 

(2) The reference to "20 percent" in Section 41(a)(2) of the 
Internal Revenue Code is modified to read "12 percent." 

(b) (1) For each income year beginning on or after January 1, 
1997, and before January 1, 1999, both of the following modifications 
shall apply: 

(A) The reference to "20 percent" in Section 41(a)(l) of the 
Internal Revenue Code is modified to read "11 percent." 

(B) The reference to "20 percent" in Section 41(a)(2) of the 
Internal Revenue Code is modified to read "24 percent." 

(2) For each income year beginning on or after January 1, 1999, 
and before January 1,2000, both of the following shall apply: 

(A) The reference to "20 percent" in Section 41(a)(l) of the 
Internal Revenue Code is modified to read "12 percent." 

(B) The reference to "20 percent" in Section 41(a)(2) of the 
Internal Revenue Code is modified to read "24 percent." 

(3) For each income year beginning on or after January 1, 2000, 
both of the following shall apply: 

(A) The reference to "20 percent" in Section 41(a)(l) of the 
Internal Revenue Code is modified to read "15 percent." 

(B) The reference to "20 percent" in Section 41(a)(2) of the 
Internal Revenue Code is modified to read "24 percent." 
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(c) (1) With respect to any expense paid or incurred after the 
operative date of Section 6378, Section 41(b)(l) of the Internal 
Revenue Code is modified to exclude from the definition of 
"qualified research expense" any amount paid or incurred for 
tangible personal property that is eligible for the exemption from 
sales or use tax provided by Section 6378. 

(2) "Qualified research" and "basic research" shall include only 
research conducted in California. 

(d) 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 tenn 
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). 

(e) (1) In the case of a taxpayer engaged in any 
biopharmaceutical research activities that are described in codes 
2833 to 2836, inclusive, or any research activities that are described 
in codes 3826, 3829, or 3841 to 3845, inclusive, of the Standard 
Industrial Classification (SIC) Manual published by the United States 
Office of Management and Budget, 1987 edition, or any other 
biotechnology research and development activities, the provisions of 
Section 41(e)(6) of the Internal Revenue Code shall be modified to 
include both of the following: 

(A) A qualified organization as described in Section 
170(b)(l)(A)(iii) of the Internal Revenue Code and owned by an 
institution of higher education as described in Section 3304(f) of the 
Internal Revenue Code. 

(B) A charitable research hospital owned by an organization that 
is described in Section 501(c)(3) of the Internal Revenue Code, is 
exempt from taxation under Section 501(a) of the Internal Revenue 
Code, is not a private foundation, is designated a "specialized 
laboratory cancer center," and has received Clinical Cancer 
Research Center status from the National Cancer Institute. 

(2) For purposes of this subdivision: 
(A) "Biopharmaceutical research activities" means those 

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

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

(f) In the case where the credit allowed by this section exceeds the 
"tax," the excess may be carried over to reduce the "tax" in the 
following year, and succeeding years if necessary, until the credit has 
been exhausted. 

(g) For each income year beginning on or after January 1, 1998, 
the reference to "Section 501(a)" in Section 41(b)(3)(C) of the 
Internal Revenue Code, relating to contract research expenses, is 
modified to read "this part or Part 10 (commencing with Section 
17001)." 

(h) (1) For each income year beginning on or after January 1, 
1998, and before January 1,2000: 

(A) The reference to "1.65 percent" in Sectioil 41(c)(4)(A)(i) of 
the Internal Revenue Code is modified to read "one and thirty-two 
hundredths of one percent. " 

(B) The reference to "2.2 percent" in Section 41(c)(4)(A)(ii) of 
the Internal Revenue Code is modified to read "one and seventy-six 
hundredths of one percent." 

(C) The reference to "2.75 percent" in Section 4 1 (c)(4)(A)(iii) 
of the Internal Revenue Code is modified to read "two and 
two-tenths of one percent." 

(2) For each income year beginning on or after January 1,2000: 
(A) The reference to "1.65 percent" in Section 41(c)(4)(A)(i) of 

the Internal Revenue Code is modified to read "one and forty-nine 
hundredths of one percent." 

(B) The reference to "2.2 percent" in Section 41(c)(4)(A)(ii) of 
the Internal Revenue Code is modified to read "one and ninety-eight 
hundredths of one percent. " 

(C) The reference to "2.75 percent" in Section 4 1(c)(4)(A)(iii) 
of the Internal Revenue Code is modified to read "two and 
forty-eight hundredths of one percent." 

(3) Section 41(c)(4)(B) shall not apply and in lieu thereof an 
election under Section 41(c)(4)(A) of the Internal Revenue Code 
inay be made for any income year of the taxpayer beginning on or 
after January 1, 1998. That election shall apply to the income year for 
which made and all succeeding income years unless revoked with the 
consent of the Franchise Tax Board. 
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(4) Section 41(c)(6) of the Intemal Revenue Code, relating to 
gross receipts, is modified to take into account only those gross 
receipts from the sale of property held primarily for sale to customers 
in the ordinary course of the taxpayer's trade or business that is 
delivered or shipped to a purchaser within this state, regardless of 
f.0.b. point or any other conditioi~ of the sale. 

(i) Section 41(h) of the Internal Revenue Code, relating to 
termination, shall not apply. 
(j)Section 41(g) of the Internal Revenue Code, relating to special 

rule for passthrough of credit, is modified by each of the following: 
(1) The last sentence shall not apply. 
(2) If the amount determined under Section 41(a) of the Intemal 

Revenue Code for any income year exceeds the limitation of Section 
41(g) of the Internal Revenue Code, that amount may be carried 
over to other income years under the rules of subdivision (f), except 
that the limitation of Section 41(g) of the Internal Revenue Code 
shall be taken into account in each subsequent income year. 

SEC. 9. Section 24416 of the Revenue and Taxation Code is 
amended to read: 

2441 6. Except as provided in Section 2441 6.1, 2441 6.2, 24416.4, 
24416.5, or 24416.6, 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, 1987, shall not be allowed. 

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

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

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

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

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

(D) Sixty-five percent for any income year beginning on or after 
January 1, 2004. 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

(c) For any 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 the net 
operating loss carryover was determined by taking into account the 
income and factors of an affiliated corporation in a combined report 
whose income and apportioninent 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) (1) (A) For a net operating loss for any incoine year 

beginning on or after January 1, 1987, and before January 1, 2000, 
Section 172(b)(l)(A)(ii) of the Internal Revenue Code, relating to 
years to which net operating losses may be carried, is modified to 
substitute "five income years" in lieu of "20 years" except as 
otherwise provided in paragraphs (2), (3), and (4). 

(B) For a net operating loss for any income year beginning on or 
after January 1, 2000, Section 172(b)(l)(A)(ii) of the Internal 
Revenue Code, relating to years to which net operating losses may 
be carried, is modified to substitute "10 incoine years" in lieu of "20 
income years." 

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

(A) "Eight income years" for a net operating loss attributable to 
the first incoine year of that new business. 

(B) "Seven income years" for a net operating loss attributable to 
the second incoine year of that new business. 

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

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

(A) By one year for a net operating loss attributable to income 
years beginning in 199 1. 

(B) By two years for a net operating loss attributable to income 
years beginning prior to January 1, 199 1. 
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(4) The net operating loss attributable to income years beginning 
on or after Janua~y 1, 1987, and before January 1, 1994, shall be a net 
operating loss carryover to each of the 10 income years following the 
year of the loss if it is incurred by a corporation that was either of the 
following: 

(A) Under the jurisdiction of the court in a Title 11 or similar case 
at any time prior to January 1, 1994. The loss carryover provided in 
the preceding sentence shall not apply to any loss incurred in an 
income year after the income year during which the corporation is 
no longer under the jurisdiction of the court in a Title 11 or similar 
case. 

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

(f) For purposes of this section: 
(1) "Eligible small business" means any trade or business that has 

gross receipts, less returns and allowances, of less than one million 
dollars ($1,000,000) during the income year. 

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

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

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

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

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

(A) The determination of the relative fair market values of the 
acquired assets and the total assets shall be made as of the last day of 
the first income year in which the taxpayer (or any related person) 
first uses any of the acquired trade or business assets in its business 
activity. 
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(B) Any acquired assets that constituted property described in 
Section 1221(1) of the Internal Revenue Code in the hands of the 
transferor shall not be treated as assets acquired fioin an existing 
trade or business, unless those assets also constitute property 
described in Section 1221(1) of the Internal Revenue Code in the 
hands of the acquiring taxpayer (or related person). 

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

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

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

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

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

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

(B) For purposes of this paragraph: 
(i) "Biopharinaceutical activities" ineans those activities which 

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

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

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

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

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

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

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

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

(I) Except as otherwise provided, the amendments made by the 
act adding this subdivision shall apply to net operating losses for 
income years beginning on or after January 1,2000. 

SEC. 10. The amendments made by this act to Section 10754.2 of 
the Revenue and Taxation Code, and the addition by this act of 
Section 10903 to the Revenue and Taxation Code, shall become 
operative only if AB 858 of the 1999-2000 Regular Session is enacted, 
in which case the amendments made by this act to Section 10754.2 of 
the Revenue and Taxatlon Code, and the addition by this act of 
Section 10903 to the Revenue and Taxation Code, shall become 
operative on the effective date of this act. 

SEC. 11. 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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Sales and Use Tax Regulation 1525.7, Rural Investment Tax Exemption, implements, 
interprets, and makes specific the provisions of Revenue and Taxation Code section 6378.1. 
Section 6378.1 was added by Statutes 2000, chapter 107 (Assem. Bill No. 5 1 1 (1 999-2000 
Reg. Sess.), section 1, and authorized the (partial) Rural Investment Tax Exemption from 
July 10, 2000, until it was repealed by its own terms, effective January 1,2006. Therefore, 
we request your approval to place the proposed repeal of Regulation 1525.7 on the Chief 
Counsel's Rulemaking Calendar for March 25,2010, for Board authorization to process 
under Rule 100, without the normal notice and public hearing process. This change is 
appropriate for processing under Rule 100 because the statutory basis for the regulation has 
been repealed. 

Attached is a strikeout version of Regulation 1525.7. 

If you have any questions regarding this request, please let me know or contact Mr. Bradley 
Heller at 324-2657. 
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Action: Upon motion of Ms. Mandel, seconded by Ms. Alby and unanimously carried, 
Ms. Yee, Mr. Horton, Ms. Alby, Ms. Steel and Ms. Mandel voting yes, the Board ordered that the 
petition be submitted for decision. 

CHIEF COUNSEL MATTERS 

Section 100 Changes 

Sales and Use Tax Regulation 1525.7, Rural Investment Tax Exemption 

Bradley Heller, Tax Counsel, Tax and Fee Program Division, Legal Department, 
made introductory remarks regarding staffs request for authorization to complete Rule 100 
changes to repeal Regulation 1525.7 based on the repeal of Revenue and Taxation Code section 
6378.1 by its own terms effective January 1, 2006. (iixliibit 3.6.) 

Action: Upon motion of Ms. Steel, seconded by Mr. Horton and unanimously carried, 
Ms. Yee, Mr. Horton, Ms. Alby, Ms. Steel and Ms. Mandel voting yes, the Board authorized the 
repeal of Regulation 1525.7 as recommended by staff. 

Exhibits to these minutes are incorporated by reference. 

Sales and Use Tax Regulation 1584, Membership Fees 

Bradley Heller, Tax Counsel, Tax and Fee Program Division, Legal Department, 
made introductory remarks regarding staffs request for authorization to complete Rule 100 
changes to delete obsolete reference to the operative date of January 1, 1996. (Exhibit 3.7.) 

Action: Upon motion of Ms. Steel, seconded by Mr. Horton and unanimously carried, 
Ms. Yee, Mr. Horton, Ms. Alby, Ms. Steel and Ms. Mandel voting yes, the Board authorized the 
amendment as recommended by staff. 

Sales and Use Tax Regulation 1602.5, Reporting Methods for Grocers 

Bradley Heller, Tax Counsel, Tax and Fee Program Division, Legal Department, 
made introductory remarks regarding staffs request for authorization to complete Rule 100 
changes to update the tax rates used in the example included in the regulation. (1:~Iiibit 3.8.) 

Action: Upon motion of Ms. Steel, seconded by Mr. Horton and unanimously carried, 
Ms. Y ee, Mr. Horton, Ms. Alby, Ms. Steel and Ms. Mandel voting yes, the Board authorized the 
amendment of examples in the regulation as recommended by staff. 
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RULEIREG 1525.7 

REASON FOR CHANGE (check those applicable) 

O renumbering, reordering, or relocating regulatory provision 

& deleting regulatory provision for which all statutory or constitutional authority has been 
repealed 

deleting regulatory provision held invalid in a judgment that has become final, entered by 
a California court of competentjurisdiction, a US District Court located in the State of 
California, the US Court of Appeals for the Ninth Circuit, or the US Supreme Court 

13 revising structure, syntax, cross-reference,grammar, or punctuation 

changing an "authority" or "reference" citation 

making consistent with changed California statute if (A) provision is inconsistent with 
and superseded by changed statute; and (B) Board has no discretion to adopt a change 
which differs in substance from this proposal 

changing without regulatory effect, not otherwise described above 

Therefore, I recommend that these amendments be submitted to OAL as a change without 

Prepared by Date / - / z e / O  
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Deputy Director 0ate &' -2s-10 
Assistant Chief Counsel Date 

Chief Counsel Date d5/d 
Chief, Board Proceedings Date 

INSTRUCTIONS: 
After approval, forward to next on list. In the event of disapproval, return to preparer. 

Board Proceedings Division 



Section 100. Publication of "Changes Without Regulatory Effect." 

(a) Subject to the approval of OAL as provided in subsections (c) and (d), an agency may add to, 
revise or delete text published in the California Code of Regulations without complying with the 
rulemaking procedure specified in Article 5 of the APA only if the change does not materially 
alter any requirement, right, responsibility, condition, prescription or other regulatory element of 
any California Code of Regulations provision. The addition, revision or deletion is a "change 
without regulatory effect." Changes without regulatory effect include, but are not limited to:" 

(1) renumbering, reordering, or relocating a regulatory provision; 
(2) deleting a regulatory provision for which all statutory or constitutional authority has 
been repealed; 
(3) deleting a regulatory provision held invalid in a judgment that has become final, 
entered by a California court of competent jurisdiction, a United States District Court 
located in the State of California, the United States Court of Appeals for the Ninth 
Circuit, or the United States Supreme Court; however, OAL shall not approve any 
proposed change without regulatory effect if the change is based on a superior court 
decision which invalidated the regulatory provision solely on the grounds that the 
underlying statute was unconstitutional; 
(4) revising structure, syntax, cross-reference, grammar, or punctuation; 
(5) changing an "authority7' or "reference" citation for a regulation; and, 
(6) making a regulatory provision consistent with a changed California statute if both the 
following conditions are met: 

(A) the regulatory provision is inconsistent with an superseded by the changed 
statute, and 
(B) the adopting agency has no discretion to adopt a change which differs in 
substance from the one chosen. 

(b) In submitting a change without regulatory effect to OAL for review the agency shall: 
(1) submit seven copies of the regulation with an addition shown in underline or italics 
and a deletion shown in strike-out; and 
(2) attach to each copy a completed Form 400, with at least one Form 400 bearing an 
original signature; and 
(3) submit a written statement explaining why the change does not materially alter any 
requirement, right, responsibility, condition, prescription or other regulatory element of 
any California Code of Regulations provision. 

(c) OAL shall determine whether a change submitted is a change without regulatory effect 
within 30 working days of its receipt. OAL shall send written notification of the determination to 
the agency which submitted the changes. 

(d) If OAL determines that the submitted change is a change without regulatory effect, OAL 
shall file it with the Secretary of State and have it published in the California Code of 
Regulations. 
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2 SACRAMENTO, CALIFORNIA 


3 MARCH 25, 2010 


4 ---ooo---


5 MS. YEE: Okay, our next matter? 


6 MS. OLSON: Our next matter is J1, Sales and 


7 Use Tax Regulation 1525.7, Rural Investment Tax 


8 Exemption. 


9 MS. STEEL: Go through all the Js together? 


10 MS. YEE: Yeah, I think so. 

11 Good morning, Mr. Heller. 

12 MR. HELLER: Good morning, Madam -- excuse me, 

13 Madam Chair, Members of the Board. 

14 My name's Bradley Heller. I'm here with the 

15 Legal Department. 

16 MS. YEE: Okay. 

17 MR. HELLER: And before I begin, I just wanted 

18 to note that Ms. Steel had asked staff to review the 

19 Board's sales and use tax regulations to insure that 

2o they're current and recommend any necessary updates. 

2 And today's proposed Rule 100 changes, as well 

2 as the Rule 100 changes from January, are the result of 

2 that review and staff's recommendations. 

2 MS. YEE: Excellent, great. 

2 MR. HELLER: But, first of all, for item J1 

2 this morning, I'm here to request the Board's 

2 authorization to repeal Regulation 1525.7, the Rural 

2 Investment Tax Exemption, under Rule 100, because the 
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1 statutory authority for the regulation, Revenue and 


2 Taxation Code Section 6378.1 was repealed by its own 


3 terms effective January 1, 2006. 


4 MS. YEE: Okay. Let me -- without objection, 


5 Members -- have you summarize each of these. 


6 I think we'll take them all up on one vote. 


7 MR. HELLER: Perfect. 


8 MS. YEE: Thank you. 


9 MR. HELLER: And then for item J2, we're here 


10 to request the Board's authorization to delete 

11 subdivision (c) from Regulation 1584, Membership Fees, 

12 under Rule 100 because the January 1, 1996 operative 

13 date is no longer necessary. 

14 For item J3, I am here to request the Board's 

15 authorization to update the example in Regulation 

1 6  1602.5, Reporting Methods for Grocers, illustrating the 

17 application of the purchase -- excuse me, purchase ratio 

18 method to use a current tax rate, also under Rule 100. 

19 Then similarly for item J4, I am here to 

2o request the Board's authorization to update the examples 

2 in Regulation 1700, Reimbursement for Sales Tax, 

2 illustrating the application of tax to discounts and 

2 trading stamps to use a current tax rate, als'o under 

2 Rule 100. 

2 MS. YEE: Okay. Thank you very much, 

2 Mr. Heller. 

2 Comments, Members? 

2 Hearing none, is there a motion? 
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MS. STEEL: So moved. 


MS. YEE: Motion by Ms. Steel --


MR. HORTON: Second. 


MS. YEE: -- second by Mr. Horton. I 

Without objection, the motion carries to 


request authorization for each of the items under J1 


through J4, thank you. 


I
MR. HELLER: Thank you. 


---ooo---
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