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INTRODUCTION 

This report includes a summary, in section number order, of changes 
to the Personal Income Tax Law <PITL>, the Senior Citizens Property 
Tax Assistance and Postponement Law <SCPTAL), and the Bank and Cor
poration Tax Law CB&CTL), enacted by the Legislature in 1988, and 
approved by the Governor. A section number in parenthesis below 
the number of the section summarized indicates a corresponding or 
related change was also made to the respective B&CTL or PITL sec
tion shown. Also included is a section-by-section summary of the 
new Taxpayer Bill of Rights Act, and changes to the Business & Pro 
fessions Code <B&P>, Code of Civil Procedure <CCP> and the Govern
ment Code <GC), which are related to the PITL and the B&CTL. 

NOTE: This report does not include changes enacted in February and 
March, 1988, which were the subJect of a separate report dated March 
18, 1988. 

Preceding the Section-By-Section Summary are: 

Exemption Credits 

Standard Deduction Amounts 

Low-Income Credit Amounts 

Tax Rate Schedules - PIT 

Tax Tables - PIT 

1988 Chaptered Bills 

MaJor Bills Vetoed 

Sections Added, Amended, 
Repealed 

Legislative Change Reports CLCs>, giving a brief description of the 
changes made by each legislative bill, are indicated below each sec
tion number in the summary and follow the Section-By-Section Summary. 
For more detailed information refer to the specific bill. No LCs 
were issued for bills which only made minor technical corrections to 
the PITL, SCPTAL, and B&CTL, or for changes in other codes related to 
these laws. 

Other than for those changes made by AB 2130 <Ch. 88-11>, enacted Feb
ruary 19, 1988, which included five provisions of the Federal Omnibus 
Budget Reconciliation Act of 1987 (Public Law 100-203>, no other 1987 
or 1988 changes to the IRC have been incorporated into California law 
his year~. 

The five provisions of P.L. 100-203 incorporated into California law 
by AB 2130 <Ch. 88-11) include: (1) Indirect deductions through a 
publicly traded regulated investment company <mutual fund) are subJect 
to the two-percent floor on miscellaneous deductions for taxable years 
beginning on or after January 1, 1988 (Sec 17076(b)J. <2> Retention 
of or change in the taxable year of a partnership or the income year of 
an S corporation or personal service corporation (but without the ''re
quired payments'' provisions>, and the required use of the same taxable 
or income year adopted under federal law, operative for taxable and in
come years beginning on or after January 1, 1987 (Sees. 17024.5<d> <4>, 
17551 <b>, 17551.5(a), 23051.5(g) (4), 24633.5<a>, and 24637J. <3> Treat
ment of net income and losses from publicly traded partnerships, opera
tive for taxable and income years beginning on or after January 1, 1987 
<Sees. 17561 (d) and 24692(e)J. (4) Limitations on use of net operating 



lc•sses c•f cc•rpc•rat ic•r•s where there is a char,ge of owr•ership after 
December 15, 1987, ar•d where a worthless stc•ck deductic•Yt is claimed irt 

axable years begirtrtirtg c•Y• or after Jar.uary 1, 1988 CSec. 24592J. <5> 
imitations on tax loss mergers and acquisitions after December 15, 

1987 CSec. 24594J. 

Thc•se prc•visic•r•s c•f P.L. 100-203 Y•C•t adc•pted ir•clude those relatirtg tc• 
treatment c•f certairt publicly traded partr.erships as corporatiorts CIRC 
Sec. 77Ct4J, lirnitatior.s c•l"• deductic•Y• c•f ir.terest c•Y• first artd secc•l"td 
home mortgages CIRC Sec. 163Ch>J, der.ial c•f c•verr.ight camp exper.ses iY• 
the depender.t care tax credit CIRC Sec. 21 Cb> (2) J, strer,gthertir,g c•f the 
rules for defir.ed ber.efit plarts CIRC Sees. 4Ct1 Ca> <29>, 404Ca> <1>, 
411(c) C2>, 412Cb>, 414Cb>J, exclusion of wages paid to temporary em
ployees hired during labor disputes in the targeted jobs tax credit 
CIRC Sec 51Cc) C3>J, illegal federal irrigation subsidies CIRC Sec. 90J, 
_clarification of treatment of federal judges CIRC Sec. 219<g>J, subjec
tion of past service pension costs to the uniform capitalization rules 
CIRC Sec. 263AJ, repeal of the proportionate disallowance rules and in
stallment sales by dealers CIRC Sees. 453, 453A, 453CJ, repeal of vaca
tion pay accrual CIRC Sec. 463J, references to nonparticipation of tax 
exempt organizations in political campaigns CIRC Sees. 170Cc> (2) CD>, 
501Cc)C3>, 504Ca> C2>J, treatment of publicly traded partnerships for 
unrelated business tax CIRC Sec. 512(c) C3>J, treatment of unrelated 
debt-financed income in certain partnership allocations CIRC Sec. 514J, 
50~ exclusion of interest received on certain loans used to acquire 
employer securities CIRC Sec. 133J, distributions of property received 
by "20-percent" corporate shareholders CIRC Sec. 301J, treatment of 
irror subsidiary transactions of related corporations CIRC Sec. 

Cb>J, requirements as to active busines~ in corporate reorganiza
tions CIRC Sec. 355<b>J, and LIFO recapture in case of S corporations 
(I RC Sec. 472J. 

None of the income tax provisions in the Family Support Act of 1988 
CP.L. 100-485), or the Technical and Miscellaneous Revenue Act of 1988 
CTAMRA> CP.L. 100-647) have been included in California law to date. 
The "Omnibus Taxpayer Bill of Rights'' included in TAMRA is similar, but 
l"tC•t idey,tical, tc• the "Katz-HarY·is Taxpayers' Bill c•f Rights Act" CAB 
2788, Statutes of 1988, Chapter 1573). 

Exception: The federal Tax Reform Act of 1986 added IRC Section 460. 
which required either that 100~ of a long-term contract be taken into 
account currently under the percentage of completion method, or that 
40~ be taken into account currently under the percentage of completion 
method aYtd 60" be taker, irttc• accc•urst Ltl"tder the taxpayer's l"IC•rmal 
accounting method [Percentage of Completion-Capitalized Cost Method]. 
California adopted these provisions by reference in Revenue and Taxa
tioYt Code Sectic•YIS 17551 ar•d 24673.2, CAB 53, Ch. 88-1138, SB 572, 
Ch. 88-1139>. The Revenue Act of 1987 CP.L. 100-203> changed the per
centage amounts to 70~ and 30~, respectively, for contracts entered 
into after October 13, 1987. The Technical and Miscellaneous Revenue 
Act of 1988 CTAMRAJ CP.L. 100-647) further modified the percentages to 
9Ct" and 10~, respectively, for contracts (with specified exceptions> 
entered into after June 20, 1988. California has not yet Cby statute> 

formed to these changes. However, to maintain consistency in 
accounting for state and federal purposes, California will allow tax
payers to use the federal percentages, as specified above, rather than 
the 40~-60~ statutory division. 
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CONTACTS 

For information regarding changes in tax law: 

Franchise Tax Board 
Legislative Services Bureau 
Jack Monroe 
P.O. Box 1468 
Sacramento, CR 95812-1468 
(916) 369-4334 

For information regarding changes in form design, questions 
on specific forms, and availability of forms or reproduc 
tion proofs for printers and computerized processors: 

Franchise Tax Board 
Tax Forms Design Unit 
Gina Rodriquez 
P.O. Box 1468 
Sacramento, CA 95812-1468 
(916) 369-3442 

For practitioner's orders of Personal Income Tax Forms: 

Franchise Tax Board 
Tax Forms Request Unit 
P.O. Box 942840 
Sacramento, CR 94240-0070 

For practitioner's orders of Corporation Tax Forms: 

Franchise Tax Board 
Tax Forms Request 
P.O. Box 942840 
Sacramento, CR 94240-0570 

For copies of legislative bills (one copy of each bill 
will be furnished free): 

Legislative Bill Room 
State Capitol, Room B32 
Sacramento, CA 95814 

iv 



TAXABLE YEARS BEGINNING ON OR AFTER JANUARY 1, 1988 
AND ENDING ON OR BEFORE NOVEMBER 30, 1989 

PERSONAL EXEMPTION CREDITS 

Single, or Married filing separate return 
Married filing JOint return, Head of household. 

or Qualifying widow(er) 
Depender.t (each) 
65 or over (taxpayer and/or spouse - each) 
Blind <taxpayer and/or spouse - each) 

STANDARD DEDUCTION 

SSe 

$104 
SSe 
SSe 
SSe 

Single or Married filing separate return 
Married filing JOint return, Head of household, 

or Qualifying widow(er) 

S1,966 

LOW- INCOME CREDIT AMOUNTS 
<Round off to nearest dollar) 

S3,93e 

Single, Married filing separate return, or Head of household 

If Ad 1ust ed Gt~C•SS 

$6, 110 or~ less 
Over S6, 110, but 
Over $7,060, but 
Over SB,OeO, but 
Ovet~ sa, 970, but 
Over $9,930 

Income 

not over 
nc•t over 
not over 
rtot c•ver 

Is 

$7,060 
$8,0e0 
$8,970 
$9,930 

Per'centage of 
Computational Tax 

100" 
80% 
60" 
40" 
eO% 

0" 

Married filing JOint return, and Qualifying widow(er> 

If AdJusted Gross Income Is 

S1e,e30 or less 
Ovet" S1e, e30, but not over 
Over $14, 130, but not over 
Over $16,040, but not over 
Over $17' 9SO, but not over 
Over $19,850 

"Computational tax" is: 

$14,130 
$16,040 
S17,9SO 
$19,8SO 

Percentage of 
Computational Tax 

100" 
80" 
60" 
40" 
eO" 
0" 

Form 540 - Line e4b (omit Sch. G1 tax>, less the sum of lines 
eS and e6, or less line e7. 

Form 540A Line 17, less the sum of lines 18 and 19. 
Form S40NR - Line ee, less the sum of lines 31, 34 and 3S, or the 

sum of lines 31 and 36. 
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CALIFORNIA TAX RATES FOR TAXAa..E YEAR 1988 
TAX SCHEDULES 

SCHEDULE 1. 

IF THE TAXABLE 
INCOME IS • 

OVER BUT NOT 

• OVER 

$0 $3,818 • 
$3,818 $9,048 • 
$9,048 $14,278 . 

$14,278 $19,822 . 
$19,822 $25,052 . 
$25,052 and over~. 

SD-EDlLE 2. 

IF THE TAXABLE 
INCOME IS • • • 

OVER BUT NOT 
OVER 

$0 $7,636 • 
$7,636 $18,096. 

$18,096 $28,556 • 
$28,556 $39,644 . 
$39,644 $50, 104 . 
$50,104 and over~. 

SCHEDULE 3. 

IF THE TAXABLE 
INCOME IS • • • 

OVER BUT NOT 
OVER 

$0 $7,636 • 
. $7,636 $18,096 $ 

$18,096 $23,326. 
$23,326 $28,870 • 
$28,870 $34,100 . 
$34,100 and over. 

. 

. . 

. . 

CA> SINGLE TAXPAYERS 
<B> MARRIED FILING SEPARATE RETURNS 
<C> FIDUCIARY TAX RETURNS 

COMPUTED TAX IS 

OF AMOUNT 
OVER • 

$0.00 PLUS 1. 0"- $0 
$38.18 PLUS 2.0"- $3,818 

$142.78 PLUS 4.0"- $9.048 
$351.98 PLUS 6.0" $14,278 
$684.62 PLUS 8.0" $19.822 . $1,103.02 PLUS 9.3" $25,052 

C A> J'O I NT TAX PAVERS AND 
CB> SURVIVING SPOUSE WITH DEPENDENTS 

COMPUTED TAX IS . . • 

OF AMOUNT 
OVER • 

$0.00 PLUS 1. 0"- $0 
$76.36 PLUS 2.0"- $7,636 

$285.56 PLUS 4.0"- $18,096 
$703.96 PLUS 6.0"- $28,556 . $1,369.24 PLUS 8.0"- $39,644 

. $2,206.04 PLUS 9.3" $50,104 

<A> UNMARRIED HEAD OF HOUSEHOLD 

COMPUTED TAX IS • . . 

OF AMOUNT 
OVER • 

$0.00 PLUS 1. 0" $0 
$76.36 PLUS 2.0% $7,636 

$285.56 PLUS 4.0')(. $18,096 
$494.76 PLUS 6.0" $23,326 

. $827.40 PLUS 8.0" .28,870 . $1,245.80 PLUS 9.3" $34,100 
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To Find Your Tax: 
1. Ftnd the amount of your taxable income on line 16 of Form 540A or 

line 18 of Form 540. 
2. Read down the column titled "If The Taxable Income Is . . ... Find the 

lifornia Tax Table 
amounts which apply to ycur taxable income. 

3. Read across the column titled "The Tax For Filing Status." Find the 
amount of tax that applies to your filing status. 

If The Taxable The Tax For If The Taxable The Tax For If The Taxable The Tax For 
Income Is ... Filing Status Box: Income Is ... Filing Status Box: Income Is ... Filing Status Box: 

At But Not 1 Or 3 2 Or 5 4 At But Not 1 Or 3 2 Or 5 4 At But Not 1 Or 3 2 Or 5 4 
Least Over Is Is Is Least Over Is Is Is Least Over Is Is Is 

$1 $50 $0 $0 $0 $6,451 $6,550 $92 $65 $65 $12.951 $13,050 $301 $184 $184 
$51 $150 $1 $1 $1 $6.551 $6,650 $94 $66 $66 $13,051 $13,150 $305 $186 $186 

$151 $250 $2 $2 $2 $6,651 $6,750 $96 $67 $67 $13,151 $13,250 $309 $188 $188 
$251 $350 $3 $3 $3 $6,751 $6,850 $98 $68 $68 $13,251 $13,350 $313 $190 $190 
$351 $450 $4 $4 $4 $6,851 $6,950 $100 $69 $69 $13.351 $1 $317 $192 $192 
$451 $550 $5 $5 $5 $6,951 $7,050 $102 $70 $70 $13,451 $13,550 $321 $194 $194 
$551 $650 $6 $6 $6 $7.051 $7,150 $104 $71 $71 $13,551 $13,650 $325 $196 $196 
$651 $750 $7 $7 $7 $7,151 $7,250 $106 $72 $72 $13,651 $13,750 $329 $198 $198 
$751 $850 $8 $8 $8 $7.251 $7,350 $108 $73 $73 $13.751 $13,850 $333 $200 $200 
$851 $950 $9 $9 $9 $7,351 $7 $110 $74 $74 $13,851 $13,950 $337 $202 $202 

$951 $1,050 $10 $10 $10 $7.451 $7,550 $112 $75 $75 $13,951 $14,050 $341 $204 $204 
$1.051 $1,150 $11 $11 $11 $7,551 $7,650 $114 $76 $76 $14,051 $14,150 $345 $206 $206 
$1.151 $1,250 $12 $12 $12 $7,651 $7,750 $116 $78 $78 $14,151 $14,250 $349 $208 $208 
$1,251 $1,350 $13 $13 $13 $7.751 $7,850 $118 $80 $80 $14.251 $14,350 $353 $210 $210 
$1,351 $1 $14 $14 $14 $7.851 $7,950 $120 $82 $82 $14,351 $14,450 $359 $212 $212 
$1,451 $15 $15 $15 $7.951 $8,050 $122 $84 $84 $14,451 $14,550 $365 $214 $214 
$1.551 $16 $16 $16 $8,051 150 $124 $86 $86 $14,551 $14,650 $371 $216 $216 
$1,651 $17 $17 $17 $8,151 $126 $88 $88 $14.651 $14,750 $377 $218 $218 
$1,751 $18 $18 $18 $8,251 $128 $90 $90 $14,751 $14,850 $383 $220 $220 
$1,851 $19 $19 $19 $8.351 $130 $92 $92 $14,851 $14,950 $389 $222 $222 

$20 $20 $20 $8.451 $132 $94 $94 $14,951 $15,050 $395 $224 $224 
$21 $21 $21 $8,551 $134 $96 $96 $15,051 $15,150 $401 $226 $226 
$22 $22 $22 $8.651 $136 $98 $98 $15,151 $15,250 $407 $228 $228 
$23 $23 $23 $8.751 $138 $100 $100 $15.251 $15,350 $413 $230 $230 
$24 $24 $24 $8,851 $140 $102 $102 $15,351 $15,450 $419 $232 $232 
$25 $25 $25 $142 $104 $104 $15.451 $15,550 $425 $234 $234 
$26 $26 $26 $145 $106 $106 $15.551 $15,650 $431 $236 $236 
$27 $27 $149 $108 $108 $15.651 $15,750 $437 $238 $238 
$28 $28 $153 $110 $110 $15,751 $443 $240 $240 
$29 $29 $157 $112 $112 $15,851 $449 $242 $242 

53;050 $30 $30 $161 $114 $114 $15,951 $455 $244 $244 
$3,150 $31 $31 $165 $116 $116 $16.051 $461 $246 $246 
$3,250 $32 $32 $169 $118 $118 $16,151 $467 $248 $248 
$3 $33 $33 $173 $120 $120 $16.251 $473 $250 $250 

$34 $34 $177 $122 $122 $16,351 $479 $252 $252 
$3,550 $35 $35 $181 $124 $16,550 $485 $254 $254 

$36 $36 $185 $126 $16,650 $491 $256 $256 
$37 $37 $189 $128 $16,750 $497 $258 
$38 $38 $193 $130 $16,850 $503 $260 
$40 $39 $197 $509 $262 
$42 $201 $134 $134 $16.951 $17,050 $515 $264 $264 
$44 $205 $136 $136 $17.051 $17,150 $521 $266 $266 
$46 $209 $138 $138 $17.151 $17,250 $527 $268 $268 
$48 $213 $140 $140 $17,251 $17,350 $533 $270 $270 
$50 7 $142 $142 $17,351 $17,450 $539 $272 

$45 $10.951 $11,050 $221 $144 $144 $17,451 $17,550 $545 $274 $274 
$46 $11,051 $11,150 $225 $146 $146 $17.551 $17,650 $551 $276 $276 
$47 $11,151 $11,250 $229 $148 $148 $17.651 $17,750 $557 $278 $278 
$48 $11,251 $11,350 $233 $150 $150 $17,751 $17,850 $563 $280 $280 
$49 $11,351 $11,450 $237 $152 $152 $17.851 $17,950 $569 $282 $282 

$50 $50 $11.451 $11,550 $241 $154 $154 $17.951 $18,050 $575 $284 $284 
$51 $51 $11.551 $11,650 $245 $156 $156 $18,051 $18,150 $581 $286 $286 
$52 $52 $11,651 $11,750 $249 $158 $158 $18,151 $18,250 $587 $290 $290 
$53 $53 $11.751 $11,850 $253 $160 $160 $18.251 $18,350 $593 $294 $294 
$54 $54 $11,851 $11 $257 $162 $162 $18.351 $18,450 $599 $298 $298 
$55 $55 $11,951 $12,050 $261 $164 $184 $18,451 $18,550 $605 $302 $302 
$56 $56 $12,051 $12,150 $265 $166 $166 $18.551 $18,650 $611 $306 $306 
$57 $57 $12,151 $12,250 $269 $168 $168 $18,651 $18,750 $617. $310 $310 
$58 $58 $12,251 $12,350 $273 $170 $170 $18,751 $18,850 $623 $314 $314 
$59 $59 $12,351 $1 $277 $172 $172 $18.851 $1 $629 $318 $318 

$82 $60 $60 $12,451 $12,550 $281 $174 $174 $18,951 $19,050 $635 $322 $322 
$84 $61 $61 $12.551 $12,650 $285 $176 $176 $19,051 $19,150 $641 $326 $326 
$86 $62 $62 $12,651 $12,750 $289 $178 $178 $19.151 $19,250 $647 $330 $330 
$88 $63 $63 $12,751 $12,850 $293 $180 $180 $19.251 $19,350 $653 $334 $334 
$90 $64 $84 $12,851 $1 $297 $182 $182 $19,351 $19 $659 $338 $338 
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California Tax Table 
If The Taxable The Tax For If The Taxable 
Income Is •.• Filing Status Box: Income Is ... 

At But Not 1 Or 3 2 Or 5 4 AI But Not 
least Over Is Is Is least Over 

$19.451 $19,550 $665 $342 t$342. $25.951 $26,050 
$19.551 $19,650 $671 $346 $346 $26.051 $26,150 
$19,651 $19,750 $677 $350 $350 $26,151 $26,250 
$19.751 $19,850 $683 $354 : $354 $26.251 $26,350 
$19,851 $19,950 $691 $358 '$358 $26,351 $26,450 

$19.951 $20,050 $699 $362 ~ $362 $26,451 $26,550 
$20.051 $20,150 $707 $366 $366 $26.551 $26,650 
$20,151 $20,250 $715 $370 l $370 $26.651 $26,750 
$20.251 $20,350 $723 $374 i $374 $26.751 $26,850 
$20.351 $20,450 $731 $378 \$378 $26,851 $26,950 

$20.451 $20,550 $739 $382 : $382 $26.951 $27,050 
$20.551 $20,650 $747 $386 ; $386 $27,051 $27,150 
$20.651 $20,750 $755 $390 . $390 $27.151 $27.250 
$20.751 $20,850 $763 $394 $394 $27.251 $27,350 
$20,851 $20,950 $771 $398 $398 $27,351 $27,450 

$20.951 $21,050 $779 $402 . $402 $27.451 $27,550 
$21.051 $21,150 $787 $406 $406 $27.551 $27,650 
$21.151 $21,250 $795 $410 $410 $27.651 $27,750 
$21.251 $21,350 $803 $414 $414 $27.751 $27,850 
$21,351 $21,450 $811 $418 $418 $27,851 $27,950 

$21.451 $21,550 $819 $422 $422 $27.951 $28,050 
$21.551 $21,650 $827 $426 $426 $28.051 $28,150 
$21,651 $21,750 $835 $430 $430 $28.151 $28,250 
$21.751 $21,850 $843 $434 $434 $28.251 $28.350 
$21,851 $21,950 $851 $438 $438 $28.351 $28,450 

$21.951 $22,050 $859 $442 $442 $28.451 $28,550 
$22,051 $22,150 $867 $446 $446 $28.551 $28,650 
$22.151 $22,250 $875 $450 $450 $28.651 $28,750 
$22.251 $22.350 $883 $454 $454 $28.751 $28,850 
$22.351 $22,450 $891 $458 $458 $28.851 $28,950 

$22.451 $22,550 $899 $462 $462 $28.951 $29,050 
$22.551 $22,650 $907 $466 $466 $29,051 $29,150 
$22.651 $22,750 $915 $470 $470 $29.151 $29,250 
$22.751 $22,850 $923 $474 $474 $29.251 $29,350 
$22.851 $22,950 $931 $478 $478 $29.351 $29,450 

$22.951 $23,050 $939 $482 $482 $29.451 $29.550 
$23.051 $23,150 $947 $486 $486 $29.551 $29,650 
$23.151 $23.250 $955 $490 $490 $29.651 $29,750 
$23.251 $23,350 $963 $494 $494 $29.751 $29,850 
$23.351 $23,450 $971 $498 $499 $29,851 $29,950 

$23.451 $23.550 $979 $502 $505 $29.951 $30,050 
$23,551 $23,650 $987 $506 $511 $30.051 $30,150 
$23,651 $23,750 $995 $510 $517 $30.151 $30,250 
$23.751 $23,850 $1.003 $514 $523 $30.251 $30,350 
$23.851 $23,950 $1,011 $518 $529 $30,351 $30,450 

$23.951 $24,050 $1,019 $522 $535 $30.451 $30,550 
$24.051 $24,150 $1.027 $526 $541 $30.551 $30,650 
$24.151 $24,250 $1,035 $530 $547 $30.651 $30,750 
$24.251 $24,350 $1.043 $534 $553 $30.751 $30,850 
$24,351 $24,450 $1.051 $538 $559 $30.851 $30,950 
---~''' 
$24.451 $24,550 $1.059 $542 $565 $30.951 $31,050 
$24,551 $24,650 $1.067 $546 t $571 $31.051 $31,150 
$24.651 $24,750 $1,075 $550 ,$577 $31,151 $31,250 
$24.751 $24,850 $1,083 $554 • $583 $31.251 $31,350 
$24,851 $24,950 $1,091 $558 '$589 $31,351 $31,450 

$24,951 $25,050 $1,099 $562 $595 $31.451 $31,550 
$25,051 $25,150 $1,107 $566 $601 $31,551 $31,650 
$25,151 $25,250 $1,117 $570 < $607 $31.651 $31,750 
$25.251 $25,350 $1,126 $574 $613 $31,751 $31,850 
$25,351 $25,450 $1,135 $578 $619 $31,851 $31,950 

$25.451 $25,550 $1,145 $582 $625 $31,951 $32,050 
$25,551 $25,650 $1,154 $586 . $631 $32,051 $32,150 
$25.651 $25,750 $1,163 $590 $637 $32.151 $32,250 
$25.751 $25,850 $1.173 $594 $643 $32.251 $32,350 
$25,851 $25,950 $1.182 $598 $649 $32,351 $32,450 

To Find Your Tax: 
1. Find the amount of your taxable income on line 16 of Form 540A or 

line 18 of Form 540. 
2. Read down the column titled "If The Taxable Income Is .. " Find the 

amounts which apply to your taxable income. 
3. Read across the column titled "The Tax For Filing Status." Find the 

amount of tax that applies to your filing status. 

The Tax For If The Taxable The Tax For 
Filing Status Box: Income Is ... Filing Statu11 Box: 

1 Or 3 2 Or 5 4 AI But Not 1 Or 3 2 Or 5 4 
Is Is Is Least Over Is Is Is 

$1 '191 $602 t.$655 $32.451 $32,550 $1,796 $941 u1.118 
$1,200 $606 v $661 $32.551 $32,650 $1,805 $947 ' 1,126. 
$1.210 $610 ',:$661 $32.651 $32,750 $1,814 $953 t $1.134 
$1.219 $614 $673 $32.751 $32,850 $1.824 $959 ~ $1,142 
$1,228 $618 : $679 $32.851 $32,950 $1,833 $965 $1,150 

$1,238 $622 $685 $32.951 $33,050 $1,842 $971 $1,158 
$1.247 $626 (·~ $691 $33.051 $33,150 $1.851 $977 $1,166' 
$1,256 $630 

J 
$697 $33,151 $33,250 $1,861 $983 $1,174 

$1,266 $634 $703 $33,251 $33,350 $1,870 $989 $1,182. 
$1.275 $638 '$709 $33,351 $33,450 $1.879 $995 t $1,190 

$1,284 $642 !, $715 $33.451 $33,550 $1,889 $1,001 t$1,198~ 
$1,293 $646 $721 $33.551 $33,650 $1.898 $1,007 $1,206 
$1.303 $650 $727 $33.651 $33,750 $1,907 $1,013 '$1,214 
$1,312 $654 $733 $33.751 $33,850 $1.917 s1.019 rs1.222 
$1,321 $658 $739 $33.851 $33,950 $1,926 $1,025 $1,230 

$1.331 $662 $745 $33.951 $34,050 $1,935 $1,031 ; $1,238 
$1.340 $666 $751 $34.051 $34,150 $1.944 $1,037 $1,246 
$1.349 $670 $757 $34.151 $34,250 $1.954 $1,043 $1,255; 
$1,359 $674 $763 $34.251 $34,350 $1.963 $1,049 $1.264 
$1.368 $678 $769 $34.351 $34,450 $1,972 $1,055 '$1,274 

$1.377 $682 $775 $34.451 $34,550 $1.982 $1,061 • $1,283 
$1.386 $686 $781 $34.551 $34,650 $1.991 $1,067 $1,292 
$1,396 $690 $787 $34.651 $34,750 $2.000 $1,073 $1.302 
$1,405 $694 $793 $34.751 $34.850 $2.010 $1,079 $1,311 
$1,414 $698 $799 $34.851 $34,950 $2.019 $1,085 $1,320 

$1.424 $702 $805 $34.951 $35,050 $2.028 $1,091 $1,330 
$1,433 $707 $811 $35.051 $35,150 $2.037 $1,097 $1,339 
$1,442 $713 $8·17 $35.151 $35.250 $2.047 $1,103 $1,346 
$1.452 $719 $823 $35.251 $35,350 $2.056 $1,109 $1,357 
$1.461 $725 $830 $35.351 $35,450 $2,065 $1 '115 $1,367 

·-
$1.470 $731 $838 $35.451 $35,550 $2.075 $1,121 $1,376 
$1,479 $737 $846 $35.551 $35,650 $2.084 $1,127 $1,385 
$1.489 $743 $854 $35,651 $35,750 $2.093 $1,133 $1,395 
$1.498 $749 $862 $35.751 $35,850 $2,103 $1,139 $1,404 
$1,507 $755 $870 $35.851 $35,950 $2,112 $1,145 $1,413 

$1.517 $761 
' 

$878 $35,951 $36,050 $2.121 $1,151 $1,423 
$1.526 $767 $886 $36.051 $36,150 $2,130 $1,157 $1,432 
$1.535 $773 $894 $36.151 $36,250 $2,140 $1,163 $1,441 
$1.545 $779 $902 $36.251 $36,350 $2.149 $1,169 $1,450 
$1.554 $785 $910 $36.351 $36,450 $2.158 $1,175 $1,460 

$1.563 $791 $918 $36.451 $36,550 $2.168 $1,181 $1,469 
$1.572 $797 $926 $36.551 $36,650 $2.177 $1,187 $1,478 
$1.582 $803 $934 $36.651 $36,750 $2.186 $1,193 $1.488 
$1.591 $809 $942 $36.751 $36,850 $2.196 $1,199 $1,497 
$1,600 $815 $950 $36.851 $36,950 $2.205 $1,205 $1,506 

$1,610 $821 $958 $36.951 $37,050 $2.214 $1,211 $1,516 
$1,619 $827 $966 $37,051 $37,150 $2.223 $1,217 $1.525 
$1.628 $833 $974 $37.151 $37,250 $2.233 $1,223 $1,534 
$1.638 $839 $982 $37.251 $37,350 $2.242 $1,229 $1,543 
$1.647 $845 $990 $37.351 $37,450 $2.251 $1,235 $1.553 

$1,656 $851 $998 $37.451 $37,550 $2,261 $1,241 $1.562 
$1,665 $857 . $1,006 $37,551 $37,650 $2.270 $1,247 $1,571 
$1.675 $863 $1,014 $37.651 $37,750 $2.279 $1,253 $1,581 
$1.684 $869 $1.022 $37.751 $37,850 $2.289 $1,259 $1,590 
$1,693 $875 $1,030 $37.851 $37,950 $2,298 $1,265 $1,599 

$1.703 $881 ' $1,038 $37.951 $38,050 $2,307 $1,271 $1,609 
$1,712 $887 $1.046 $38.051 $38,150 $2,316 $1,277 $1,618 
$1.721 $893 'l1,054 $38,151 $38,250 $2.326 $1,283 $1.627 
$1.731 $899 1.062 $38,251 $38,350 $2.335 $1,289 $1,636 
$1,740 $905 $1,070 $38,351 $38,450 $2.344 $1,295 $1,646 

$1.749 $911 $1.078 $38.451 $38,550 $2,354 $1,301 $1,655 
$1,758 $917 . $1.086 $38.551 $38,650 $2,363 $1,307 $1.664 
$1.768 $923 . $1,094 $38,651 $38,750 $2.372 $1,313 $1.674 
$1.777 $929 . $1,102 $38.751 $38.850 $2.382 $1,319 $1,683 
$1,786 $935 $1.110 $38,851 $38,950 $2.391 $1,325 $1,692 
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To Find Your Tax: 
1. Find the amount of your taxable income on line 16 of Form 540A or 

line 18 of Form '540. 

California Tax Table 
2. Read down the column titled "If The Taxable Income Is ... " Find the 

amounts which apply to your taxable income. 
3. Read across the column titled "The Tax For Filing Status." Find the 

amount of tax which applies to your filing status. 

H The Taxable 
Income Is ..• 

AI But Not 
Least Over 

$38.951 $39,050 
$39,051 $39,150 
$39.151 $39,250 
$39,251 $39,350 
$39.351 $39,450 

$39.451 $39,550 
$39,551 $39,650 
$39.651 $39,750 
$39,751 $39,850 
$39.851 $39,950 

$39.951 $40,050 
$40.051 $40,150 
$40,151 $40,200 
$40.251 $40,350 
$40,351 $40,450 

$40.451 $40,550 
$40.551 $40.650 
$40.651 $40,750 
$40.751 $40,850 
$40,851 $40,950 

$40.951 $41,050 
$41.051 $41,150 
$41,151 $41,250 
$41,251 $41,350 
$41,351 $41,450 

$41.451 $41,550 
$41.551 $41,650 
$41.651 $41,750 
$41.751 $41,850 
$41,851 $41,950 

$41,951 $42,050 
$42.051 $42,150 
$42,151 $42,250 
$42.251 $42,350 
$42.351 $42,450 

$42.451 $42,550 
$42.551 $42,650 
$42.651 $42,750 
$42.751 $42,850 
$42,851 $42,950 

The Tax For If The Taxable The Tax For If The Taxable The Tax For 
Filing Status Box: Income Is .•. Filing Status Box: Income Is .•. Filing Status Box: 

1 Or 3 2 Or 5 4 AI But Not 1 Or 3 2 Or 5 4 AI But Not 1 Or 3 2 Or 5 4 
Is Is Is Least Over Is Is Is Least Over Is Is Is 

$2.400 $1,331 $1,702 $42.951 $43,050 $2.772 $1,638 $2.074 $46.951 $47,050 $3.144 $1,958 $2,446 
$2,409 $1,337 $1.711 $43.051 $43,150 $2.781 $1,646 $2.083 $47,051 $47,150 $3,153 $1,966 $2,455 
$2,419 $1,343 $1,720 $43.151 $43,250 $2.791 $1,654 $2.092 $47,151 $47,250 $3,163 $1,974 $2,464 
$2,428 $1.349 $1.729 $43.251 $43,350 $2.800 $1,662 $2,101 $47.251 $47,350 $3.172 $1,982 $2.473 
$2,437 $1,355 $1,739 $43.351 $43,450 $2.809 $1,670 $2.111 $47.351 $47,450 $3,181 $1,990 $2,483 

$2,447 $1,361 $1,748 $43.451 $43,550 $2.819 $1.678 $2.120 $47.451 $47,550 $3.191 $1,998 $2,492 
$2,456 $1,367 $1.757 $43.551 $43,650 $2.828 $1.686 $2.129 $47.551 $47,650 $3,200 $2,006 $2.501 
$2.465 $1,374 $1,767 $43.651 $43,750 $2.837 $1,694 $2.139 $47.651 $47,750 $3.209 $2,014 $2.511 
$2.475 $1,382 $1.776 $43.751 $43,850 $2.847 $1,702 $2.148 $47.751 $47,850 $3.219 $2,022 $2.520 
$2,484 $1,390 $1.785 $43.851 $43,950 $2.856 $1,710 $2,157 $47.851 $47,950 $3,228 $2,030 $2.529 

$2.493 $1,398 $1.795 $43.951 $44,050 $2.865 $1,718 $2,167 $47.951 $48,050 $3.237 $2,038 $2,539 
$2.502 $1,406 $1.804 $44.051 $44,150 $2.874 $1,726 $2.176 $48.051 $48,150 $3.246 $2,046 $2.548 
$2.512 $1,414 $1,813 $44.151 $44,250 $2.884 $1,734 $2,185 $48.151 $48,250 $3.256 $2,054 $2.557 
$2.521 $1,422 $1,822 $44.251 $44,350 $2.893 $1,742 $2.194 $48.251 $48,350 $3.265 $2,062 $2.566 
$2.530 $1,430 $1.832 $44,351 $44,450 $2,902 $1,750 $2,204 $48.351 $48,450 $3,274 $2,070 $2,576 

$2.540 $1,438 $1,841 $44.451 $44,550 $2.912 $1,758 $2.213 $48.451 $48,550 $3.284 $2,078 $2.585 
$2.549 $1,446 $1,850 $44.551 $44,650 $2.921 $1,766 $2.222 $48.551 $48,650 $3.293 $2,086 $2,594 
$2.558 $1,454 $1.860 $44.651 $44,750 $2.930 $1,774 $2.232 $48.651 $48,750 $3.302 $2,094 $2.604 
$2.568 $1,462 $1,869 $44.751 $44,850 $2.940 $1,782 $2.241 $48.751 $48,850 $3,312 $2,102 $2,613 
$2,577 $1,470 $1,878 $44.851 $44,950 $2.949 $1,790 $2.250 $48,851 $48,950 $3.321 $2,110 $2,622 

$2.586 $1,478 $1.888 $44.951 $45,050 $2.958 $1,798 $2,260 $48.951 $49,050 $3.330 $2,118 $2.632 
$2,595 $1,486 $1,897 $45.051 $45,150 $2.967 $1,806 $2.269 $49,051 $49,150 $3.339 $2,126 $2,641 
$2.605 $1,494 $1.906 $45.151 $45,250 $2.977 $1,814 $2.278 $49.151 $49,250 $3.349 $2,134 $2,650 
$2.614 $1,502 $1.915 $45.251 $45,350 $2.986 $1,822 $2.287 $49,251 $49,350 $3.358 $2,142 $2,659 
$2,623 $1,510 $1,925 $45.351 $45,450 $2.995 $1,830 $2.297 $49.351 $49,450 $3.367 $2,150 $2.669 

$2.633 $1,518 $1,934 $45.451 $45,550 $3.005 $1,838 $2.306 $49.451 $49,550 $3.377 $2,158 $2.678 
$2.642 $1,526 $1,943 $45.551 $45,650 $3.014 $1,846 $2.315 $49.551 $49,650 $3.386 $2,166 $2.687 
$2.651 $1,534 $1,953 $45.651 $45,750 $3.023 $1,854. $2.325 $49.651 $49,750 $3.395 $2,174 $2.697 
$2.661 $1,542 $1.962 $45,751 $45,850 $3.033 $1,862 $2.334 $49.751 $49.850 $3.405 $2,182 $2.706 
$2,670 $1,550 $1,971 $45,851 $45,950 $3,042 $1,870 $2.343 $49,851 $49,950 $3,414 $2,190 $2,715 

$2.679 $1,558 $1.981 $45.951 $46.050 $3.051 $1,878 $2.353 $49.951 $50,050 $3,423 $2,198 $2,725 
$2.688 $1,566 $1.990 $46.051 $46.150 $3.060 $1,886 $2.362 $50.051 $50,150 $3.432 $2,206 $2,734 
$2.698 $1,574 $1,999 $46,151 $46,250 $3.070 $1,894 $2.371 $50.151 $50,250 $3.442 $2,215 $2,743 
$2,707 $1,582 $2.008 $46.251 $46,350 $3.079 $1,902 $2.380 OVER $50,250 $3,446 $2,220 $2.748 
$2,716 $1,590 $2,018 $46.351 $46,450 $3.088 $1,910 $2.390 PLUS 9.3% OF THE AMOUNT OVER $50.250 

$2.726 
$2.735 
$2,744 
$2.754 
$2.763 

$1,598 $2.027 $46,451 $46,550 $3.098 $1,918 $2.399 
$1,606 $2.036 $46.551 $46,650 $3.107 $1,926 $2.408 
$1,614 $2.046 $46,651 $46,750 $3.116 $1,934 $2.418 
$1,622 $2,055 $46.751 $46,850 $3,126 $1,942 $2,427 
$1,630 $2,064 $46.851 $46,950 $3.135 $1,950 $2,436 

Information About California Sales And Use Tax 

If you purchased goods from an out-of-state retailer (such as a 
mail-order firm) and sales tax would have been charged if you had 
purchased the goods in California. you owe use tax on your 
purchase if the out-of-state retailer did not collect the tax. Your tax 
liability may be calculated by multiplying the sales tax rate in your 
area times the cost of the goods purchased. You may pay your tax 
liability by sending payment to the State Board of Equalization, PO. 
Box 942879, Sacramento, CA 94279-0001, with a brief letter listing 
your name. address. a description and cost of the goods 
purchased, and the name and address of the out-of-state retailer. 
If you have a question as to which goods are taxable, you should 
contact the nearest office of the State Board of Equalization whose 
address and telephone number may be found in the State 
Government section of your telephone directory. 
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1988 CHAPTERED BILLS 

Bill Number Or~det' 

Bill No. Chaoter No. LC No. Bill No. Chapter No. b.C. 

AB 131 258 4 SB 85 989 23 
AB 352 1349 8 SB 162 671 7 
AB 2359 901 24 SB 573 1068 13 
AB 2716 747 6 SB 722 1239 19 
AB 2755 337 5 SB 1390 1451 17 
AB 2764 1464 SB 1801 1465 22 
AB 2785 1463 21 SB 1802 1361 
AB 2788 1573 25 SB 1805 970 15 
AB 2851 628 16 SB 1904 1437 10 
AB 2896 627 26 SB 2035 1017 14 
AB 2977 1170 11 SB 2260 1521 28 
AB 3083 1029 18 SB 2289 1333 20 
AB 3165 1231 1.-. .::. SB 2293 830 
AB 3799 1504 27 SB 2637 160 
AB 3962 1490 
AB 4087 555 
AB 4132 1234 9 

!;h.-apt er~ Number~ Order~ 

Chapter No .. Bill No. LC No. Chapter No. Bill No. LC No. 

160 SB 2637 1231 AB 3165 12 
258 AB 131 4 1234 AB 4132 9 
337 AB 2755 c::: 1239 SB 722 19 

_, 
555 AB 4087 1333 SB 228'3 20 
627 AB 2896 2E, 1349 AB 352 a 
628 AB 2851 16 1361 SB 1802 
671 SB 162 7 1437 SB 1904 10 
747 AB 2716 6 1451 SB 1390 17 
830 SB 2293 1463 AB 2785 21 
901 AB 2359 24 1464 AB 2764 
970 SB 1805 15 1465 SB 1801 22 
989 SB 85 23 1490 AB 3'362 
1017 SB 2()35 14 1504 AB 379'3 27 
1029 AB 3083 18 1521 SB 2260 28 
1068 SB 573 • ? 

J...J 1573 AB 2788 25 
1170 AB 2'377 1 l 

Note 1: Legisl ive Change Reports <LCs> not issued for bills which 
made only minor technical corrections to the PITL, SCPTAL, 
and the B&CTL, or for bills which made changes to other 
codes relating to programs administered by the FTB. 

Note 2: AB 2130 (Ch. 88-11) 1 SB 1705 CCh. 88-31>, and SB 1706 (Ch. 
88-32) are not included in the above listings, as these 
bills we~e the subJect of a separate report dated March 18, 
1988. 



MAJOR BILLS VETCED 

AB 145 <Speier> DESISNATic:::lll FOR 11£ EMERBEN:Y HOUSING AND ASSISTANCE 
FUND. Would create an income tax designation on the 
income tax return for contributions to the Emergency 
Housing and Assistance Fund, established by Section 
50800.5 of the Health and Safety Code. 

Retson for veto: There is a limit to the number of designations 
that can be accommodated OY• the tax form ••• We have reached the 
saturation point beyond which the addition of more charitable des
ignations diminishes the effectiveness of the existing designa
tions •.• We should not add to the current list ••• unless it replaces 
one of the existing designations. 

AB 2064 <Farr> EDUCATIONAL SAVINGS PROGRAMS. Would establish a pro
gram under which the State Treasurer may issue special 
general obligation bonds in lieu of regular general 
obligation bonds, on behalf of investors who purchase 
shares of these bonds in an effort to cover future 
college expenses. Payments, including the interest, 
received by an investor from his or her account in the 
Educational Investment Program would be exempt from 
state income tax, unless at the time funds are with 
drawn from the account, any portion thereof was not 
used for higher education needs; in which case a tax 
equal to 10 percent of those improperly used funds 
would be required to be added to the investor's state 
income tax liability. 

Reason for veto: Proposes a college savings plan that is intended 
to reassure parents that future tuition costs will be covered 
through this additional option for savings .•.• Even though there is 
no guarantee of a return to parents, and the bill protects the 
state from any costs, ••• this legislation will create an expecta
tion for parents of a guarantee .••• (and) the state will experience 
funding pressure ..•• 

AB 4360 
SB e703 

(ChaCOYt) 
<Marks> 

VOTER REGISTRATION. These bills would replace the 
current post-general election purge process of those 
registered voters who have not voted in four consec
utive statewide elections. It would also require 
the Secretary of State to provide voter registration 
materials for inclusion in various state and public 
utility mailings. 

Reason for veto: This bill would require numerous state agencies 
and public utilities to provide voter registration information in 
their regular mailings of pay warrants, benefit checks, billings, 
notices and state tax refunds. I am concerned that this bill 
would result in multiple notices on a regular basis. <This) dup
lication of notice ••• does not warrant the expense ••• (and> would 
set an inappropriate precedent for mandating inclusion of other 
worthwhile information pieces in tax and utility information. 

Ki 



SB 188 <Alquist> TAX CREDIT: SOLID WASTE RECYCLING. This bill would 
establish a personal income tax and bank and corpor
ation tax credit for purchasing recyclable material. 

Reason for veto: I am very concerned about the revenue loss to 
the General Fund which would occur as a result of this legisla 
tion. The Franchise Tax Board estimates this loss to be approxi
mately S11 million annually. While I agree that the state has a 
role in encouraging the use of recycled p~oducts, I do not be
lieve that role should extend to subsidizing the users •••• This 
legislation would move the state away from the desired goal of 
(federal> conformity and simplicity. 

SB 368 <Dills) HARBOR REVITALIZATION ZONES. This bill would allow 
the Department of Commerce to designate two ports, one 
in Southern California and one in Northern California, 
as harbor revitalization zones. The purpose ••• is to 
stimulate economic growth and Job creation through 
private sector investment in economically depressed 
commercial fishing and harbor industrial areas. 

Reason for veto: Harbors are eligible areas to be included in 
enterprise zones and incentive areas. Of the existing 16 designa
tions, 2 include ports. A third port, along with 3 other areas, 
is being considered for designation for the final 3 incentive 
areas. No information has been presented that Justifies an addi
tional economic revitalization program ... Harbors are eligible to 
be included in the existing programs, and local government offi
cials, when deciding on the enterprise zone and incentive bound
aries, make the decision as to whether or not harbors should be 
inc udad within the zone boundaries. 

SB 1389 <Morgan) MOTOR VEHICLE LEASES. Would retroactively allow 
depreciation deductions for lessors of commercial 
leases entered into prior to 1985 .... would also 
create a new depreciation deduction for lessors of 
consumer leases. 

Reason for veto: Would allow forgiveness of taxes owed by tax 
payers who improperly claiMed depreciation deductions. For those 
taxpayers who did not claiM such deductions and paid the proper 
taxes, the bill expressly denies the right to claiM such deduc
tions by filing an aMended return to obtain a tax refund. Thus, 
this measure would excuse taxpayers who violated the law and pun
ish those who obeyed it •••• it will result in a revenue loss in 
excess of $8 million annually, it could be construed as a gift of 
public funds because retroactive tax changes relieve taxpayers of 
vested tax liabilities, and it moves the state further away from 
federal conformity by creating a new deduction for lessors of con
sumer leases. 
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SB 2403 <Kopp > APPEALS: NOTICES OF ACTION. Woltld prc•vide that a 
Franchise Tax Board notice of action related to a tax
payer's protest is final 30 days from the date the 
Franchise Tax Board can demonstrate, by a preponder
ance of evidence, that the notice is mailed. 

Reason fc•r" vetc•: This legislation is t.lrn··.ecessar"Y• The Fr-arcchise 
Tax Boc:u"d has vc•ted tc• admir•istratively char.ge its mailing proce
dure so that notices of action on protested assessments are mailed 
via the post office's certificated mailing, which would establish 
proof that the notice was mailed. This action achieves the result 
sought by this legislation. The processing of mail is an adminis 
trative function ... To codify mailing procedures could erode man
agement's flexibility to respond to changing needs. 

SB 2405 LOW-INCOME HOUSING CREDIT. W•:•uld rnc•dify the eligi
bility requirement for the low-income housing tax 
C'r"edits by el imiroat ing the 10-year" "placed ir• set"Vice" 
t'eq •.t i t"emerot. 

Reason for veto: This bill would move the state further away from 
federal conformity ••.. changes are being contemplated at the fed
et"al level alc•r•g the lines c•f this bill. N•:•t"mally, the state 
awaits final federal changes before considering conformity 
mattet"s. 
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SECTIONS ADDED, AMENDED, REPEALED 

§wet ion Action eu.. 8ttction Ac:t ism e.. 
BUSINESS AND PROFESSIONS CODE 17561 Amended a 

30 Amended 31 176a3 Amended a 
1a001 Amended g 
18002 Amended g 

CODE OF CIVIL PROCEDURE 1a042 Amended g 
708.730 Amertded 31 1a402 Amended g 

1a403 Amended g 
1a410.6 Amended g 

GOVERNMENT CODE 1a411 Repealed 10 
7077 Amended 31 18512 Amended 10 
7082 Amended 31 1a513 Renumbered 10 
70'35 Amended 31 18513. 1 Rer.umbered 10 
726'3 Amended 32 1a513.2 Rer.umbered 10 

1241'3.3 Amertded 32 1a551 Amertded 10 
12419.8 Amertded 32 18681.7 Added 10 

18688 Amer.ded 10 
18802.3 Amer.ded 1 1 

REVENUE AND TAXATION CODE 18802.10 Added 11 
17041 Amended 1 18817.3 Repealed 11 
17048 Amended 1 1'3053. 1 Amended 11 
17052.1 Repealed 1 1'3062.13 Arner.ded 11 
17052.4 Amended 1 1'3088 Repeal/Add 12 
17052.13 Arnertded 2 1'3133 Added 12 
17052. 17 Added 2 1'3269 Amended 12 
17052.18 Added 2 1'3276 Arnertded 12 
17053.5 Arnertded 3 19276.5 Repealed 13 
17053.8 Amer1ded ~ 1'3405 Amended 13 
17053.9 Amended 3 20514 Arner.ded 13 
17053.11 Amer1ded 3 20543 Amertded 13 
17053.13 Amended 4 20544 Amended 13 
17053.20 Added 4 21001 Added 14 
17054 Amended 4 21002 Added 14 
17054.5 Amended 5 21003 Added 14 
17058 Amended 5 21004 Added 14 
17061.5 Amer.ded 5 21005 Added 14 
17062 Amertded 5 21006 Added 14 
17063 Amer.ded 5 21007 Added 15 
17073.5 Amended 6 21008 Added 15 
17142 Added 6 21009 Added 15 
17145 Amended 6 21010 Added 15 
17149 Added 6 21011 Added 15 
17156 Added 7 21012 Added 15 
17231 Amended 7 21013 Added 16 
172~2.5 Amended 7 21014 Added 16 
17265 Amended 7 21015 Added 16 
17276 Amended 7 21016 Added 16 
17276.1 Amended 7 21017 Added 17 
17276.2 Amended 7 21018 Added 17 
17280 Amended 7 21019 Added 17 
17507 Amended 8 21020 Added 17 
17551 Amerrded 8 21021 Added 18 
17551 5 Amended 8 21022 Added 1a 
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Sltjation ~tion eau. Sllc;tion Al;tion e.u. 
23036 Amended 18 24722. Repealed 24 
23044 Amended 18 24722. 1 RepeAled 24 
23151 Amended 19 24722.2 RepeAled 24 
23153 Amended 19 24722.3 Repea.led 24 
23181 Amer.ded 19 24723 Repealed 24 
23184 Amended 19 24833 Amended 25 
23301 Amended 19 24903 Repealed 25 
23453 Amended 19 24905 Added 25 
23601.4 Amertded 19 24941 Amended 25 
23603 Amended 20 24954 Added 25 
23609 Amended 20 24990 Amended 25 
23609.5 Amended 20 24990.5 Added 26 
23610.5 Amended 20 24995 Added 26 
23612 Amended 20 25106.5 Amended 26 
23615 Added 20 25107 Amended 26 
23617 Added 20 25110 Amended 26 
23617.5 Added 20 25111 Amertded 27 
23621 Added 21 25112 Amended 27 
23622 Added 21 25113 Amended 27 
23623 Added 21 25114 Amended 27 
23630 Repealed 21 25115 Amerrded 28 
23800 Amertded 21 25125 Amended 28 
23802 Amertded 21 25401d Added 28 
24306 Added 21 25401e Added 29 
24322 Added 22 25553 Amended 29 
24330 Repealed 22 25562 Amended 29 
24331 Amer,d I Repea 1 22 2~563 Amer.ded 29 

4333 Amend/Repeal 22 25782 Added 29 
24343.5 Added 22 25931.3 Amended 29 
24378 Repealed 23 25962 Arnertded 29 
24379 Repeal/Add 23 26073a Amended 30 
24411 Amended 23 26073b Amertded 30 
24416 Arnertded 23 26073c Arnertded 30 
24416.2 Amended 23 26073d Amended 30 
24562 Amended 24 26104 Arner.ded 30 
24603 Amended 24 26132.05 Repealed 30 
24637 Amer.ded 24 26221 Amended 30 
24721 Repeal/Add 24 26428.5 Repealed 30 
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PIT 
SECTION 

17041 
<Amend> 

LC 88-26 

17048 
<Amend) 

LC 88-11 

17052.1 
<Repeal> 

LC e8-26 

17052.4 
<Amend> 
<23601. 4) 

LC 88-22 

IRC 
SECTION 

1 

3 

SECTION-BY-SECTION SUMMARY 

SC = Substantive Change 
TC = Technical Change 

PERSONAL INCQME TAX LAW 

SUMMARY OF CHANGE 

Imposition 2f Tax 

RATES AND INCOME BRACKETS <SC> Amends SLibdivi-
sions (b) and (d), relating to nonresidents and 
part-year residents, by deletir.g the word "source" 
in reference to California adJusted gross income, 
to clarify that a part-year resident must include 
in California AGI income from California sources 
for the period of nonresidency plus income from all 
sources for the period of residency; and adds sub
division (i) defining "California adJusted gross 
income". Operative fc•t~ taxable years beginrdr•g on 
or after January 1, 1988. <AB 2896, Ch. 88-627> 

TAX TABLES <TC> Deletes obsolete reference to Sec
tion 18241, relating to income averaging, which was 
repealed by AB 53 <Ch. 87-1138>; and corrects ref
erence to Section 17504<b> [was Section 17085J, re
lating to tax treatment of lump-sum distributions, 
as amended by AB 53 <Ch. 87-1138> and AB 2130 
<CH. 88-11). Operative for taxable years beginning on 
or after September 22, 1988. CAB 2977, Ch. 88-1170) 

Tax Credits 

SOLAR PUMPS - AGRICULTURAL IRRIGATION <SC> Sect ior, 
repealed as provisions allowing a tax credit for 
acquisition and installation of solar pumps used in 
agricultural irrigation in California became inop
erative on January 1, 1984. <AB 2896, Ch. 88-627> 

SOLAR EJERGY - COMMERCIAL < SC > Amer.d s s u bd i vis i or• 
<a> to delete the "Notwithstanding" phrase ar•d to 
substitute "net tax <as defined by Section 17039) 
artd the altet~native minimum tax <Sectior, 17062>" 
for "taxes imposed by this part". Makes confor~rn
ing change in subdivision <h>. Amends subdivision 
<o> to provide that this credit <except for unused 
carryovers) is automatically repealed as of December 
1, 1989 <was January 1, 1989>, to include fiscal 
years beginning in 1988 and ending in 1989; e.g., 
FY 12/1/88-11/30/89. Operative for taxable years 
beginning on or after January 1, 1988. 
<SB 1801, Ch. 88-1465) 
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PIT 
SECTION 

17052.13 
<Amend> 
(23612) 

LC 88-21 

17052.17 
<New> 
<23617) 

• 
LC 88-19 

17052.18 
<New> 
(23617.5) 

LC 88-19 

IRC 
SECTION SUMMARY QE CHANGE 

SALES AND USE TAX CREDIT <SC> Deletes the auto
matic repeal date of January 1, 1993, added by 
AB 53 <Ch. 87-1138>. Operative for taxable years 
beginning on or after January 1, 1988. 
CAB 2785, Ch. 88-1463) 

CHILD CARE ASSISTANCE <SC> Allows a five-year 
carryover credit <maximum $30,000> for 30 percent 
of the startup costs paid or incurred on or after 
September 23, 1988, in establishing a child care 
program or for construction of a child care facility 
in California to be used by children of the taxpayer's 
employees; and/or 30 percent of the cost paid or 
incurred on or after September 23, 1988, for contribu
tions to child care information and referral services. 
The basis of the facility must be reduced by the 
amount of the credit, and no deduction for deprecia
tion, expenses, or contributions attributable to the 
child care program, facility, or information and 
referral services is allowable to the extent of the 
credit allowed. If the child care facility is dis
posed of or ceases to operate within 60 months 
after completion, a prorata portion of the credit 
is required to be added to the taxpayer's tax lia
bility in the year of disposition or nonuse. Oper
ative for taxable years beginning on or after Jan
uary 1, 1988, and before January 1, 1992. Section 
repealed as of December 1, 1992. 
<SB 722, Ch. 88-1239> 

QUALIFIED CHILD CARE PLAN <SC> Allows a five-year 
carryover credit for 50 percent of the costs paid or 
incurred on or after September 23, 1988, for contribu
tions to a qualified care plan made on behalf of an 
employee's dependent(s) under the age of 15. This 
credit may not exceed <1> $600 for each contribu-
tion to a full-time qualified care plan <average of 
eight or more hours per day for at least 42 weeks 
per year) and (2) $300 for each contribution to a 
part-time qualified care plan (average of two to 
eight hours per day for at least 42 weeks per year>. 
When less than 42 weeks, a prorated portion of the 
credit is allowable. No credit allowable to the 
extent that the sum of contributions and fees col
lected from parents to support a child care facil-
ity owned and operated by the taxpayer exceeds the 
total cost of providing care. No credit allowable 
if the care is provided by a qualified dependent 
<son, stepson, daughter, or stepdaughter under the 
age of 19> of the employee or employee'5 spouse on 
behalf of the employee. No deduction allowed for 
expenses attributable to and to the extent of the 
credit allowable; and the basis of the facility, if 
owned by the taxpayer, must be reduced by the 
amount of the credit. Operative for taxable years 
beginning on or after January 1, 1988, and before 
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PIT 
SECTION 

17053.:5 
<Amend> 

LC 88-6 

17053.8 
<Amend) 
<24331) 

LC 88-21 

170:53.9 
<Amend) 

LC 88-21 

17053.11 
<Amend) 
(24333) 

LC 88-21 

IRC 
SECTION SUMMARY QE CHANGE 

January 1, 
1' 1992. 

1992. Section repealed as of December 
<SB 722, Ch. 88-1239> 

RENTER'S CREDIT <SC> Changes definition of a 
qualified renter to aY• "individual who was a 
California resident and who rented and occupied a 
principle place of residence in this state for at 
least 50 percent of the taxable year". <Was, "a 
Cali forYtia residey,t who rented and occupied a pri n
ciple place of residence in this state on March 1 
of the taxable year, or in the case of an indivi
dual in the military service and absent from this 
state on March 1, rented and resided in premises in 
this state for 50 percent of the taxable year, in
cluding January 1 or December 31. ") Other prc•vi
sions and restrictions are retained. Operative for 
taxable years beginning on or after January 1, 
1988. <AB 2716, Ch. 88-747) 

WAGES PAID TO DISADVANTAGED EMPLOYEE IN AN ENTER
PRISE Zot£ <SC> Changes "year C•Yte", "year two", 
"year three", "year fc•ur", aYtd "year five" iY• sub
divisiOY• <a> to "the fit"st <second, third, fc•urth, 
aY•d fifth, respectively> year of employmeY•t ". 
Operative for taxable years beginning on or after 
January 1, 1988. <AB 2785. Ch. 88-1463> 

WAGES RECEIVED BY A QUALIFIED DISADVANTAGED EM
PLOYEE <SC> Deletes the automatic t"epeal date of 
January 1, 1993, added by AB 53 <Ch. 87-1138>. 
Operative for taxable years beginning or or after 
JaYtuary 1, 1988. <AB 2785, Ch. 88-1463) 

HIRING OF UNEMPLOYED RESIDENT OF HIGH DENSITY UNEM
PLOYMENT AREA <SC> Increases the allowable credit 
by increasing the percentages of qualified wages 
paid to qualified employees to be the same as the 
percentages prescribed in Section 17053.8, relating 
to credit for wages paid to disadvantaged employees 
in an enterprise zone; that is: 

Year of Unemployed Unemployed 
Employment 3 - 5 months 6 plus months 

1st 25% 50% 
2Ytd 40" 40% 
3rd 30'){. 30Y. 
4th 20" 20" 
5th 10% 10" 

Provides that the recapture provisions of this 
credit apply to terminated seasonal employees, and 
the credit must be reduced by the targeted JObs 
credit. Also, no deduction is allowed for that 
portion of wages upon which the credit is based. 
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PIT 
SECTION 

170S3. 13 
<Amend> 

LC 88-9 

170~.20 
<New> 
<23615) 

LC 88-28 

17054 
<Amend> 

LC 88-22 

IRC 
SECTION SUMMARY QE CHANGE 

Operative for taxable years beginning on or after 
January 1, 1988. <AB 2785, Ch. 88-1463> 

MILITARY COMPENSATION CREDIT <SC> Adds pensior.s 
and retirement pay received for services as a mem
ber of the California National Guard or the State 
Military Reserve to the 4 percent <maximum $40> of 
military compensation credit provisions. Operative 
for taxable years beginning on or after January 1, 
1988 and before January 1, 1992. 
CAB 4132, Ch. 88-1234> 

SMALL EMPLOYER HEALTH COVERAGE <SC> Provides for a 
carryover tax credit, in lieu of an allowable busi
ness deduction, for amounts paid or incurred by 
eligible small businesses (defined> to provide cer
tified health coverage <defined) for eligible indi
viduals (defined> and their dependents. The allow
able credit is the greater of $25 per month per 
covered individual or 25-percent of the total amount 
paid or incurred per month for the health coverage 
during the taxable year, plus the greater~ of 
$25 per month or 25-percent of the total amount 
paid or incurred per month for the covered indivi
dual's dependentCs). An additional credit of $5 per 
month for each covered individual is allowed if the 
health care coverage inc udes prenatal and well 
baby care, or mental health benefits. Minimum 
employer costs, maximum eligible individual's 
costs, and other employer requirements to qualify 
for the credit are specified. Expenses for health 
coverage under these provisions are excludable from 
the eligible individual's income for state income 
tax purposes. Operative for taxable years begin
ning on or after January 1 of the year (but not be
fore 1990) following the calendar year in which the 
Legislative Analyst and the Department of Finance 
certify that <1> the Governor's Budget provides for 
a 3 percent reserve, and <2> the Department of 
Finance proJects real personal income growth of at 
least 4 percent. The credit would then be in effect 
until January 1 of the fifth year following the 
year it first becomes operative. 
<SB 2260, Ch. 88-1521> 

151<c> CREDIT FOR PERSONAL EXEMPTIONS <TC> Substitutes 
"tax imposed urcder either Sectior• 17041 or 17048, 
plus the tax imposed under Section 17504 <relating 
to tax or• lump-s•.lm distributions>" for "net tax", 
as "net tax" is "tax imposed less the p•rsonal ex
emption credits"; and clarifies the rules which 
deny a dependent exemption credit for the person 
who qualifies the taxpayer as Head of household. 
Operative for taxable years beginning on or after 
January 1, 1987. <SB 1801, Ch. 88-1465> 
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PIT 
SECTION 

17054.5 
CArner1d) 

LC 88-8 

17058 
<Arner.d > 
(23610.5) 

LC 88-4 

17061.5 
CAr11er•d) 

LC 88-22 

IRC 
SECTION 

42 

17062 55-5'3 
CAmer•d > 

LC 88-16 

17063 53 
<Arnend> 
(23453> 

LC 88-22 

SUMMARY OF CHANGE 

JOINT CUSTODY HEAD OF HOUSEHOLD CSC> Expamds the 
Joint custody head of household tax credit, added 
by AB 53 CCh. 87-1138>, to permit a married indivi
dual who lives apart from his or her spouse for the 
last six months of the taxable year and furnishes 
over half of the cost of maintaining a horne for his 
or her dependent parent to qualify for a tax credit 
equal to 30 percent of "net tax", not to exceed 
$200 ($20'3 for 1'388). Operative for taxable years 
beginning on or after January 1, 1'388. 
CAB 352, Ch. 88-134'3) 

LOW-INCOME HOUSING CREDIT CTC> Makes a technical 
correction by changing "Mortgage Bond Allocation 
Committee" to "Mortgage Bond and Tax Credit Allo
cation Committee", reflecting the change in the 
committee's name made by SB 113, Ch. 87-658. 
CAB 131, Ch. 88-258> 

RESIDENTIAL RENTAL AND FARM SALES CREDIT CTC> 
Amends paragraph <3> of subdivision Cb) to clarify 
that all capital gain Closs> transactions (includ
ing prior year installment sales, capital loss 
carryovers, etc.) which are taken into account in 
computing taxable income for the taxable year, are 
used in the computation of the credit and the lim
itations thereon. Operative for taxable years be
ginning on or after January 1, 1'387. Section re
pealed as of January 1, 1'3'32. 
CSB 1801, Ch. 88-1465> 

Alternative Minimum Tax 

ALTERNATIVE MINIMUM TAX CSC> Arner,ds Sllbdivisior, 
Cb) <3> CA) tc• substitute "alte·rr.ative credit" Cwas 
credits> for taxes paid to other states; modifies 
subparagraph CB>, relating to nonresidents and 
part-year residents, to provide, for purposes of 
computing the alternative minimum tax, that the NOL 
deduction provided in IRC Section 56Cd) shall be 
computed as if the taxpayer was a resident for the 
entire year; and adds subparagraph CC> defining 
"California adjusted gross income", as modified for 
purposes of computing the alternative minimum tax. 
Operative January 1, 1'388. CAB 2851, Ch. 88-628) 

CREDIT FOR PRIOR YEAR MINIMUM TAX LIABILITY CSC> 
Conforms, in concept, to IRC Section 53Cc> Cl>, 
by allowing regular tax, as defined in Section 
17062Cb> <3>, to be reduced by tax credits, other 
than refundable credits, prior to allowance of the 
minimum tax credit. Operative for taxable years 
beginning on or after January 1, 1'388. 
CSB 1801, Ch. 88-1465> 
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PIT 
SECTION 

IRC 
SECTION SUMMARY QE CHANGE 

O.'finit ions Q.f eroaa Inc:ome. Ad 1 ustwd arowa 
lnpomw, TAMAble Jncoge, ~ 

17073.~ 63<c> 
<Amend> 

LC 88-22 

STANDARD DEDUCTION <SC> Cortforms to IRC Sect ior, 
63Cc>C6>, which limits the standard deduetion to 
zero in certain situations, such as a separate 
return of a married individual where the other 
spouse itemizes deductions; and provides, for pur
poses of paragraph <2> of subdivision Cc>, that the 
amount specified in IRC Section 63Cc) <5> <A> shall 
be adJusted for inflation in accordance with the 
provisions of IRC Section 63<c> (4). Operative for 
taHable years beginning on or after January 1, 
1987. <SB 1801, Ch. 88-1465> 

Items Speci'fically Excluded ~ Gross Income 

17142 111 
<New> 

LC 88-22 

RECOVERY OF TAX BENEFIT ITEMS <SC> Pt~ovides that 
IRC Section 111(b) and <c>, relating to credits and 
treatment of credit carryovers, shall be applicable 
with respect to credits allowable under the PITL. 
Operative for taxable years beginning on or after 
January 1, 1988. <SB 1801, Ch. 88-1465> 

17145 852Cb> <5> EXEMPT-INTEREST DIVIDENDS <SC> Adds obligations of 
<Amend> the United States <other than those of the Federal 

National Mortgage Association [FNMAJ, Government 
LC 88-7 National Mortgage Association [GNMAJ, Federal Home 

Loan Mortgage Corporation (FHLMCJ, and obligations 
of the District of Columbia issued after 12/27/73), 
which pay interest exempt from taxation under the 
Constitution or laws of the United States as quali
fying for pass-through treatment, subJect to the 50 
percent test for determining if a management com
pany, or series thereof, is authorized to pay 
exempt-interest dividends to its shareholders. 
NOTE: This does r.ot provide fot~ a comb i rtat i •::.r, 
portfolio of federal and California obligations to 
qualify undet~ the "50 percertt test; howevet~, if the 
"50 percent test" is met fc•t~ either federal obl i ga
t ions or stat~/local bonds, then the interest from 
both the federal obligations and the California 
bonds is entitled to the flow through tax-exempt 
treatment. Operative for taxable years beginning on 
or aftet· January 1, 1988. <SB 162, Ch. 88-671> 

17149 COMPENSATION, ETC. FOR PARTICIPATING IN EMPLOYER 
<New> RIDESHARING ARRANGEMENT <SC> Reenacts provisions, 

repealed by AB 53 <Ch. 87-1138>, allowing an exclu-
LC 88-10 sion from income for benefits, other than salary or 

wages, received by an employee participating in an 
employer-sponsored ridesharing arrangement. 
Operative for taxable years beginning on or after 
January 1, 1988. <SB 1904, Ch. 88-1437) 

6 



PIT 
SECTION 

17136 
<New> 

LC 88-9 

17231 
<Amend) 

LC 88-21 

17252.5 
<Amend> 

LC 88-21 

17265 
<Amer.d > 

LC 88-21 

IRC 
SECTION 

179 

17276 172 
< Amer•d) 

LC 88-21 

17276.1 
<Amertd > 

LC 88-21 

17276.2 
<Amend> 
<24416.2) 

LC 88-21 

172 

SUMMARY OF CHANGE 

REPARATIONS <SC> Provides a specific exclusiort from 
gross income for reparation payments made to redress 
the inJustice done to United States citizens and 
resident aliens of Japanese ancestry who were interned 
during World War II. Operative for taxable years be
ginning on or after November 10, 1988, the date that 
the FTB determined that these payments, under a 1988 
federal statute, would, for purposes of the IRC, be 
treated as damages for human suffering. 
<AB 4087, Ch. 88-555> <AB 4132, Ch. 88-1234) 

Deductions 

DEDUCTION FOR NET INTEREST AMOUNT <SC> Deletes the 
automatic repeal date of January 1, 1993, added by 
AB 53 <Ch. 87-1138>. Operative for taxable years 
beginning on or after Janu•ry 1, 1988. 
<AB 2785, Ch. 88-1463> 

DEPRECIATION - ENTERPRISE ZONE PROPERTY <SC> 
Corrects reference in subdivision (d) <2> (B) (ii>, to 
IRC Section 1014, relating to basis of property ac
quired from a decedent. <Was Section 18031, a gen
eral conformity section to IRC Sections 1001-1103. > 
Deletes automatic repeal date of January 1, 1989. 
Operative for taxable years beginning on or after 
Januar"'y 1, 1988. <AB 2785, Ch. 88-1463> 

CAPITAL EXPENDITURES - SECTION 17265 PROPERTY <SC> 
Deletes the automatic repeal date of January 1, 
1993, added by AB 53 <Ch. 87-1138>. Operative for 
taxable years beginning on or after January 1, 
1988. <AB 2785, Ch. 88-1463> 

NET OPERATING LOSSES <TC> Adds cross t"'eferel'"tces t.:• 
Sections 17276.1 and 17276.2 in subdivisions <a> 
and <g>. Operative for taxable years beginning on 
or after January 1, 1988. <AB 2785, Ch. 88-1463> 

QUALIFIED TAXPAYER <TC> Makes rni r•c•t"' l'"tC•rtst.tbst.:mt i ve 
technical corrections. Operative for taxable years 
beginning on or after January 1, 1988. 
<AB 2785, Ch. 88-1463) 

NET OPERATING LOSS - DESIGNATED AREAS <SC> Deletes 
the automatic repeal date of January 1, 1989, added 
by SB 1706 <CH. 88-32>. Operative for taxable 
years beginning on or after January 1, 1988. 
<AB 2785, Ch. 88-1463> 

17280 265 <a> <6> EXPENSES RELATED TO EXEMPT INCOME <TC> Chartges 
<Amend) reference, in subdivision (b) <3>, from "a diversi

fied martagemertt cc•mpany" to "a mar.agement cc•mpany 
LC 88-15 or set"'ies thereof", tc• cc•r•form to changes ir• Sec-
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PIT 
SECTION 

17507 
<Amend> 

LC 88-22 

IRC 
SECTION 

408(d) 

17551 444 
(Amend) 
(24637) 

LC 88-2E: 

17551.5 652(a) 
(Amend> G52 (a) 

17561 4G3 
( Anu:r,d) 

LC 88--2E: 

SUMMARY QE CHANGE 

tion 17145, enacted by AB 4278 <Ch. 86-1155>. 
Operative for taxable years beginning on or after 
January 1, 1988. <SB 1805, Ch. 88-970) 

Deferred Compensation 

PENSIONS - INDIVIDUAL RETIREMENT ACCOUNTS <TC> 
Amends subdivisictl'"• (b) (1) by char.gir•g "1983" teo 
"1982", teo cor,fc•r~m to date c•r• which federal char.ged 
its active participation rules applicable to 
taxab 1 e year~s beg i r.n i r•g c•r• c•t' after Jar.uary 1, 
1982 and before January 1, 1987. Operative for 
taxable years beginning on or after January 1, 
1988. ( SB 1801, Ch. 88-14G5 > 

Accour,t i nq Periods and Met hods. Qf. Accounting 

ELECTION OF TAXABLE YEAR OTHER THAN REQUIRED 
TAXABLE YEAR CTC> Clarifies, n subdivision <b>, 
that IRC Secticq .. , 444<c>, r~elatir•g to "r~equired pay
n1ents" fc•t~ entities elect ir•g a taxable year~ cothet~ 

than he "t'equir-ed" taxable ye.:n', is ncot appli
cable. Operative for taxable years beginning on or 
after- Jan•.tat~y 1, 1987. <SB 1801, Ch. 88-14G5> 

REQUIRED CHANGE OF ACCOUNTING PERIOD TC> Amer,ds 
subdivision (b) to include beneficiaries of trusts 
in the rules al owing a four-year spread of income 
resulting from a change in taxable year. Operative 
for taxable years beginning on or after January 1, 
1987. <SB 1801, Ch. 88-14G5l 

PASSIVE ACTIVITY LOSSES AND CREDITS LIMITED <SC> 
Adds paragraph (2) to subdivision (b) to clarify 
that the phaseout of the $75,000 loss from rental 
activities is computed by using the same income 
amount as is used for federal purposes (modified 
federal AGI>. Operative for taxable years begin
ning on or after January 1, 1987. <SB 1801, 
Ch. 88-14G5> 

Natural Resources 

17683 613 (e) <4> PERCENTAGE DEPLETION <SC> Adds SLtbdi visior, < f >. 
<Amend> 613A 
( 24833) (d) ( 5) 

LC 88-22 

conforming to federal law in denying percentage 
depletion for lease bonus and advance royalty pay
ments not related to production. Operative for 
taxable years beginning on or after January 1, 
1987. CSB 1801, Ch. 88-14G5> 
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PIT 
SECTION 

18001 
<Amer.d) 

LC 88-22 

18002 
<Amend> 

LC 88-22 

I RC 
SECTION SUMMARY OF CHANGE 

Credit for Taxes Paid 

CREDIT, RESIDENTS <TC> Amends subdivisic•r• <a> (3) 
to refer tc• "r.et tax <as defined by Sectic•r• 
17039>" <was "tax", which i r.tcl•..tded all taxes im
posed under the PITL). Operative for taxable 
years beginning on or after January 1, 1988. 
<SB 1801, Ch. 88-1465) 

CREDIT, NONRESIDENTS <SC> Cor,fc•rms to changes made 
to Section 18001 by AB 2130 CCh. 88-11) and as 
nc•ted above. Al sc• c 1 ar if ies that the "c•t her state 
tax" is the "r•egular tax", artd adds r1.1les r~elating 
to computation of the credit for taxes paid to an
other state for purposes of computing the tentative 
minimum tax. Operative for taxable years beginning 
c•n c•r after' January 1, 1988. <SB 1801, Ch. 88-1465> 

Gain ~ ~ 2n Disposition of Property 

18042 
<Amend) 
<24954) 

LC 88-27 

18402 
<Amend) 

LC 88-22 

1042 

6013 

18403 6012 
< Amer.d > < b > < 2 > 

LC 88-20 

SALE OF STOCK TO EMPLOYEE STOCK OWNERSHIP PLANS OR 
CERTAIN COOPERATIVES <SC> Pr•:•vides that the pr•:•vi
sions of IRC Section 1042, relating to sales of 
stock to employee stock ownership plans <ESOP's) 
she:d l apply (formerly, shall not apply) to taxable 
years beginning on or after January 1, 1990 and be
fore January 1, 1995. For taxable years beginning 
before January 1, 1990 and on or after January 1, 
1995, the pt'•:•visions c•f IRC Sectior, 1042 shall r.c•t 
apply. <AB 3799, Ch. 88-1504) 

Filing Requirements 

HUSBAND AND WIFE RETURNS <TC> Clarifies that if 
either spouse is an active member of the armed 
forces, either separate returns or a JOint return 
may be filed (formerly required a resident military 
p~rson and a nonresident spouse to file a JOint 
return). Operative for taxable years beginning on 
or after January 1, 1988. <SB 1801, Ch. 88-1465> 

RETURNS BY AGENTS OR GUARDIANS <SC> Irtcl udes a 
fiduciary as one who is authorized to file a return 
for an individual who is unable to file his or her 
own return. Deletes reference to Section 18415 (re
pealed by AB 66, Ch. 85-1461>, relating to the filing 
of a declaration of estimated tax. Operative Septem
ber 26, 1988. <SB 2289, Ch. 88-1333) 

18410.6 6013<b> WHEN JOINT RETURN DEEMED FILED <TC> Increases, irt 
<Amend) (3) subdivisions (b) and (c), the filing thresholds to 

conform to changes made to Section 18401 by AB 53 
LC 88-22 <Ch. 87-1138). Operative for taxable years begin

ning on or after January 1, 1988. 
<SB 1801, Ch. 88-1465) 

9 



PIT 
SECTION 

18411 
<Repeal> 

LC 88-15 

18S12 
<Amend) 

LC - None 

18513 
18513 .. 1 
18513.2 
<Renumber~> 

LC 88-4 

18551 

IRC 
SECTION SUMMARY OF CHANGE 

NET INCOME DEFINED <SC> Sect ior. defir•ir•g "r•et 
incc•me as gross income less deduct ior.s allowed" re
pealed as being unnecessary. Operative January 1, 
198'3. <AB 2851, Ch. 88-528> 

Pesianated eontributions 

ALLOCATION OF SENIOR CITIZEN FUNDS <SC> Makes re
visions and adjustments to the disbursement of 
monies designated for the California Fund for 
Senior Citizens, and specifically provides for the 
annual allocation of fund money to the California 
Senior Legislature for the conduct of elections to 
the members of that body. Operative September 25, 
1 '388. <SB 1802, Ch. 88-1351 > 

VIETNAM VETERANS MEMORIAL FUND <TC> Rer••.trnbers, 
without s bstant ve change, former Sections 
18513, 18513.1, and 18513.2 as Sections 18515, 
18515.1, and 18515.2, respectively. 

AB 131 Ch. 88-258) 

Payments and Assessments 

6151 <a TAX, WHEN PAYABLE nc; Clarifies that the due date 
<Amertd) fc;.r" paymer1t c:of tax by pers.:•ns whc• ar~e r~esiding o;:.r' 

tr·avelirq;J abt~c,ad, s the 15th day c•f the sixth 
LC 88-22 month following the close of their taxable year, 

the same as for filing their returns under Section 
18433. Formerly provided that tax of all persons, 
including those r~esiding C•t' tr·aveling abroad, is 
payable by April 15 following the close of a calen
dar year or the 15th day of the fourth month fol
lowing the close of a fiscal year. Operative for 
taxable years beginning on or after January 1, 
1 '388. < SB 1801 , Ch. 88-1455 > 

18681.7 PENALTIES AND INTEREST IMPOSED ON CORPORATIONS <SC> 
<New) Prov des that for purposes of collecting any penalty 
(23301) and the interest thereon, imposed under the provisions 

of the PITL against any bank or corporation. the 
LC 88-15 penalty and interest shall be collected as provided 

for in the B&CTL. Operative January 1, 1'389. 
CSB 18059 Ch. 88-'370) 

18688 6604(e/ DEFICIENCY ASSESSMENTS, INTEREST <SC> Provides 
<Amend> that where the FTB issues an assessment for re

covery of an erroneous refund or credit pursuant to 
LC 88-15 Section 18601 <pertaining to mathematical errors>, 

the taxpayer~s rights to protest and appeal are 
preserved. Notice and demand for repayment must 
be made within two years after the refund or credit 
was allowed or within the period for issuing a 
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PIT 
SECTION 

18802.3 
<Amend> 
<25401e> 

LC 88-17 

18802.10 
<New> 

LC 88-17 

IRC 
SECTION SUMMARY OF CHANGE 

notice of proposed assessment <NPA>, whichever 
period expires last. Operative January 1, 1989. 
<SB 1805, Ch. 88-970) 

Collection 2f Tax 

INFORMATION REPORTING REQUIREMENTS - REAL ESTATE 
TRANSACTIONS <TC> Substitutes "or other identifi
cation number prescribed by the Franchise Tax 
Bc•ard, " fc•t~ "<or the feder~al employer ident i fica
tior, raumber~, if not ar. irtdividual>,". Operative 
Jar.uar~y 1, 1989. <SB 1390, Ch. 88-1451> 

6054<e> RETURNS OF REAL ESTATE REPORTING PERSONS <SC> Pro
vides that if a transaction involves real property 
in California, any person required to file a return 
with the Secretary of the Treasury under IRC Sec
tion 6054(e) shall, at the same time, send a copy 
of that return to the FTB. Penalties provided un
der Section 18681.1 apply for failure to comply. 
Requires the FTB, no later than January 1, 1994 to 
submit to the Legislature a report, including a 
cost benefit analysis, which evaluates the ef
fectiveness of FTB's programs established to imple
ment the above provision. Operative January 1, 
1989 to include transactions which closed during 
1988 but reported to the Secretary of the Treasury 
in 1989. CSB 1390, Ch. 88-1451) 

18817.3 6334 
<Repeal) 

EXEMPTIONS FROI'I LEVY <SC> Sect iort repealed as prc•
visions exempting certain items from levy are con
tained in the Code of Civil Procedure <CCP>, Sec
tions 704.010 et seq. Operative January 1, 1989. 
<AB 2851, Ch. 88-628> 

< 2613c~. 05 > 

LC 88·-16 

19053.1 
( Amertd) 

LC 88-15 

19062.13 
<Amend) 

LC 88-22 

Overpayments and Refunds 

RETURN TREATED AS REFUND CLAIM <TC> Changes cross
t~efererace "•-mder Section 18556" <repealed by AB 66, 
Ch. 85-1461>, to "pursuar.t to Sectior. 18682", re
lating to failure to pay estimated tax. Operative 
January 1, 1989. <SB 1805, Ch. 88-970) 

REFUND OF TAX, EFFECT ON CORRECTNESS OF RETURN < TC > 
Char.ges crc•ss reference "under Sect ior. 18556" <re
pealed by AB 66, Ch. 85-1461> to "pursuant to Sec
tior. 18682", relatirtg tc• estimated tax. Operative 
for taxable years beginning on or after January 1, 
1988. <SB 1801, Ch. 88-1465> 
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PIT 
SECTION 

19088 
<Repeal/ 
New> 

(26104) 

LC aa-s 

19133 
<New) 
(25782) 

LC 88-24 

IRC 
SECTION 

7122 

19269 6621 
Aw"r'd) 

LC 88-18 

LC 88-20 

SUMMARY QE CHANGE 

ACTIONS AGAINST FRANCHISE TAX BOARD <SC> Provides 
that any suit ag~inst the FTB involving refunds of 
taxes may be commenced and tried in any city or 
city artd county ir• which the Attorney General mair•
tains an office, thus conforming to Section 401<1> 
of the Code of Civil Procedure. Formerly the FTB 
could demand that the action be tried in the Super
ior Court of the County of Sacramento. Operative 
January 1, 1989. CAB 2755, Ch. 88-337> 

SETTLEMENTS <SC> Provides that the executive offi-
cer, or chief counsel if authorized by the execu
tive officer, of the FTB may recommend to the 
board's members for their approval a settlement of 
any civil dispute over a tax liability arising un
der the PITL. For recommended settlements of more 
than $500, a statement is required to be filed in 
the office of the executive officer which shows the 
name(s) of the parties and total amount involved, 
the amount actually paid or refunded, and a summary 
of the reasons why the settlement is in the best 
interests of the state. Approval of any recommen
ded settlement in excess of $5,000 must be made at 
a public meeting, and requires a disclosure of the 
reasons why the settlement is in the best interests 
of the state. Except for disclosures required to 
be made at these public meetings, the settlement 
constitutes confidential tax information. Opera
tive for returns required to· be filed on or after 
Apt'il 15, 1989. <AB 2359, Ch. 88-901> 
NOTE: This provision is superseded by Section 
21015, added by AB 2788 <The Taxpayer's Bill of 
Rights>, Ch. BB-1573. 

Administration 2f Tax 

INTEREST RATE <SC> Provides that changes irt the 
interest rate, as determined under the provisions 
of IRC Section 6621, shall be made semiannually 
(was quarterly> in the first and third quarters of 
the calendar year and applied as follows: The rate 
determined in the January-March quarter shall be 
applied to the months of July through December, and 
the rate determined in the July-September quarter 
shall be applied to the months of January through 
June of the following year. The interest rate de
termined under the provisions of IRC Section 
6621(b) for the October-December, 1988 quarter 
<11"> will r~emain ir1 effect through June, 1989. 
Operative January 1, 1989. <AB 3083, Ch. 88-1029> 

LICENSEE INFORMATION <TC> Makes technical correc-
tions to provisions specifying the items of infor
mation that licensing boards must provide to the 
FTB regarding licensees. This change allows the 
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PIT 
SECTION 

19276.5 
<Repeal> 
(26428.5) 

LC 8S.-25 

IRC 
SECTION SUMMARY QE CHANGE 

FTB to send a notice of failure to comply to 
licensees <other than partnerships> who do not pro
vide their social security numbers. Operative 
September 26, 1988. <SB 2289, Ch. 88-1333> 

WAIVER OF INTEREST, PENAL TIES AND ADDITIONS TO TAX 
<SC> Sect i or• repealed. Its provisions l"'IW i ncl u
ded in Section 21012 of the Katz-Harris Taxpayers' 
Bill of Rights Act, Part 10.7 <commencing with Sec
tion 21001> of Division 2 of the Revenue and Tax
ation Code. <See TBR Section 21012. > Operative 
January 1, 1989. < AB 2788, Ch. 88-1573 > 

Violations 

19405 
<Amend> 
(25962) 

7206(5) PENALTY FOR FALSE RETURN <SC> Amends subdivisiort 

LC 88-24 

SCPTA & PL 
SECTION 

20514 
<Amertd > 

LC 88-12 

20S43 
20544 
<Amend> 

LC 88-H~ 

<a> (5) to provide that any person who, in connec
tion with any settlement or offer of settlement 
made pursuant to Section 19133, willfully conceals, 
receives, withholds, destroys, mutilates, or 
falsifies any data relating to the issue is guilty 
of a misdemeanor and subJect to a fine of up to 
$20,000 and/or imprisonment up to three years, plus 
the costs of prosecution. Operative for returns 
required to be filed on or after April 15, 1989. 
<AB 2359, Ch. 88-901> NOTE: As the provisions of 
PIT Section 19133 were superseded by TBR Section 
21015 (added by AB 2788, Ch. 88-1573>, this amendment 
is also inoperative. 

§ENIOR CITIZENS PROPERTY !a! 
ASSISTANCE AND POSTPQNEMENT LAW 

SUMMARY OF CHANGE 

"GROSS HOUSEHOLD INCOME"' <SC> Irtcreases the maximum 
allowable gross household income of a claimant to 
$24,000 (was $20,000). Operative for claims for 
property tax and renter's assistance for FY 1988-89, 
and thereafter. CAB 3165, Ch. 88-1231> 

PERCENTAGE OF ASSISTANCE <SC> 
PERCENTAGE OF RENTER ASSISTANCE CSC> 
Increases, by 10 percent to S3,300-S13,200 <was S3,000-
S12,000>, the qualifying household levels of income for 
the homeowner's and renter's assistance programs. Oper
ative for claims for property tax and renter's assist
ance for FY 1988-89, and thereafter. 
CAB 3165, Ch. 88-1231) 
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TAXPAYERS' BILL OF RIGHTS ACT 

Adds Part 10.7 to Division 2 of the Revenue and Taxation Code. 
O~rative January 1, 1989. <AB 2788, Ch. 88-1573> LC 88-25. 

TBR 
SECTION 

21001 
<New> 

21002 
<New> 

21003 
<New> 

21004 
<New) 

21005 
<New> 

21006 
<New> 

SUMMARY OF PROVISIONS 

TITLE <SC) Specifies that this part shall be knc•wr. 
and cited as the "Katz-Harr~is Taxpayers' Bi 11 of 
Rights Act". 

LEGISLATIVE INTENT <SC> Specifies Legislature's 
findings relative to the balance between collection 
of taxes and the taxpayers' freedom from government 
oppression; its intent that the rights, privacy, and 
property of taxpayers are protected during the pro
cess of the assessment and collection of taxes; and 
to promote taxpayer self-assessment by improving the 
clarity of tax laws and public information thereof. 

ADMINISTRATION <SC> Provides that this part shall 
apply to the PITL and the B&CTL, and shall be admini
stered by the FTB. 

TAXPAYERS' RIGHTS ADVOCATE <SC> Prc•vides fc•r the es
tablishment of a Taxpayers' Rights Advocate for co
ordinating resolution of taxpayer complaints and 
problems, including treatment by FTB employees. Ap
plicable statutes of limitatic•r•, but r•c•t arty pertal
ties or interest, will be suspended during any stay
ing actions granted by the advocate where the tax
payer has suffered or will suffer irreparable loss as 
the result of FTB action. 

TAXPAYER EDUCATION AND INFORMATION PROGRAM <SC> Re-
quires the FTB, in consultation with the Taxpayers' 
Rights Advocate, to develop and implement a taxpayer 
education and information program directed at certain 
taxpayer/industry groups, and FTB's audit and compli
ance staff, to identify and modify forms, procedures, 
regulations, or laws that are confusing, including 
the recommending of remedial legislation. This pro
gram would also include (1) identification and reso
lution of common taxpayer errors; <2> participation 
in small business seminars and similar programs; (3) 
simplification of FTB's current educational mate
rials; and (4) application of new legislation and 
the minimizing of areas of recurrent noncompliance or 
inconsistency of administration. 

IDENTIFYING AREAS OF TAXPAYER NONCOMPLIANCE <SC> Re-
quires the FTB to perform a systematic identification 
of areas of recurrent taxpayer noncompliance and to 
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TBR 
SECTION 

21007 
<New> 

21008 
<New) 

21009 
<New) 

21010 
<New) 

21011 
<New> 

21012 
<New> 

SUMMARY OF PROVISIONS 

report, by October 1 of each year, its findings to 
the Legislature, together with recommendations for 
improving taxpayer compliance and uniform administra
tion. As part of the identification process, annual 
hearings will be held where industry representatives 
and individual taxpayers can propose changes to the 
PITL and the B&CTL. 

DISCLOSURE TO TAXPAYERS OF PROCEDURES, REMEDIES, AND 
RIBHTS <SC> Requires the FTB tc• prepare and publish 
brief but comprehensive statements in simple, non
technical language which explain procedures, reme
dies, and the rights and obligations of the FTB and 
taxpayers. Appropriate statements are to be included 
with the related enforcement, audit, and collection 
notices mailed to taxpayers and in the tax booklets 
mailed annually. 

EVALUATING EMPLOYEE'S PERFORMANCE <SC> Req•..tit~es the 
FTB to annually certify to the Legislature that an 
employee's per~formance is r.ot evaluated on the basis 
of revenue collected or audit assessments. 

EMPLOYEE EVALUATION <SC> Req•.lit~es the FTB, in cc•c•t~d

ination with the Taxpayers' Rights Advocate, to de
velop and implement a program to evaluate the per
formance of its employees and officers with respect 
to their contacts with taxpayers. 

PROMPT RESOLUTION OF TAX CASES CSC) Requires the 
FTB, by July 1, 1989, and in cooperation with the 
Board of Equalization, California State Bar, Califor
nia CPA Society, Taxpayers' Rights Advocate, and 
other interested taxpayer-oriented groups, to develop 
a plan to reduce the time required to resolve amended 
return claims for refund, protests, and appeals. 
The plan shall include determination of standard time 
frames and special review of cases which exceed the 
standard time frames. 

HEARING PROCEDURES <SC> Provides that protest hear~

ings before the FTB staff are to be held at a reason
able time in a district office which is convenient to 
the taxpayer, recorded only if the taxpayer is given 
prior notice and entitled to receive a copy of the 
recording, and the taxpayer is informed prior to the 
hearing of his or her right to representation. 

TAX ABATEMENT - ERRONEOUS WRITTEN ADVICE <SC> Pro-
vides, upon approval of the FTB, for waiver of tax, 
interest, penalties, and additions to tax attribut
able to a particular activity or transaction of a 
person <and only that person) which was in reasonable 
reliance based on a written legal ruling of the FTB's 
chief counsel in response to that person's (or per-
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TBR 
SECTION 

21013 
<New> 

21014 
<New> 

21015 
<New> 

21016 
<New> 

SUMMARY QE PROVISIONS 

son's representative's> request as to the tax conse
quences of that activity or transaction, and FTB's 
legal ruling was not modified or rescinded by written 
notice to that person after the specific action or 
transaction occurred; or subsequently changed by a 
law change, a change in federal interp~tation where 
the legal ruling was based on that interpretation, or 
a change in the material facts or circumstances t'e
lating to that person. FTB's written legal ruling 
must include a declaration that the tax consequences 
expressed in the ruling may be subJect to change for 
any of the reasons stated above, and that it is the 
person's duty to be aware of those possible changes. 
In the event that the person relied on written advice 
other than a chief counsel ruling, interest, penal
ties ar.d additions tc• tax, but nc•t the tax may be 
waived by the FTB staff if all of the above condi
tions are met. 

REIMBURSEMENT FOR FEES AND EXPENSES CSC> Provides 
that a taxpayer may be reimbursed for reasonable fees 
and expenses related to a hearing before the Board of 
Equalization <BOE> if: (1) the taxpayet· files a claim 
for reimbursemertt with Bc•ard of Cc•r,trol <BOC>, <2> 
the BOE finds that the action taken by the FTB staff 
was unreasonable in whole o~ in part and recommends 
to the BOC that the taxpayer be awarded a specific 
amount, and (3) the BOC concurs in BOE's recommenda
tion and orders FTB to pay that amount to the tax
payer. 

INVESTIGATION OR SURVEILLANCE FOR NONTAX PURPOSES 
CSC> Prohibits an FTB officer or employee from know
ingly authorizing, requiring, or conducting any in
vestigation or surveillance for nontax administration 
related purposes, except when carrying out duties 
with respect to nontax laws. 

AUTHORITY TO SETTLE TAX LIABILITY DISPUTES <SC> Pt·c·
vides the FTB, or its executive officer if so delega
ted, to settle a disputed tax liability of $5,000 or 
less, if the settlement is approved by the Board of 
Control. The terms of the settlement shall be sub
Ject to public disclosure. The Auditor General is 
required to monitor these settlements and report his 
or her findings to the Legislature. NOTE: This pro
vision supersedes Sections 19133 and 25782, added by 
AB 2359 <Ch. 88-901>. 

RELEASE OF ASSETS FROM LEVY <SC> Requires the FTB to 
release any levy issued on property <other than prop
arty seized as a resu 1 t of a J eo pa rdy assessmer.t > if: 
<1> the state's expense of selling the property is 
more thar, the tax debt, <2> the Taxpayer's Rights 
Advocate finds that the levy threatens the health or 



TBR 
SECTION 

21018 
(New> 

21019 
<New> 

21020 
<New> 

SUMMARY QE PROVISIONS 

welfare of the taxpayer or his/her family, or <3> the 
proceeds of the sale would not reduce the tax debt by 
a reasonable amount. In addition, the FTB, before 
sale of seized property, must notify the taxpayer in 
writing of the exemptions from levy provided for in 
the Code of Civil Procedure. 

ADJUSTMENT OF EXEMPTIONS FROM LEVY <SC> Provides 
that the monetary amounts of exemptions from levy in 
the Code of Civil Procedure will be adJusted for pur
poses of enforcing the collection of PITL and B&CTL 
tax debts. These exemption amounts will be adJusted 
to reflect changes in the California Consumer Price 
Index whenever the change is more than 5 percent 
higher than any previous adJustment. 

REIMBURSEMENT OF BANK CHARGES <SC> Provides that a 
taxpayer may file a claim with the FTB for reimburse
ment of bank charges incurred by the taxpayer as the 
direct result of an erroneous levy by the FTB, if 
prior to the levy the taxpayer responded to all of 
FTB's contacts and provided any requested information 
or documentation sufficient to establish the tax
payer's position. The claim, on a prescribed FTB 
form, must be filed within 90 days of the date of the 
levy, and the FTB has 30 days to respond to the 
claim. A denial of the claim must be in writing and 
specify the reasons therefor. 

NOTICE TO TAXPAYER - FILING OF LIEN, RELEASE 
OF LIEN FILED IN ERROR <SC> Requires the FTB to mail 
a notice to the taxpayer at least 30 days prior to 
the filing or recording of a lien (other than one 
applying to a Jeopardy assessment>, stating the stat
utory authority for filing or recording, the earliest 
date on which the lien may be filed or recorded, and 
the remedies which the taxpayer must take within 30 
days after receiving the notice to prevent this ac
tion. If the FTB determines that the filing or re
cording of a lien was in error, it must, within seven 
working days of that determination or receipt of the 
lien recording information <whichever is later>, mail 
to the taxpayer and recording entity a release of the 
lien, and in the notice include a statement that the 
lien was filed in error. If the erroneously filed 
lien is obstructing a lawful transaction, it must be 
released immediately. Upon the taxpayer's request, 
the FTB must mail a copy of the release to the maJor 
credit reporting companies in the county in which the 
lien was filed. 

NOTICE TO TAXPAYER PRIOR TO SUSPENSION <SC) Req•.tires 
the FTB to mail a notice to a corporate taxpayer of 
its intent to suspend the corporation on a specified 
date at least 60 days before that specified date. 
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TBR 
SECTION 

21021 
<New> 

21022 
<New> 

BCT 
SECTION 

LC 88-22 

23044 
<Amatnd> 

LC 88-20 

SUMMARY OF PROVISIONS 

RECKLESS ACTIONS OF EMPLOYEES <SC> Provides that a 
taxpayer may bring a court action against the state 
for actual and direct monetary damages and reasonable 
litigation costs, if the taxpayer is aggrieved by an 
FTB employee because of his or her reckless disregard 
of published proced1.1res. Ir• awarding damages, the 
court shall take into consideration the negligence or 
omissions, if any, on the part of the plaintiff which 
contributed to the damages. If the taxpayer's posi
tion is frivolous, the court may impose a penalty 
against the taxpayer not to exceed $10,000, to be 
paid upon notice and demand of the FTB and collected 
as a tax imposed under either the PITL or the B&CTL. 

FEDERAL FILING EXTENSION, AUTOMATIC EXTENSION <SC> 
Provides that a taxpayer will be granted a state ex
tension for filing a return under the PITL if the 
taxpayer's application reflects that a timely federal 
extension to file was requested and the required fed
eral tax paid. This provisi does not extend the 
time for payment, and unless the full amount of state 
tax due is timely paid, the taxpayer may be subJect 
to an underpayment penalty. Operative for PIT re
turr•s to be filed on c•t~ after~ April 15, 1989. 

IRC 
SECTION 

BANK AND CORPORATION TAX brut 

SUMMARY OF CHANGE 

General Provisions and Definitions 

TAX <SC> Amended to parallel the provisions of 
PIT Sectic•n 17039 (defirlitior, of "r.et tax"), tc• 
incorporate the provisions of repealed Section 
23630, plus credits for taxes withheld under 
Section 26131, relating to the limitations and 
exceptions on the use of tax credits to reduce 
the "regular tax"; and tc• clar~ify al'"rd stay,dard
ize rules relating to credit carryovers and sun
set dates. Operative for income years beginning 
on or after January 1, 1988. 
<SB 1801, Ch. 88-1465> 

INTERNATIONAL BANKING FACILITY <SC> Extends re
peal date of this section, as specified in Sec
tion 5 of SB 499 <Ch. 81-825>, to January 1, 
1991. Operative September 26, 1988. 
<SB 2289, Ch. 88-1333> 
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BCT 
SECTION 

<Amend) 

LC 88-22 

23301 
<Anlertd) 
<18681.7) 

LC 88--15 

23453 
< Ar.1end > 
( 17053) 

LC 88-22 

23601.4 
( Amer.d) 
(17052.4) 

LC 88-22 

IRC 
SECTION 

11 

11 

SUMMARY OF CHANGE 

Imposition 2f Tax 

TAX ON GENERAL CORPORATIONS <TC> 
MINIMUM TAX <SC> 
TAX ON BANKS <TC> 
FINANCIAL CORPORATION OFFSET <TC> 
Amends Sections 23151, 23181, and 23184 to delete 
the dollar amounts of minimum tax and, instead, 
reference the minimum tax to Section 23153. Makes 
other nonsubstantive technical changes in Section 
23153. <SB 1801. Ch. 88-1465) 

Suspension and Revivor 

SUSPENSION OR FORFEITURE OF CORPORATE POWERS FOR 
NONPAYMENT OF TAX <SC> Adds subdivisior. (c) prc•
viding that if any penalty and the interest there
on, imposed against a bank or corporation under the 
provisions of the PITL, is not paid by 6 p.m. on 
the last day of the 11th month following the date 
that liability is due and payable, that bank or 
corporation's rights and privileges will be sus
pended (if a domestic taxpayer) or forfeited (if a 
foreign taxpayer). Operative January 1, 1989. 
<SB 1805, Ch. 88-970> 

Alternative Minimum Tax 

CREDIT FOR PRIOR YEAR MINIMUM TAX LIABILITY <SC> 
See summary for PIT Section 17063, substituting 
II Sect i c•n 23455 ( c > 11 fot~ "Sect i or. 17062 ( b > ( 2 >. Opet'
tive for income years beginning on or after January 
1 , 1988. < SB 180 1, Ch. 88-1455 > 

Tax Credits 

SOLAR ENERGY - COMMERCIAL <SC> An1er•ds subdivisiort 
<a> by deletirtg the "N•:•twithstandir•g" phrase to 
clarify that S corporations are allowed only one
third of this credit in accordance with Section 
23803, and by substituting "tax (as defirted by Sec
tion 23036> and the alternative minimum tax <Sec-
t ior• 23400>" for' "taxes irnpc•sed by this pat't <ex
cept the mirtin11..trn ft'anchise tax)". Makes cc•rtfc•t'mirtg 
change in subdivision (g). Amends subdivision (n) 
to provide that this credit <except for unused 
carryovers) is automatically repealed as of Decem
ber 1, 1989 <was January 1, 1989>, to include fis
cal years beginning in 1988 and ending in 1989; 
e.g., FY 12/1/88-11/30/89. Operative for income 
years beginning on and after January 1, 1988. 
<SB 1801, Ch. 88-1465> 

19 



BCT 
SECTION 

23603 
23609 
23609.5 
23610.5 
( 17058) 
23612 
( 17052. 13) 
<Amend> 

LC 88-4 

LC 88-21 

LC 88-22 

23615 
<New) 
( 17053. 20) 

LC 88-28 

23617 
(New) 
( 17052. 17) 

LC 88-19 

2~17.5 

<New> 
<17052.18) 

LC 88-19 

IRC 
SECTION SUMMARY OF CHANGE 

ALCOHOL FUEL DEVICE CREDIT <TC> 
41 RESEARCH AND DEVELOPMENT EXPENSES <TC> 
28 CLINICAL TESTING - ORPHAN DRUGS <TC> 
42 LOW-INCOME HOUSING CREDIT <SC> 

SALES AND USE TAX CREDIT <SC> 
Corrects, in Section 23610.5, the name of the 
"Mor~t gage Bernd Allcrcat i ern Ccrmrni t tee" to the "Mc•rt
gage Bernd arrd Tax Cr~edit Allc•cation Committee", r~e

flecting the change in the committee's name made by 
SB 113 <Ch. 87-558). <AB 131, Ch. 88-258> 

Deletes, in Section 23612, the automatic repeal 
date of January 1, 1993, added by SB 572 <Ch. 
87-1139>. <AB 2785, Ch. 88-1463> 

Makes technical changes to clarify the rules relat
ing to the interaction of these credits with the 
alternative minimum tax and minimum franchise tax, 
and the application of carryovers and sunset dates. 
Section 23603 repealed as of December 1, 1991 <was 
January 1, 1991>, and Section 23609.5 repealed as 
of December 1, 1993 <was January 1, 1993>, to cover 
returns for fiscal years beginning before January 1 
and ending on or before November 30 of the year of 
repeal. Section 23609 repealed as of January 1, 
1994: only amounts paid or incurred before January 
1, 1993 qua 1 i fy fm~ that cr~ed it. 
<SB 1801, Ch. 88-1465> 

SMALL EMPLOYER HEALTH COVERAGE <SC> See summary 
fc•r~ PIT Section 17053.20, sr.tbstitutirrg "income 
year~" f•:•r~ "taxable year". Oper-ative for irrcorr1e 
years beginning on or after January 1 of the year 
following certification, as explained in the 
summary for PIT Section 17053.20. 
<SB 2260, Ch. 88-1521> 

CHILD CARE ASSISTANCE <SC> See summary for~ PIT 
Section 17052.17. Operative for costs paid or 
incurred in income years beginning on or after 
January 1, 1988, and before January 1, 1992. 
Section repealed as of December 1, 1992. 
<SB 722. Ch. 88-1239> 

QUALIFIED CHILD CARE PLAN <SC> See summary for~ 

PIT Section 17052.18. Operative for costs paid or 
incurred in income years beginning on or after 
January 1, 1988, and before January 1, 1992. 
<SB 722, Ch. 88-1239> 



BCT 
SECTION 

23621 
23622 
( 17053. 8> 
23623 
( 17053. 11) 
<New) 

LC 88-22 

23630 
<Repeal) 
(17039) 

LC 88-22 

IRC 
SECTION 

51 (c) 

SUMMARY OF CHANGE 

TARGETED JOBS TAX CREDIT <SC> 
WABES PAID TO DISADVANTAGED EMPLOYEES IN AN ENTER
PRISE ZONE <SC> 
HIRING UNEMPLOYED RESIDENT OF HIGH DENSITY UNEM
PLOYMENT AREA < SC > 
Reenacts, in Chapter 3.5 of the B&CTL for the pur
pose of grouping all tax credits together, repealed 
Sections 24330, 24331 and 24333, resp•ctively. 
Substitutes "tax <as defi rred by Sect ion 23036)" for 
"taxes imposed by this part <except the minimum 
franchise tax arrd the alternative minimum tax)" in 
subdivision (a) of each section, and makes conform
ing changes in subdivision (J) of Section 23622, 
and subdivision (g) of Section 23623. 
<SB 1801, Ch. 88-1465> 

GENERAL LIMITATION ON TAX CREDITS <SC> Sect iorr re
pealed and its provisions transferred to Section 
23036. Operative for income years beginning on or 
after January 1, 1988. <SB 1801, Ch. 88-1465) 

~ Treatment Qf § Corporations ~ Their Shareholders 

23800 1362 
<Amend) 

LC 88-22 

23802 
<Amem::l) 

LC 88-22 

24306 
<New> 

LC 88-27 

1363 

133 

TAX TREATMENT OF S CORPORATIONS AND SHAREHOLDERS 
<SC> Adds subdivision (b) authorizing the FTB to 
allow appropriate extensions of time with respect 
to implementation of the provisions relating to 
the treatment of S corporations and their share-
holders for income years beginning in 1987 and 
1988. <SB 1801, Ch. 88-1465> 

TAX RATES <TC> Amends subdivisic•n (c) to delete 
reference to Section 23151, as the minimum tax 
amounts are now specified only in Section 23153. 
Operative for income years beginning on or after 
Jarrua~~y 1, 1988. <SB 1801, Ch. 88-1465> 

Gross Income 

INTEREST ON CERTAIN LOANS USED TO ACQUIRE EMPLOYER 
SECURITIES <SC) Provides that IRC Sectic•rr 133, re
lating to exclusion from income of 50 percent of 
interest received by a bank, a corporation actively 
engaged in the business of lending money, or a reg
ulated investment company, shall apply to income 
years beginning on or after January 1, 1990 and be
fore January 1, 1995. Section repealed as of De
cember 1, 1995. <AB 3799, Ch. 88-1504) 
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BCT 
SECTION 

24322 
<New> 

LC 88-13 

24330 
24331 

24333 
(Arner.d/ 
Repeal> 

LC 88-21 

24343 .. ~ 
<New> 

LC 88-10 

IRC 
SECTION 

597 

51 (c) 

SUMMARY OF CHANGE 

Gross Income - Exclusions 

FSLIC FINANCIAL ASSISTANCE <SC> Provides that 
gross income of a. domestic savings and loan asso
ciation Cas defined in IRC Section 7701(a) (19)J 
does not include assistance payments r•ceived from 
the Federal Savings and Loan Insuranc• Corporation 
<FSLIC>, no reduction in the basis of assets is re
quired on accour.t of these assistance payments, and 
expenses allocable to these exempt assistance pay
ments shall not be disallowed under the provisions 
of Section 24425 <expenses relating to tax-exempt 
income>. These provisions do not apply to assist
ance payments received after December 31, 1988, un
less the payments are made by the FSLIC pursuant to 
an acquisition or merger which occurred on or be
fore that date. Declaratory of existing law, and 
as such, is operative for all years not closed by 
the statute of limitations. <SB 573, Ch. 88-1068) 

Credit5 Against Tax 

TARGETED JOBS TAX CREDIT <SC> 
WAGES PAID TO DISADVANTAGED EMPLOYEE IN AN ENTER
PRISE ZONE <SC) 
HIRING OF UNEMPLOYED RESIDENT OF HIGH DENSITY UNEM
PLOYMENT AREA <SC> 
Amends subdivision (a) of Section 24331 by changing 
"yeat~ one", "yeat~ tw.:•", "yeat~ three", "yeat~ four", 
and "yeat~ five" tc• "the first, second, third, 
fourth, and fifth, respectively) year of employ
ment; and increases the allowable credit provided 
by Section 24333, as explained in the summary for 
PIT Section 17053.11. Operative for income years 
beginning on or after January 1, 1988. 
CAB 2785, Ch. 88-1463) 

Sections r*pealed and reenacted as Sections 23621, 
23622, and 23623, respectively, to group all tax 
credits in Chapter 3.5 of the B&CTL. Operative for 
income years beginning on or after January 1, 1988. 
<SB 1801, Ch. 88-1465> 

Deductions 

RIDESHARING TAX DEDUCTION <SC> Reenacts provision, 
repealed by SB 572 <Ch. 87-1139>, allowing deduc
tions for subsidizing employee commuting expenses 
in specified vehicles, subsidizing employee pur
chase of monthly transit passes, providing free or 
preferential parking to carpools and vanpools, 
offering cash equivalent of parking privileges to 
employees who do not require parking, and for de
preciation over 36 months of facility improvements 
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BCT 
SECTION 

IRC 
SECTION 

24378 1253 
<Repeal> 

LC 88-22 

24379 83 
<Repeal/ 
New) 

LC 88-22 

24411 
<Amer.d > 

LC 88-23 

24416 
<Amertd > 

LC 88-22 

172 

24416.2 172 
<Amend) 
( 17276. 2) 

LC 88-21 

LC 88-22 

SUMMARY OF CHANGE 

to encourage ridesharing, bicycling, and walking to 
ar.d from work. Redefines "employer" to mean a tax
payer for whom services are performed by employees, 
except government agencies; or a private educa
tional institution which enrolls students at higher 
thar. the secortdary level. Redefines "employee" to 
mean either an individual who performs services for 
an employer for more than eight hours per week for 
reml..lneratior•; or a full-time student at a post
secondary institution who lives off campus and who 
travels from home to school on a regular, though 
not necessarily daily, basis. Operative for income 
years beginning on or after January 1, 1988. 
<SB 1904, Ch. 88-1437> 

TRANSFERS OF FRANCHISES, TRADEMARKS, AND TRADE 
NAMES <SC> Section repealed as superfluous. Its 
provisions are included in Section 24903, added by 
SB 572 (Ch. 87-1139>. Operative for income years 
beginning on or after January 1, 1987. 
<SB 1801, Ch. 88-1465> 

PROPERTY TRANSFERRED IN CONNECTION WITH PERFORMANCE 
OF SERVICES <SC> Repeals amd reenacts sect ic•r• to 
conform to all of the provisions of IRC Section 83. 
(Formally did not cover situation where a corpora
tion is the recipient of property transferred in 
connection with the performance of services.) 
Operative for income years beginning on or after 
January 1, 1987. <SB 1801, Ch. 88-1465) 

DIVIDENDS RECEIVED - WATER'S-EDGE CORPORATIONS <SC> 
Provides a 100 percent deduction of the fully 
excluded dividends derived from construction proJ
ects, as defined, and makes other supplemental 
and technical changes. Operative for income years 
beginning on or after January 1, 1988. 
<SB 85, Ch. 88-989> 

NET OPERATING LOSSES <TC> Adds "arrd before Decem-
ber 31, 1985" irt subdivisiort <e> <2>, to close the 
special provision relating to NOLs for 1985 <limi
ted to a three-year carryover>, thus eliminating a 
conflict with the regular provision which allows a 
15-year NOL carryover. Operative for income years 
beginning on or after January 1, 1987. 
CSB 1801, Ch. 88-1465> 

NET OPERATING LOSS - PROGRAM AREAS AND ENTERPRISE 
ZONES <SC> Deletes the automatic repeal date c•f 
January 1, 1989, enacted by SB 1706 <Ch. 88-32>. 
Operative for income years beginning on or after 
January 1, 1988. <AB 2785, Ch. 88-1463> 

Makes minor nonsubstantive technical corrections. 
CSB 1801, Ch. 88-1465> 
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BCT 
SECTION 

IRC 
SECTION 

2452 368(a) 
<Amend) 

LC 88-13 

24603 
<Amer.d) 

LC 88-27 

24637 
<Arner.d) 
(17551) 

LC 88-22 

24721 
<Repeal/ 
New> 

24722 
24722.1 
24722.2 
24722.3 
24723 
<Repeal> 

LC 88-22 

404(k} 

444 

481 

SUMMARY OF CHANGE 

Qorporate Qraanizationa &QQ Reorganizations 

DEFINITIONS RELATING TO CORPORATE REORGANIZATIONS 
<SC) Revises provisions pertaining to a bankruptcy 
or similar reorganization by providing that, in the 
case of a fincmcial institution to which specified 
provisions of the IRC relating to reserves for 
losses or. loans apply, the term "Title 11 or simi
lar case" mear.s only a case in which the board, as 
defined, makes a certification, as described. Also 
provides that a bankruptcy or similar reorganiza
tion meeting certain requirements will not be dis
qualified as a reorganization if no stock or secur
ities of the corporation to which the assets are 
transferred are received or distributed, if speci
fied conditions are met. These provisions are de
claratory of existing law, and as such, apply to 
all income years not closed by the statute of 
limitations. These provisions apply only to acqui
sitions before January 1, 1989 in income years be
ginning before January 1, 1989. 
<SB 573, Ch. 88-1068} 

Pension Plans 

DIVIDENDS PAID DEDUCTION <SC> Provides that IRC 
Section 404<k>, relating to dividends paid deduc
tion, shall apply to income years beginning on or 
after January 1, 1930 and before January 1, 1995. 
For income years beginning before January 1, 1990 
and on or after January 1, 1995, the provisions of 
IRC Sectior. 404<1-d shall r1c•t apply. 
CAB 3799, Ch. 88-1504> 

Accounting Periods and Methods of Aecountinq 

ELECTION OF INCOME YEAR OTHER THAN REQUIRED INCOME 
YEAR CTC> See summary for PIT Section 17551. 
Operative for income years beginning on or after 
January 1, 1987. CSB 1801, Ch. 88-1465) 

ADJUSTMENTS REQUIRED BY CHANGES IN METHOD OF 
ACCOUNTING <SC> Provides that IRC Section 481, re
lating to adJustments required by changes in method 
of accounting, shall apply. Sections 24722 and 
24723 repealed as those provisions are now included 
in Section 24721. Sections 24722.1, 24722.2 and 
24722.3, relating to the special rule for pre-1955 
adJustments, repealed as obsolete. Operative for 
income years beginning on or after January 1, 1988. 
<SB 1801, Ch. 88-1465> 
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BCT 
SECTION 

24833 
<Amend> 
( 17683) 

LC 88-22 

24903 
(Repeal> 

LC 88-22 

24905 
<New) 

LC 88-22 

24941 
<Amend> 

LC 88-22 

IRC 
SECTION SUMMARY OF CHANGE 

Nat ural Resourcws 

613Ce> <4> PERCENTAGE DEPLETION <SC> See summary for PIT Sec-
613A tion 17683. Operative for income years beginning 
<d > <5> or, or after January 1, 1987. 

<SB 1801. Ch. 88-1465) 

1221 
tc• 

1257 

988 

1031 

Sain 2!:. b2n 2n Disposition 2f. Property 

RULES FOR DETERMINING CAPITAL GAINS AND LOSSES <SC> 
Section repealed. Its provisions are now included 
in amended Section 24990 (see below). Operative 
for income years beginning on or after January 1, 
1988. <SB 1801, Ch. 88-1465> 

TREATMENT OF CERTAIN FOREIGN CURRENCY TRANSACTIONS 
CSC> Conforms to PIT Section 17078 <added by 
AB 53, Ch. 87-1138>, by providing that the treat
ment of certain foreign currency transactions shall 
be in accordance with IRC Section 988. Operative 
for income years beginning on or after January 1, 
1987. <SB 1801, Ch. 88-1465> 

EXCHANGE OF PROPERTY HELD FOR PRODUCTIVE USE OR 
INVESTIENT CSC> Reer.acts, as new subdivisiorts 
Cd>-<g>, provisions coriforming to subsections 
(b)-(e) of IRC Section 1031, and redesignates for
mer subdivision (d) as subdivision Ch). These 
added provisions were formerly a part of, and were 
inadvertently omitted from, this section when it 
was amended by AB 66 CCh. 85-1461>. Operative for 
income years beginning on or after January 1, 1988. 
CSB 1801, Ch. 88-1465> 

24954 1042 SALE OF STOCK TO STOCK EMPLOYEE OWNERSHIP PLANS OR 
CERTAIN COOPERATIVES CSC> See summary for PIT Sec
tion 18042, substitutir•g "ir.come years" for "tax
able yeat~s". Operative fc•r~ irtcorne years begir•rting 
on or after January 1, 1990 and before January 1, 
1995. Section repealed as of December 1, 1995. 

(New> 
( 18042) 

LC 88-27 

24990 
<Amend> 

LC 88-22 

1201 
to 

1288 

CAB 3799, Ch. 88-1504) 

CAPITAL GAINS AND LOSSES <SC> Provides that the 
tax treatment of capital gains and losses (formerly 
limited to tax treatment of bonds and other debt 
instruments) shall be determined in accordance with 
Subchapter P of Chapter 1 of Subtitle A of the IRC 
<IRC Sections 1201-1288>, except as otherwise pro
vided. <See Sections 24990.5 and 24995, below.> 
Operative for income years beginning on or after 
January 1, 1988. <SB 1801, Ch. 88-1465> 



BCT 
SECTION 

2:4990.5 
<New> 

LC 88-22 

2:4995 
<New> 

LC 88-22 

25106.5 
<Amend> 

LC 88-4 

25107 
<Amer.d) 

LC 88-20 

25110 
<Amend> 

LC 88-23 

IRC 
SECTION 

1201, 
1211' 
and 

1212 

1291 
to 

1297 

SUMMARY OF CHANGE 

ALTERNATIVE TAX AND CAPITAL LOSS DARRYBACKS AND 
CARRYOVERS <SC> Provides that IRC Section 1201, 
relating to alternative tax for corporations, IRC 
Section 1211, relating to limitation on capital 
losses, and IRC Section 1212, relating to capital 
loss carrybacks and carryovers, shall not apply. 
Operative for income years beginning on or after 
January 1, 1988. <SB 1801, Ch. 88-1465> 

PASSIVE FOREIGN INVESTMENT COMPANIES <SC> Provides 
that Part VI of Subchapter P of Chapter 1 of Sub
title A of the IRC CIRC Sections 1291-1297>, relat
ing to treatment of certain passive foreign invest
mer.t cc•mparlies, shall not apply. Operative for in
come years beginning on or after January 1, 1988. 
<SB 1801, Ch. 88-1465> 

Allocation 2f Income 

REGULATIONS - ACCOUNTING METHODS, COMBINED REPORTS 
<SC> Char.ges prc•visions ft'C•m "t'eql..tiring the FTB to 
adopt regulations to prevent avoidance of tax lia
b i 1 it y by ar.y member i r•c 1 uded i r. a comb i r.ed report " 
tc• "FTB may adopt regulations tc• er•SI..tt'e that the 
tax liability or net income of any taxpayer from 
California sources required to be determined by a 
C•:ombir.ed t'epc•l''t, is properly repc•t'ted". Adds sub-
divisio~ b) iting the adoption of regula-
tions which would determine, prescribe, or affect 

1) the nclusion or exclusion of certain entities 
in a combined report, or <2> after the period of 
inclusion, cause the income or expenses of an ex
cluded entity to be included in a combined report. 
Operative January 1, 1989. <AB 131, Ch. 88-258> 

APPORTIONMENT OF INCOME, INTERNATIONAL BANKING 
FACILITY <SC> Char.ges "located withc•ut the state" 
tc• "dcdr.g bu~•nr;ess witho•.tt the state" tc• reflect 
the current test for taxing a bank, in reference to 
an international banking facility maintained by a 
bank within California. Also extends the repeal 
date of this section, as specified in Section 5 of 
SB 499 CCh. 81-825>, to January 1, 1991 <was Jan
uary 1, 1989). Operative for income years begin
ning on or after January 1, 1988. 
<SB 2289, Ch. 88-1333 

WATER'S-EDGE ELECTION <SC> Makes minor nonsubstan-
tive technical corrections. <Code maintenance, 
SB 2637, Ch. 88-160) NOTE: This amendment to 
Section 25110 did not become operative because it 
was superseded by the amendment to Section 25110, 
included in SB 85 <Ch. 88-989>, which changes the 
provisions which set forth the specific affiliated 
entities which are defined to be within the 



BCT 
SECTION 

25111 
<Amend) 

LC 88-23 

25112 
<Amend) 

LC 88-23 

25113 
<Repeal) 

LC 88-23 

2S114 
<Repeal/ 
New> 

LC 88-23 

IRC 
SECTION SUMMARY OF CHANGE 

water's-edge. Provisions relating to FTB's examin
ation of returns filed by members of a water's-edge 
group, transferred to new Section 25114. Provi
sions relating to FTB's disregard of a waters-edge 
election under specified circumstances, transferred 
to Sectior• 25111. Operative for income years be
ginning on or after January 1, 1988. 
<SB 85. Ch. 88-989> 

PERIOD OF ELECTION <SC> Permits the water's-edge 
election to be made by contract for an initial per
iod of five years (was 10 years>, and provides that 
the election is effective only if every taxpayer 
which is a member of the water's-edge group and 
subJect to tax under the B&CTL makes the election. 
Permits the FTB to disregard the election under 
specified circumstances, and allows a taxpayer to 
terminate the election prior to the end of the 
5-year period under specified circumstances. Makes 
various technical and clarifying supplemental 
changes relating to the water's-edge election. 
Operative for income years beginning on or after 
January 1, 1988. <SB 85, Ch. 88-989> 

PENALTIES CSC> Amer,ds subdivisioY• (e) tc• provide 
that the fact that a foreign JUrisdiction would im
pose a penalty on the taxpayer (or any other per
son> for disclosing any documentation requested by 
the FTB is not reasonable cause for a court, upon 
FTB's motion, to prohibit the introduction of docu
mer.tat iort requested by the FTB, "ur.less, aftet~ in 
camera review of the documentation, the court finds 
otherwise". Oper~ative for irrcome yeat~s beginr.ir•g 
on or after January 1, 1988. <SB 85, Ch. 88-989) 

ADMINISTRATIVE OR JUDICIAL PROCEEDINGS <SC> Repeals 
provision allowing the FTB, in any administrative 
or JUdicial proceedings, to introduce into evidence 
the record of any final court determination in an
other state involving the same taxpayer or a uni
tary business of which the taxpayer is alleged to 
be a member; or tax information, including data ob
tained from the IRS or a foreign government, per
taining to the examination of multinational opera
tions. Operative for income years beginning on or 
after January 1, 1988. <SB 85, Ch. 88-989> 

SPREADSHEET <SC> 
EXAMINATION OF RETURNS <SC> Provisions relat irrg tc• 
requirements for filing a "dc•mestic disclosure 
spreadsheet" repealed and reenacted <with modifica
tions> in new Section 25401d. Provisions relating 
to FTB's examination of returns filed by members of 
a water's-edge group transferred from Section 
25110. Operative for income years beginning on or 
after Jartltary 1, 1988. <SB 85, Ch. 88-989) 
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BCT 
SECTION 

25115 
<Amend> 

LC 88-23 

LC 88-11 

25401d 
<New) 

LC 88-23 

IRC 
SECTION SUMMARY OF CHANGE 

ANNUAL FEE CSC> Provides that the property ar.d 
payroll factors which enter into the computation of 
of the annual fee must be for an income year of 12 
full months endir•g ir• 1986, ar•d includes intar.gi
bles in the property factor. Provides that the re
duction in the fee shall be based on the amount ex
pended since January 1, 1987 <was 1988> for ir.vest
ment in new plants or facilities in California, 
which includes new tangible personal property, as 
defined. Adds new rules for determining the prop
erty and payroll factors for new entities created 
as a result of a reorganization, and makes other 
technical clarifying changes. Operative for income 
years beginning on or after January 1, 1988. 
<SB 85, Ch. 88-989) 

CAPITAL GAINS AND LOSSES - UDITPA <SC> Provides 
that gain or loss on the sale of a partnership in
terest is allocable to California in the ratio of 
the original cost of partnership tangible property 
in this state to the original cost of partnership 
tangible property everywhere, determined at the 
time of the sale. If more than 50 percent of the 
partnership's assets consisted of intangible prop
erty, the allocation of the gain or loss to Calif
ornia is determined by using the ratio of the part
nership's California sales to total sales during 
the first full income year preceding the sale of 
the partnership interest. Operative for income 
years beginning on or after January 1, 1989. 
<AB 2977~ Ch. 88-1170) 

Returns and Payments 

SPREADSHEET < SC > Reer1act s prc•v is i c•r.s, fcq·~mer 1 y in
cluded in Section 25114, relating to the filing of 
a domestic disclosure sheet with following 
changes: (1) Only taxpayers making the water's
edge election are required to file (formerly was 
any bank or corporation required to file a United 
States return or which could be included in a con
solidated federal return). (2) Filing date is 6 
months after filing of California return (formerly, 
3 months after filing federal income tax return). 
(3) hK~reases "payroll, property, or sales in for
ei gr, count r~ ies" factc•rs to $10 mi 11 ion ( forn1et~ 1 y, 
$1 million>. <4> Requires spreadsheet to be filed 
once avery three years was annually>, unless there 
is a chang~ in the taxpayer's business activities, 
in which case it shall be filed for the year that 
the change occ1..ws. (5) Filing of sl:)readsheet is 
not required if taxpayer's payroll, property, and 
sales within the United States are each less than 
$500,000. Operative for income years beginning on 
or after January 1, 1988. CSB 85, Ch. 88-989> 
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BCT 
SECTION 

25401• 
<New> 
( 18802. 3) 

LC 88-17 

2S553 
<Amend> 

LC 88-22 

2:5562 
<Amend> 

LC 88-22 

IRC 
SECTION 

25563 6154(b) 
<Amend) 

LC 88-22 

25782 7122 
<New> 
<19133) 

LC 88-24 

SUMMARY QE CHANGE 

INFORMATION REPORTING REQUIREMENTS - REAL ESTATE 
TRANSACTIONS <SC> Provides that, for purposes of 
the B&CTL, the provisions of PIT Section 18802.3 
shall apply. Operative January 1, 1989. 
<SB 1390, Ch. 88-1451> 

FIRST INSTALLJENT, BANKS AND FINAICIAL CORPORATIONS 
<TC> Updates provisions relating to minimum tax by 
substituting section number references for specific 
dollar amounts, and makes other minor nonsubstan
tive corrections. Operative for income years be
ginning on or after January 1, 1987. 
<SB 1801, Ch. 88-1465> 

ESTIMATED TAX, BANKS AND FINANCIAL CORPORATIONS 
<TC> Makes nonsubstantive changes by correcting 
refererrces to "Section 23186a" to "Section 23186.1" 
arrd "Sect iorr 23183" tc• "Sect iorr 23181 ", respec
tively; and changing "credit" to "offset". Opera
tive for income years beginning on or after January 
1, 1988. <SB 1801, Ch. 88-1465> 

PAYMENTS OF ESTIMATED TAX <TC> Updates prc•visions 
relating to minimum tax by substituting section 
number references for specific dollar amounts. 
Operative for income years beginning on or after 
Jarruary 1, 1987. ( SB 1801, Ch. 88-1465> 

Assessments 

SETTLEMENTS <SC> See summary fc•t~ PIT Sect ic•rr 
19133, substituting "B&CTL" fc•r~ "PITL". Operative 
for returns required to be filed on or after March 
15, 1989. <AB 2359, Ch. 88-901> 
NOTE: This provision is superseded by Section 
21015, added by AB 2788 <The Taxpayer's Bill of 
Rights>, Ch. 88-1573. 

Interest. Additions t2 Tax and Penal Provisions 

25931.3 
<Amerrd) 

LC 88-22 

6651(b) 

25962 7206(5) 
<Amend> 
( 19405> 

LC 88-24 

PENALTY IMPOSED ON NET AMOUNT DUE <TC> Substi
tutes irl sr.tbdivisic•rr (a)' "the date prescribed for 
payment of the tax and by the amount of any credit 
against the tax" for "the date prescribed for' 
filing the returr,"; arrd updates sr.tbdivisiorr <b> by 
referencing section numbers relating to payment of 
estimated tax for former sections relating to 
filing a declaration of estimated tax. Operative 
for income years beginning on or after January 1, 
1988. CSB 1801, Ch. 88-1465) > 

FALSE OR FRAUDULENT RETURN <SC> See summary for 
PIT Sectiorr 19405, substituting "Section 25782" for 
"Sectiorr 19133". Operative for returns reqr.tired to 
be filed on or after March 15, 1989. 
CAB 2359, Ch. 88-901> NOTE: As the provisions of 
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BCT 
SECTION 

26073a 
26073b 
26073c 
26073d 
<Amend) 

LC - Nc•ne 

26104 
<Arnenc 
<1'3088) 

LC 88-5 

IRC 
SECTION 

6511c 
6511 
6511d 
6521 

26132 .. 05 6334 
(Repeal> 
(18817.3) 

('~ 88-16 

26221 
<Amenrcl 

LC 88-15 

26428.5 
<Repeal> 
19276.,5) 

88-25 

6331 

SUMMARY OF CHANGE 

B&CT Section 25782 were superseded by TBR Section 
21015 (added by AB 2788, Ch. 88-1573>, this 
amendment is also inoperative. 

Refunds and Cr8dits 

EXTENSION OF PERIOD BY WAIVER <TC> 
REFUND CLAIM, FEDERAL CHANGE OR CORRECTION <TC> 
SEVEN-YEAR STATUTE ON BAD DEBTS <TC> 
OFFSET OF BARRED OVERPAYMENTS <TC> 
<Code maintenance) Makes nonsubstantive technical 
corrections and renumbers Section 26073a to 
26073.2, Section 26073b to 26073.4, Section 
to 26073.6, and Section 26073d to 26073.8. 
tive for income years beginning on or after 
1, 1'389. <SB 2637, Ch. 88-160) 

26073c 
Opera
Jar.uary 

ACTIONS AGAINST FRANCHISE TAX BOARD <SC> See sum
mary for DIT Sect on 19088. Operative January 1, 
1 '389. ( AB 2755, Ch. 88-337) 

Collection of Tax 

EXEMPTIONS FROM LEVY <SC See umrnar~y fc•t' PIT Sec-· 
tion 18817.3. Operative January 1, 1989. 
<AB 2851, Ch. 88-628> 

SEIZURE AND SALE AT PUBLIC AUCTION <SC> Adds 
references to Article 5 <commencing with Section 
18681> of Chapter 18 of the OJTL <relating to 
assessments of penalt es and interest imposed under 
the PITL> and Article 2 <commencing with Section 
18831) of Chapter 18 of the PITL <relating to "suit 
f•:•t' tax"), tc• provisio-ns for' the seizur·e ar·,d sale 
of the ta~payer's personal property to satisfy de
linquer,t liabilities. Oper·ative Januat•y 1, 1989. 
<SB 1805, Ch. 88-970) 

Administrative Provisions 

WAIVER OF INTEREST, PENALTIES AND ADDITIONS TO TAX 
<SC> Sectic•r• repealed. Its provisions rtow ir-.clu
ded in Section 21012 of the Katz-Harris Taxpayer's 
Bill of Rights Act, Part 10.7, <commencing with 
Section 21001) of Division 2 of the Revenue ant 
Taxation Code. <See TBR Section 21012.> Operative 
Jar.uary 1, 1989. <AB E:788, Ch. 88-1573) 
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B&P 
SECTION 

30 
<Amend> 

LC 88-20 
• 

CCP 
SECTION 

708.730 
< Amer.d) 

LC 88--14 

GC 
SECTION 

7077 
(Amend) 

7082 
(Amertd > 

LC - Norte 

7095 
( Amemd) 

LC - Norte 

BUSINESS ~ PROFESSIONS CODE 

SUMMARY OF CHANGE 

TAX ENFORCEMENT; FURNISHING OF FEDERAL EMPLOYER IDENTI
FICATION NUMBER 9 SOCIAL SECURITY NUMBER AND OTHER IN
FORMATION; PENALTY; FILING REPORTED INFORMATION; CONFI
DENTIALITY; LEGISLATIVE INTENT <SC> See summary for PIT 
Section 19276. Operative September 26, 1988 • 
<SB 2289, Ch. 88-1333> 

CODE OF CIVIL PROCEDURE 

SUMMARY OF CHANGE 

MONEY OWED BY PUBLIC ENTITY; FILING ABSTRACT OR COPY OF 
JUDGMENT AND AFFIDAVIT; SERVICE OF NOTICE; SUBMISSION OF 
CLAIM <SC) Adds subdivision (d) providing that if a 
JUdgment is for child support, and money is owed to the 
Judgment debtor as a tax refund from the FTB or as Cali
fornia State lottery winnings, the JUdgment creditor may 
file with the court an abstract or certified copy of the 
JUdgment or decree ordering payment of child support, 
and request Cas specified) the court to issue a Notice 
of Child Support Arrearage to which any tax refund or 
lottery winnings owed the JUdgment debtor will be sub
Ject. Opet~ative J1.tly 1, 1989 to:• Jan•.tat~y 1, 1994. 
<SB 2035, Ch. 88-1017) 

GOVERNMENT CODE 

SUMMARY OF CHANGE 

DESIGNATION AS ENTERPRISE ZONE LIMITED <TC> Clat~ifies 

that an area may only be designated either as an enter
prise zone or as a program area. Operative September 
28, 1988. CAB 2764, Ch. 88-1464> 

EMPLOYMENT AND ECONOMIC INCENTIVE ACT - DEFINITIONS <SC> 
Deletes, in subdivision (h) (2) CC>, the provision regard
ing abandonment, relocation, and approval with respect 
to the designation of qualifying businesses in a program 
area. Operative September 28, 1988. 
<AB 2764, Ch. 88-1464) 

PREFERENCES ON STATE CONTRACTS FOR BIDDERS CERTIFYING 
USE OF WORKSITES AND WORKERS LOCATED IN PROGRAM AREAS 
<SC) Adds, ir, subdivisic•r• (b), "er.terprise zone quali
fied emplc•yees" as a qualifyir•g preferer.ce on state cc•n
tracts for bidders certifying the use of worksites and 
workers in program areas. Adds subdivision (f) defining 
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GC 
SECTION 

7269 
<Arnend > 

LC - Nor.e 

12419.3 
<Amer,d > 

LC 88-14 

12419.8 
<Amend) 

SUMMARY OF CHANGE 

"enterprise :z or•e qua 1 if i ed ernp 1 oyees" as emp 1 c•yees who 
meet any of the requirements of Section 17053.8<c> (1) <C> 
or 24331Cc) (1) <C> of the Revenue and Taxation Code, as 
those sections read on January 1, 1988. Operative 
September 28, 1988. <AB 2764, Ch. 88-1464) 

STATUS OF PAYMENTS; INCOME TAX AND PUBLIC ASSISTANCE 
<SC> Specifies that tenant relocation assistance pay
ments required by state statute or local ordinance are 
not taxable under the PITL or the B&CTL <codification of 
current practice>. Operative January 1, 1989. 
CAB 3962, Ch. 88-1490) 

PRIORITY OF OFFSET ACCOUNTS; ANNUAL REPORTS <SC> Amer,ds 
subdivision <a>, relating to priorities for offsetting 
delinquent accounts against PIT refunds, to provide that 
nonpayment of child support accounts enforced by a dis
trict attorney shall receive first priority and the non
payment of child support accounts enforced by other than 
a district attorney shall receive second priority. 
Opet'at i ve Ju 1 1 1989 t C• Decem bet' 31, 1990. 

SB 2035, Ch. 88-1017) 

OFFSET AMOUNT DUE A COUNTY <SC> Adds delinq•Jer•t ur.se
cured property taxes, on which a certificate lien has 
been filed for record with the county recorder, to pro
visions permitting the Controller to offset any amount 
due a county from nc f T or B&CT payable to 
the delinquent persor or ent1ty. Operative July 1, 
1989. SB 2293, Ch 88-830) 



LC No. 

88-4 

88-5 

88-G 

88-7 

88-8 

88-9 

88-10 

88-11 

88-12 

88-13 

88-14 

88-15 

88-16 

88-17 

88-18 

88-19 

88-20 

1988 LEGISLATIVE CHANGE REPORTS 

SubJect 

Combined Reporting Regulations 
and Technical Corrections 

Location of Trials for Actions 
Against the Franchise Tax Board 

Renter's Credit Eligibility 

Exempt Interest Dividends 

Dependent Parent Credit 

Credit for National Guard Pen
s i orts/Exc 1 us i.:•r• o:•f Repal'at i •::OY"t 
Payments 

Ridesharing Benefits: Exclu
sion from Income/Business Ex
per.se Deduct i c•r• 

PIT-Code Maintenance/BeT-Sale 
of Partnership Interest 

Homeowner's and Renter's Assis
tance 

Reorganization of Troubled 
Savings Institutions 

Offset of Delinquent Child 
Suppor't Payments 

Revenue and Taxation Code Main
tenance/Technical Corrections 

Revenue and Taxation Code Main
tenance/Technical Corrections 

Reporting of Real Estate Trans
act iOY"IS 

Interest Rate Computation 

Credit for Employer-Paid Child 
Care Services and Plans 

Reporting of Licensee Informa
tion/Fiduciary Filing of Return 
for Individual/International 
Banking Facilities 
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Bill No. 

AB 131 

AB 2755 

AB 2716 

SB 162 

AB 352 

AB 4132 

SB 1904 

AB 2977 

AB 3165 

SB 573 

SB 2(>35 

SB 1805 

AB 2851 

SB 1390 

AB 3083 

SB 722 

SB 2289 

Chapter 
No. 

88-258 35 

88-337 35 

88-747 36 

88-671 36 

88-1349 37 

88-1234 38 

88-1437 39 

88-1170 40 

88-1231 41 

88-1068 43 

88-1017 44 

88-970 45 

88-628 46 

88-1451 47 

88-1029 48 

88-1239 49 

88-1333 51 



LC No. 

88-21 

88-22 

88-23 

88-24 

88-25 

88-26 

88-27 

88-28 

Sub1wct 

EY•terprise Zor.es 

Technical Corrections 

Water's-Edge Election 

Taxation: Compromises 

Taxpayers' Bill of Rights 

California Source Income 

Rollover of Securities to 
Employee Stock Ownership 
Plar.s <ESOPs> 

Small Business Health Care 
Insurance Coverage 

Chapter 
Bill No. No. eua 
AB 2785 88-146 52 

SB 1801 88-1465 54 

SB 85 88-989 60 

AB 2359 88-901 63 

AB 2788 88-1573 63 

AB 2896 88-527 58 

AB 3799 88-1504 68 

SB 2260 88-1521 70 

Legislative Change Reports <LCs> 88-1, 88-1, and 88-3 were included in 
Summary of Legislation report dated March ~8, 1988. 

Enterprise Zones and Program 
Areas: Government Code Changes 

Exclusion from Income: Tenant 
Relocation Assistance Payments 

AB 2764 

AB 3952 

Reparation Payments (See LC 88-9) AB 4087 

Allocation of California 
Senior Citizens Fund 

Offset of Delinquent Property 
Taxes 

Maintenance of the Codes 
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SB 1802 

SB 2293 

SB 2637 

88-1454 

88-1490 

88-555 

88-1361 

88-830 

88-160 



Altthc•r: Jc,·nes 

LEGISLATIVE CHANGE NO. 88-4 
ASSEMBLY BILL 131 

Subject: Combined Reporting Regulations and Technical Corrections 
Laws Affected: Sections 17058, 18513, 18513.1, 18513.2, 18515, 

18515.1, 18515.2, 23610.5, and 25106.5 of the Revenue 
and Taxation Code 

Date Filed with Secretary of State: July 5, 1988 
Chapter NLtrtlber: 88-258 

SUMMARY 

Sect ic•Y• 25106.5 

This act amends the section that specifically authorizes the Franchise 
Tax Board to adopt regulations with respect to the proper accounting 
methods to be employed by taxpayers whose income derived from or 
attributable to California sources is required to be determined by 
means of a combined report. These amendments specifically provide 
that the regulations will not: 

o affect, determine or prescribe the inclusion or exclusion of 
entities whose income and apportionment factors are to be 
included in either the worldwide or the water's edge combined 
repo·r·t ; c•r·, 

o after the period of inclusion, cause the income or expenses of an 
entity which is no longer included 1n a combined report to be 
included in a combined report. 

Sections 17058 and 23610.5. 

This act corrects the name of the tax credit allocation agency from 
the "f'r1c··r·tgage Bc•'1"1d Allc•catic•YI Cc•rnmittee" to the "f'rlc•rtgage Bc··nd and Tax 
Cr·ed it A 11 c•c·at i C•Y1 Cc•rmn itt ee" C:0"1d rernc•-..,.es dltp 1 i c·at e 1 aY1g Ltage i -..., the 
provision relating to the low-income housing credit. 

Sect ic•Y1S 18513, 18513. 1, 18513.2, 18515, 18515. 1, aYsd 18515.2. 

This act renumbers Sections 18513, 18513.1, and 18513.2 <relating to 
the designation of voluntary contributions to the Vietnam Veterans 
Memorial Fund) as Sections 18515, 18515.1, and 18515.2, respect1vely. 

The provisions of this act would be effective January 1, 1989, as this 
bill is not a tax levy nor does it affect the computation of tax. 

Author: 
Subject: 

D. Brow· ... , 

LEGISLATIVE CHANGE NO. 88-5 
ASSEMBLY BILL 2755 

Location of Trials for actions Against the Franchise Tax 
Bc•ard 

Laws Affecting Franchise Tax Board: Sections 19088 and 26104 of the 

Date Filed with Secretary of State: 
Chapter Number: 88-337 

35 

Revenue and Taxation Code 
J lll y 1 4' 1 988 



SUMMARY 

Section 19088 and 26104 

This bill codifies current judicial authority under the Code of Civil 
Procedures CCCP Section 401C1)) and reflects the current 
administrative practice of the Franchise Tax Board in that actions 
against the Board will be commenced and tried in any city or city and 
county in which the Attorney General maintains an office. 

The provisions of the act are effective January 1, 1989. 

~h.lthc•r: Klehs 

LEGISLATIVE CHANGE NO. 88-6 
ASSEMBLY BILL 2716 

Subject: Renter's Credit Eligibility 
Laws Affected: Section 17053.5 of the Revenue and Taxation Code 
Date Filed with Secretary of State: September 7, 1988 
Chapter Number: 88-747 

SUM1'>1ARY 

Section 17053.5 amended. 

This act modifies the conditions which must be met before an 
individual qualifies to receive a renter's credit. 

Previously, one renter's credit was that an 
·ndividt..tal c•cc:.tpy and Yel'rt ,::~ pri i c,n 

March 1, of the year. This act requires that, for tax years beginning 
on or after January 1, 1988, an individual must instead rent and 
occupy a principal residence in California for at least fifty percent 
of the year to maintain renter's credit eligibility. Other former 
renter's credit eligibility requirements remain unchanged. 

This act will not result in departmental program changes requiring a 
report to the Legislature pursuant to Section 11017.5 of the 

e;-nrne·nt Code. 

Author·: Vt..1ic·h 

LEGISLATIVE CHANGE NO. 88-7 
SENATE BILL NO. 162 

Subject: Exempt Interest Income 
Laws Affecting Franchise Tax Board: Section 17145 of the Revenue and 

Taxatic•n Cc•de 
Date Filed with Secretary of State: August 29, 1988 
Chapter Number: 88-671 

SUMMAR't' 

Sectic•n 17145. 

This act codifies the department's interpretation of the decision in 
Sa·ndra Brc•WY"r ~ FTB, that Cali fCtr·rria roust prc•vide the same 
flow-through treatment fCtr federal Ctbligations as has been provided 
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for state obligations. Specifically, this act provides for flow
through tax-exempt treatment of interest frc~ either federal obliga
tions or California state/local bonds if at least 50~ of the value of 
the mutual fund's assets consists of either federal obligations or 
Califc•rrlia state/lc•cal bor.ds. The sc•-called "at least so,:. test" fc•r 
determining if a management company is qualified to pay tax exempt
interest dividends to its shareholders cannot be satisfied by a 
combination of federal obligations and California state/local bonds. 
However, if, at the close of each quarter of its taxable year, at 
least so,:. c•f the valLte of the tc•tal assets c•f a mar.agement cc•ropaY•Y, c•r 
series thereof, consists of either class of obligations then interest 
from the other class also is entitled to flow-through treatment Ce.g., 
a mutual fund's portfolio consists of 51,:. federal obligations and 23,:. 
Cali~ornia bonds. As the mutual fund passes the so-called "at least 
50~ test••, both the interest from the federal obligations and the 
California bonds is entitled to flow-through tax-exempt treatment). 

It should be noted that this act applies to interest from federal 
obligations which would be exempt if held directly by an individual. 
Therefore, this act does not provide for pass-through treatment for 
interest received from certain agency bonds <e.g., Goverr~ent National 
Mortgage Association <GNMAl, Federal National Mortgage Association 
CFNMA}, Federal Home Loan Mortgage Corporation, obligations of the 
District of Columbia issued after December 27, 1973) as these interest 
payments are not from exempt federal bond/obligations. 

This act will not result in any departmental program changes requiring 
a report to the Legislature pursuant to Section 11017.5 of the 
Gc•verr.me.,..,t Code. 

The provisions of this act are operative with respect to taxable years 
beginning on or after January 1, 1988. However, to the extent this act 
codifies the decision reached in Sandra Brown, it applies to all years 
Y"•C•t clc•sed by the stat1.1te c•f 1 irnitat ic•·(,s .. 

Auth<.:•·r: 
Subject: 

Dt.tpl issea 

LEGISLATIVE CHANGE NO. 88-8 
ASSEMBLY BILL 352 

Dependent Parent Credit 
Laws Affecting Franchise Tax Board: Section 17054.5 of the Revenue 

and Taxation Code, as amended. 
Date Filed with Secretary of State: September 26, 1988 
Chapter Number: 88-1349 

Section 17054.5 as amended. 

This act modifies the existing tax credit for joint custody head of 
hc•usehc•ld tc• also apply to i'l'"Jdividuals who meet all c•f the fc·llowiY"•g 
CC•l"1d it i Ctl"IS: 

(1) Married filing a separate return; 
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(2) During the last six months of the taxable year the taxpayer's 
spouse was not a member of the taxpayer's household; 

(3) Maintains a household, whether or not the taxpayer's home, which 
constitutes the principal residence of a dependent mother or 
father of the taxpayer for the taxable year; 

(4) Furnishes over one-half of the cost of maintaining the household 
during the taxable year; and, 

(5) Does not qualify as a head of household or as a surviving spouse. 

This act will not result in any departmental program change requiring 
a report to the Legislature pursuant to Section 11017.5 of the 
Gc•very,me·nt Ccode. 

This ac·t applies tc• tax years beglYrroiY,g c:.Y• ur· after· Jaro1..1ar·y 1, 1388. 

hc··r·: F l 

LEGISLATIVE CHANGE NO. 88-9 
ASSEMBLY BILL 4132 

Subjects: Credit for Mllitary Service Income and Reparation Payments 
Exclusion from Gross Income 

Laws Affecting Franch se Tax Board: Sections 17053.13 and 17156 of the 
Revenue and Taxation Code 

Date Filed with Secretary of State: September 23, 1388 
Chapter Numbeu'"·: 

Section 17053.13 

This act p·rovides that pensicn--, arrd ret1r·eme·nt pay ·rec:·eived by ay, 
individual for his or her service a~ a member of the California 
National Guard or the State Military Reserve qualifies for the credit 
for military service income. 

This applies to taxable years beginning on or after January 1, 1388. 

Sect i c•r• 17156. 

This act also provides a specific exclusion from gross income for 
reparation payments made to redress the injustice done to United 
States citizens and resident aliens of Japanese ancestry who were 
interned during World II. 

The federal statute relating t this provision was enacted on August 
10, 1988. Therefore, this act (which is operative only if the federal 
statute ~ ey,acted} applies tc• taxable years begiYI'r,iY•g c•Y• C•r after 
Jay,uary 1, 1388. 

This act will not result in any departmental program changes requiring 
a report to the Legislature pursuant to Section 11017.5 of the 
Gc•verY,rne.,..,t Cc•de. 
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LEGISLATIVE CHANGE NO. 88-10 
SENATE BILL NO. 1904 

At..tthc•r: Mc•rgart 
Subject: Gross Income Exclusions/Business Expense Deduction for 

Ridesharing Benefits 
Laws Affecting Franchise Tax Board: Sections 17149 and 24343.5 are 

added to the Revenue and Taxation Code. 
Date Filed with Secretary of State: September 27, 1988 
Chapter Number: 88-1437 

SUMMARY 

Section 17149 is added to the Revenue and Taxation Code. 

This act specifies that compensation or the fair market value of 
nonwage benefits, received by an employee for participation in any 
employer sponsored ridesharing program in California are excluded from 
the employee's California gross income. This includes the following 
compensation or benefits: 

o Commuting in a third-party vanpool, subscription taxipool, and 
private commuter bus. 

o Monthly transit passes for use by employees or their dependents, 
other than transit passes for use by elementary or secondary 
sc-hc•c•l stude·r,ts. 

Section 24343.5 is added to the Revenue and Taxation Code. 

This act specifies that corporation employers are allowed a business 
expertse dedt..tc-tic•r• fc··r-· specific be·nefits:. paid c··r irtc-t..tr·red relatir•g tc• 
employee ridesharing. These benefits are: 

o Subsidizing employee commuting in third-party vanpools, private 
commuter buses, and subscription taxipools. 

o Subsidizing monthly transit passes to employees and their 
dependents, excluding trans1t passes tor elementary and secondary 
school students. 

o Compensating employees who do not require free parking. 

o Providing free or preferential parking to carpools and var.pools. 

o Making facility improvements to encourage employees to 
participate in ridesharing arrangements, to use bic-ycles or to 
walk. These facility improvements are allowed a 36 month 
depreciation deduction. 

0 

0 

Providing company commuter van or bus service to employees for 
commuting to and from their homes. Improvements (capital costs) 
to the vehicle are not allowed as a business expense deduction. 

Providing employee transportation services which are required as 
par·t c•f the ernplc•yer' s bt..tsir.ess ac·tivities, if the employee wot..tld 
not have been reimbursed and there was no available ridesharing 
incentive program. Improvements (capital costs) to the vehicle 
would not be allowed as a business expense deduction. 
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This act will not result in any departmental program changes requiring 
a report to the Legislature pursuant to Section 11017.5 of the 
Gc•verYrmeYrt Cc•de. 

The provisions of this act are operative for income and taxable years 
beginning on or after January 1, 1988. 

Author: 
Subject: 

LEGISLATIVE CHANGE NO. 88-11 
ASSEMBLY BILL 2977 

CPIT> - Revenue Code Maintenance. CB&CT> - Corporate Sale 
of Partnership Interest <Appeal of Holiday Inns>. 

Laws Affecting Franchise Tax Board: Sections 17048 and 25125 of the 
Revenue and Taxation Code 

Date Filed with Secretary of State: September 22, 1988 
Chapter Number: 88-1170 

SUMMARY 

This is an act which amends Sections 17048 and 25125. 

The measures incorporated with1n th1s act were sponsored and 
recommended by the department. This act makes technical corrections 
to the Personal Income Tax Law <PITL> by deleting obsolete references 
created by enactment of the California Personal Income Tax Fairness, 
Simplification and Conformity Act of 1987 CAB 53, Statutes of 1987, 
Chapter 1138). In addition, this bill amends the Bank and Corporation 
Tax Law CB&CTLJ in the area of corporate sales of partnership 
i .,.,t erest s. 

Section 17048 - Amended 

This act deletes reference to income averaging in the code section 
which requires certain individuals to use the tax tables to compute 
tax amc•unts. IY,come aver·agir1g was ·repealed by 1987 c·c•Y,fc·r·rnity 
legislation. This act also corrects an obsolete reference to the tax 
treatment of lump-sum distribut1ons. 

Section 25125 - Amended 

This act requires an interstate or international corporation which 
sells a partnership interest to use an allocation formula to determine 
the portion of capital g~in or loss realized from the sale which must 
be attributed to California taxable income. The allocation formula is 
based on the relationship that the original cost of the partnership's 
tangible property located in California bears to the original cost of 
all the partnership's tangible property. In the event that more than 
50 percent of the partnership's assets consists of intangible 
property, the allocation to California income of the gain or loss 
realized must be determined by using the ratio of the partnership's 
California sales to the partnership's total sales during the first 
full tax period preceding the sale of the partnership interest. This 
amendment to the B&CTL was sponsored by the Franchise Tax Board in 
response to the finding of the Board of Equalization in the Appeal of 
Holiday Inns, which held that the gain or loss realized from the sale 
of a partnership interest by a corporation was intangible income and 
should be assigned to the corporation's commercial domicile. 
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As a tax levy, this act became law on September 22, 1988. However, as 
speciried in the act, the amendments to Section 25125 are applicable 
to income years beginning on or after January 1, 1989. 

This act does not initiate departmental program changes which require 
a report to the Legislature pursuant to Section 11017.5 of the 
Gc•verY•rney,t Cc•de. 

Authc•r: Klehs 

LEGISLATIVE CHANGE NO. 88-12 
ASSEMBLY BILL NO. 3165 

Subject: Homeowner's and Renter's Assistance 
Laws Arrecting Franchise Tax Board: Sections 20514, 20543, and 20544, 

of the Revenue and Taxation Code 
Date Filed with Secretary or State: September 23, 1988 
Chapter Number: 88-1231 

SUMMARY 

Section 20514, as amended. 

This act increases the maximum amount of gross household income from 
$20,000 to $24,000 ror allowing assistance payments. 

Sections 20543 and 20544, as amended. 

This act increases the income amounts ror the tables that establish 
the percentage of assistance allowed under the Homeowner's and 
Renter's Assistance <HRA> program administered under the Senior 
Citizen's Property Tax Assistance and Postponement Law. For example, 
at the 96~ assistance level, the income would change rrom not more 
than $3,000 to not more than 53,300, and at the 4~ assistance level, 
the income would change rrom not more than $12,000 to not more than 
$13,200. <See the following tables.) 

This act will not result in any departmental program changes requiring 
a report to the Legislature pursuant to Section 11017.5 of the 
Gc·ve·r··r,rney,t Cccd e. 

This act applies to Homeowner's Assistance and Renter's Assistance 
claims ror the 1988-89 fiscal year <riled on or after May 16, 1989 and 
on or before August 31, 1989) and fiscal years thereafter. 

HOMEOWNER'S ASSISTANCE 

If the total household income 
Cas derined) is not more than: 

The percentage of tax on the first 
$34,000 of full value Cas deter
mined for tax purposes) used to 
provide assistance is: 

'$3, 3()() ••••••••••••••••••••••••••••••••• 96" 
3' 52(> ••••••••••••••••••••••••••••••••• 94 
3, 74(> ••••••••••••••••••••••••••••••••• 92 
3, 96() ••••••••••••••••••••••••••••••••• 9<• 
4, 18() ••••••••••••••••••••••••••••••••• 88 
4, 4(1() ••••••••••••••••••••••••••••••••• 85 
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HOMEOWNER'S ASSISTANCE Ccon't> 

If the total household income 
Cas defined>is not more than: 

The percentage of tax on the first 
$34,000 of full value Cas deter
mined for tax purposes) used to 
provide assistance is: 

4,620 ••• 
4,840. 
5, 060. 
5, 280 •• 
5,500 •• 
5, 720 •• 
5, 940 •• 
6, 160 •• 
6, 380 •• 
6,600. 
6, 820 •• 
7,040. 
7, 260. 
7' 480. 
7' 700, 
~?' 13t:~(1 

8, 140. 
8,360 •• 
8, 580 .. 
8, 800 •. 
9, 020. 
9, 240 •• 
'3, 4tSO. 
'3~ 68(i 
9, 900. 

1 (I~ 45(1 

11' 000. 
11' 5=.i(?!, 
12, 100. 
12, 650. 

•• 84 
• •• 82 

• 8(1 
• 78 

• •• 76 
• • 73 

• 69 
. .. 65 

• • 61 
• • 57 
.53 

• • 49 
. • 45 

• 41 
• 37 

•• 34 
• 31 
• 28 
25 

18 
16 
14 
12 
10 

8 
7 
6 
5 

13,200. 4 

If the tc•tal 
hC•I..ISehold 
i r•cc•me (as 
defil"1ed il"1 this 
part} is not more 
thal"•: 

$3, 300 •• 
3, 52(). r 

3, 740 •• 
3, 960 •• 
4, 180 •• 
4,400 ••. 
4, 620. " 
4, 840 •• 

RENTER'S ASSISTANCE 

The stat l..ttc•ry 
pr·c• pert y t ax 
eqLtivale·,..,t is: 

$250. 
25()~ 

25(),. 

250 •. 

25(1, 
250 •• 

The percentage of the 
statutory property tax 
equivalent used to 
provide assistance is 

• •• 96~ 
94 
92 
90 
88 
86 
84 
82 



If the tc•tal 
hOLISehold 

RENTER'S ASSISTANCE Ccon't> 

i 1"1Cc•me (as 
defi .,..,ed i .,.., this 
part> is not more 
than: 

The statLitc•ry 
prc•perty tax 
eqLiivale.,..,t is: 

The percentage of the 
statutory property tax 
equivalent used to 
provide assistance is: 

5, (>6(> •• 
5,280. 
5,500 •• 
5, 720. 
5, '340. 
6, 160 •• 
6, 380 •• 
6, 600 •• 
6, 82(1 •••••••• 
7,040 ••••••• 
7' 260 ••. 
7' 48(1 •• 
7' 7(1(1 •• 

7' '320 •. 
8, 140. 
8, 360 •• 
8,580 •• 
8, 800 •• 
'3' 020 •• 
'3, 240 •. 
'3,460. 
'3, 680 •• 
'3' '300 •• 

1 o, 450. 
11' 0(1(1 •• 
11, 550 •. 
12, 100. 
12, \S(J(> •• 

13, 200 .• 

25CJ •• 
Z5CJ •• 
250. 
Z5CJ •• 
e5CJ •• 
C5CJ. 
250 •. 
25(> •• 
25(>. 
Z5CJ •• 
250. 
25CJ. 
25(> •• 
25(> •• 
250. 
25(> •• 
25(> •• 
25(>. 
25().,. 

25(> •• 
25(>. 
250. 
25(>. 
25(> •• 
25(>. 
25(). 
250 •. 
25(> •• 
25(> •• 

LEGISLATIVE CHANGE 
SENATE BILL NO. 

NO. 88-13 
573 

Author: Garamendi 
Subject Reorganization of Troubled Thrifts 

80 
78 
76 
73 
6'3 
65 
61 
57 
53 
4'3 
45 
41 
37 
34 
31 
28 
25 
22 
2(> 

18 
16 
14 
12 
10 

8 
7 
6 
5 
4 

Laws Affecting Franchise Tax Board: Section 24562 of 
Taxation Code is amended and Section 24322 
Revenue and Taxation Code. 

The Reve1"1L1e 
is added tc• 

Date Filed with Secretary of State: September 21, 1'388 
Chapter NLUnber: 88-1068 

SUMMARY 

Sect ic•l"• 24322 

Certain assistance payments made by the Federal Savings 
Insurance Corporation CFSLIC) are not treated as income 
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basis of the institution's assets be reduced by the amount of the 
payrney,t s. 

Sect ic•r• 24562 

Financially troubled savings institutions qualify for tax-free 
reorganization status. 

This act requires the departmen{ to submit a report on the revenue 
impact c•f this act as c•f Decernber 1, 1'38'3 to the Legislature by 
Jay,uary 30, 199(1. 

The act states that these changes are declaratory of existing law, 
therefore these provisions are effective for all open income years. 
The provisions regarding reorganizations do not apply to acquisitions 
after December 31,1'388 or income years beginning after December 31, 
1988, whi e the exclusion frc~ income does not apply to amounts 
received after December 31, 1988 (except for certain mergers or 
acquisitions which occur prior to January 1, 1'389). 

Authc•y-: 
Subject: 

Agr.c•s 

LEGISLATIVE CHANGE NO. 88-1~ 

SENATE BILL NO. 2035 

Offset for Delinquent Child Support 
Laws Affecting Franchise Tax Board: Sections 708.730, 708.740, and 

708.780 of the Code of Civil Procedure, as amended; and 
Section 12419.3 of the Government Code, as amended. 

Date Filed with Secretary of State: September 20, 1988 
Cha er Number: 88-1 17 

SUNNARY 

Sect 708.730, 708.740, and 708.780, as amended. 

As it wo~ld impact the Franchise Tax Board, this act provides that, in 
the case of a judgment for child support and related costs, any money 
which is owing and unpaid to the judgment debtor by a state agency as 
a t"esult C•f: 

o a claim for refund from the Franchise Tax Board; or, 

c the judgment debtor's winnings in the California State Lottery; 

is subject to lien and offset by the State Controller. 

Section 12419.3 of the Government Code, as amended. 

This provision modifies the priority by wh ch personal income tax 
refunds may be offset to make the secondary priority nonpayment of 
child support enforced by someone other than a district attorney. 

This act does not result in any departmental program changes requiring 
a report to the Legislature pursuant to Section 11017.5 of the 
(ik•verr-mHE'l'"lt Cc•de. 
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The provisions of this act affecting the Code of Civil Procedure will 
become operative July 1, 1989, and will remain operative only until 
January 1, 1994. 

The provision of this act affecting Section 12419.3 of the Government 
Code will be operative only until December 31, 1990. 

Author: Morgan 

LEGISLATIVE CHANGE NO. 88-15 
SENATE BILL 1805 

Subject: Revenue and Taxation Code Maintenance and Technical 
Corrections 

Laws Affecting Franchise Tax Board: Sections 17280, 18681.7, 18688, 
19053,1, 23301 and 26221 of the Revenue and Taxation Code 

Date Filed with Secretary of State: September 19, 1988 
Chapter Number: 88-970 

SUMMARY 

This is an act which amends Sections 17280, 18688, 19053.1, 23301 and 
26221, and adds Section 18681.7. 

This act makes technical corrections to sections of the Revenue and 
Taxation Code which are declaratory of existing law and practice and 
were r~commended to the Legislature by the department. 

Expenses Related to Tax Exempt Interest Income: Section 17280 amended. 

This act updates the Revenue and Taxation Code to state that interest 
expenses related to a loan, used to purchase nondiversified mutual 
funds which distribute tax exempt ir.terest dividends, or segregated 
portfolio series bonds within a mutual fund which holds California 
state or municipal bonds, may not be deducted from California taxable 
incc~e. The update was necessary to reflect the fact that tax exempt 
interest includes amounts received from funds which invest in 
California state and municipal bonds. 

Enforcement of Penalties Levied on Banks and Corporations: 
18681.7 added, and Sections 233(11 and 26621 amended. 

Section 

This act reinforces the Franchise Tax Board's statutory authority to 
initiate enforcement actions, including corporate suspensions, in the 
collection of penalties which are assessed on corporations, but which 
are based on provisions contained solely in the Personal Income Tax 
Law <Chapter 10>. The language establishing several miscellaneous 
penalties which are intended to apply to corporations appears only in 
the Personal Income Tax Law. This act makes references to the PITL 
sections establishing these penalties in the appropriate bank and 
corporation enforcement statutes. 

Interest on Amounts Refunded in Error: Section 18688 amended. 

This act provides clarifying language which reiterates the date on 
which interest begins accruing on amounts refunded in error, and the 
period of time a taxpayer retains the right to appeal additional 
assessments related to erroneous refunds. The prevailing practice, by 
which interest on erroneous refunds is charged from the thirtieth day 
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after a notice of repayment is issued, is restated; the current 
requirement, that demands for repayment be made within two years of 
the date of the refund or within the statute of limitations period for 
the tax year from which the refund was derived, is retained; and the 
existing taxpayer's right, to protest or appeal any additional tax 
assessment related to the erroneous refund, is preserved. 

Obsolete References to Payments of Estimated Tax: 
amended. 

Sect i C•YI 1 '3053. 1 

This act makes a correction to the section of the Revenue and Taxation 
Code which establishes the statute of limitations for claiming tax 
payments, by deleting reference to a section of the code (relating to 
the•payment of estimated tax> which was repealed in 1'385. 

Since this measure clarifies existing statutory and administrative law 
and practice, and would result in no substantive change to the method 
of computing taxes, its provisions will become operative beginning 
J;:muary 1, 1'38'3. 

This act does not initiate departmental program changes which require 
a report to the Legislature pursuant to Section 11017.5 of the 
Gover·nrner1t Cc•de. 

Author: D. Brown 

LEGISLATIVE CHANGE NO. 88-16 
ASSEMBLY BILL 2851 

Subject: Revenue and Taxation Code Maintenance and Corrections 
Laws Affecting Franchise Tax Board: Sections 17062, 18411, 18817.3 
and 26132.05 of the Revenue and Taxation Code. 
Date Filed with Sec·retar·y c•f State: AL1gust 2'3, 1'388 
Chapter Number: 88-628 

SUMMAR'{ 

The provisions of this act, which institute technical corrections and 
clarifications to the Revenue and Taxation Code, were recommended and 
sponsored by the department. 

While having no material impact on the method of cc~puting California 
tax, the specifics of this act's provision£ go into effect on January 
1, 1'38'3, aY1d iY•ClLtde the f'c•llc•wi·ng: 

California Adjusted Gross Income Defined - Section 17062 amended. 

This act provides a more precise definition of "California adjusted 
gross income" for individuals who are nonresidents or part-year 
residents and who are required to compute the alternative minimum tax 
for California tax purposes. The language included in this act, 
however, provides a definition of California AGI which is identical to 
what previously has been understood to constitute California AGI. 
This act iderttifies the follc•WiYtg ir,cc•me as Califc•rYiia AGI: 

o all income while the taxpayer is a California resident, 
regardless of the income's geographical source; and 

o income derived from sources within California while the taxpayer 
is not a resident of California. 



Def i Yri t ic•Yr c•f "Net lYrcc•me" Deleted - Section 18411 repealed. 

The defiYritic•Yr C•f "Yret iYrcorne" is deleted from the Persc•Yral IY"rcc•me Tax 
Law by this act. The term "net income" is not used as a reference 
point or as a basis for any computation relevant to the Personal 
lYrcc•me Tax Law. 

Exemption of Personal Property from Levy Repealed -Sections 18817.3 
and 26132.05 repealed. 

This act repeals the sections of the Revenue and Taxation Code which 
exempt certain personal property from the enforcement of or 
encumbrance by a levy for taxes. These sections were added to the 
R~venue and Taxation Code in 1987 with enactment of the California 
Fairness, Simplification and Conformity Acts CAB 53, Statutes of 1987, 
Chapter 1138, and SB 572, Statutes of 1987, Chapter 1139>, and 
inadvertently conflicted with the California Code of Civil Procedure. 
The Code of Civil Procedure is more protective of individual property 
rights and provides a more generous list of personal property items 
which are exempt from tax levies. 

This act does not require that the department make any new or 
additional reports to the Legislature. 

Author: Morgan 

LEGISLATIVE CHANGE NO. 88-17 
SENATE BILL 1390 

Subject: Reporting of Real Estate Transactions 
Laws Affecting Franchise Tax Board: Sections 18802.3 18802.10 and 

25401e of the Revenue and Taxation Code 
Date Filed with Secretary of State: September 28, 1988 
Chapter Number: 88-1451 

This is a.,.., ac·t whic·h arne·r,ds Sectic,·r, 18802.3, aY1d adds Sectic•ns 
18802.10 and 25401e. 

This meast..rr·e was rec·c•rnrne·rrded a·nd spc•r,soy·ed by the Frarrc·h i se Tax Bc<ard. 
It is an act which requires the closing agent, responsible for 
finalizing a real estate transaction involving California property, to 
forward to the Franchise Tax Board a copy of the related federal real 
estate transaction return which must be filed with the IRS. 

This act requires closing agents (i.e. escrow companies, banks or real 
estate companies> to supply the Franchise Tax Board with a copy of the 
federal information return related to any California real estate 
transaction which occurs on or after January 1, 1989, or occurs during 
1988 but is reported to the IRS on or after January 1, 1989. 

Under this act closing agents may file an exact duplicate of the 
required federal real estate return with the Franchise Tax Board, 
using any format acceptable to the IRS, and must file by the date 
prescribed in federal law (no later than the last day of February of 
the year following the transaction). 
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Closing agents failing to comply with the requirements of this act are 
subject to the penalty prescribed for neglecting to file a required 
information return. 

This act also makes minor technical amendments to the code language 
which authorizes the Franchise Tax Board to demand written 
information, including identification numbers, from the owners or 
transferors of real estate. 

The Franchise Tax Board is required to evaluate the effectiveness of 
the departmental programs implemented as a result of this act, and 
report the findings, including a cost benefit analysis of the 
programs, to the Legislature by no later than January 1, 1994. 

LEGISLATIVE CHANGE NO. 88-18 
ASSEMBLY BILL NO. 3083 

Author: Cortese 
Subject: Interest Rate Computation 
Laws Affecting Franchise Tax Board: Section 19269 of the Revenue and 

Ta:.-:at ic•l'"• Cc•de 
Date Filed with Secretary of State: September 10,1988 
Cr-.apter Number"·: 88-1029 

SUI"iMARY 

Section 19269 <Amended). 

This act changes the manner 1n wh1ch the interest rate is established 
under the Personal Income Tax Law. As such, this change will affect 
all laws that use the personal income tax interest rate, which 
includes the Bank and Corporation Tax Law. Under" this act which takes 
effect January 1, 1989, the interest rate determined in the first 
quarter (January - March) of the year, will be effective the following 
July through December and the interest rate determined in the third 
quarter (July - September) will be effective the following January 
thrc•Ltgh JL\l"se. 

The interest rate, therefore, will be determined and be in effect as 
fc•llows: 

o The interest rate deter ined in Jul Se ember 1988, will 
(under existing law) be effective October 1 through December 31, 
1988, and (under this act) will remain effective January 1 
through June 30, 1989. 

o The interest rate determined in October - December 1988 <existing 
law) will .,.-,c•t gc• i.,.-,tc• effect C•Y• JaYsLicn··y 1, 1989 (this act). 

o The interest rate determined January - March 1989 will be 
effective July 1 through December 31, 989. 

0 The interest rate determined July 
effective January 1 through June 30, 

September 1989 will be 
1990. 

This act does not require any reports to the Legislature. 
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Author: Hart 

LEGISLATIVE CHANGE NO. 88-19 
SENATE BILL 722 

Subject: Credit for Employer-Paid Child Care, and Child Care Plan 
Laws Affecting the Franchise Tax Board: Sections 17052.7, 17052.18, 

23617, and 23617.5 of the Revenue and Taxation Code 
Date Filed with Secretary of State: September 23, 1988 
Chapter Number: 88-1239 

SUMMARY 

Cr•dit For Employer-Paid Child Care Center and Services - Sections 
17052.17 and 23617- Added 

This act allows an employer a credit equal to 30 percent, but not to 
exceed $30,000, for either or both: 

ll The cost of the start-up expenses for establishing a child 
care program or constructing a child care facility in 
California, to be used primarily by the children of 
employees; and/or 

2) The cost of contributing to California child care 
information and referral services. 

Except for a husband and wife, if two or more taxpayers share in the 
costs, each taxpayer may receive the credit in proportion to his or 
her costs. A partnership may divide the credit by a written agreement 
which distributes the credit according to the substantial economic 
effect of the partner's share. If husband and wife file separate 
returns, either one spouse may claim the ~ntire credit, or the credit 
may be divided between both spouses. 

This credit may not be applied against the alternative minimum tax, 
the corporation minimum franchise tax, or taxes relating to built-in 
gains and excess passive income. Any credit in excess of the tax may 
be carried over for 5 years. 

This credit is in lieu of any deduction or depreciation otherwise 
allowed as follows: 

o Deductions may not be taken for that portion of the expenses 
which is equal to the amount of the credit; 

o The basis of any child care facility must be reduced by the 
amount of the credit attributable to the facility. This 
adjustment must be made in the year the credit is allowed. 

Upon the request of the Franchise Tax Board, the taxpayer must submit 
a statement certifying that the costs for the program or facility were 
incurred and that the center will be in operation for at least 60 
consecutive months. 

If the center for which the credit is claimed is disposed of or ceases 
to operate within 60 consecutive months, that portion of the credit 
representing the remaining portion of the 60-month period must be 
added to the taxpayer's tax liability in the year of the disposition 
or nonuse. 
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This credit applies to costs paid or incurred on or after September 
23, 1988, during taxable and income years beginning on or after 
January 1, 1988, and before January 1, 1992. 

Credit For Employer-Paid Child Care Plan- Sections 17052.18 and 
23517.5 - Added 

This act allows a credit equal to 50 percent of the costs paid for 
contributions to a qualified care plan made on behalf of a California 
employee's dependentCs> under the age of 15. The credit can not 
exceed: 

1) $500 for each contribution to a full-time qualified care 
pl aY"I, aY"1d 

2> $300 for each contribution to a part-time plan. 

In the event care is received for less than 42 weeks, the employer may 
only claim a prorated portion. 

The credit is available only if: 

the care 15 prov1ded 
dependent; or child or 

t.<~:=-r t ha;', hE' emp 1 oyee' s spc•t..\se c··r 
stepchild under the age of 19. 

C• the contributions do not discriminate in 
owners, or highly compensated employees, 

favor of officers, 
or their dependents. 

Except for a husband and wife, 1f two or more taxpayers share in the 
costs, each taxpayer may receive the cred1t in proportion to his or 
her costs. A partnership may d1v the the credit by a written 
agreement that distributes the credit according to the substantial 
ec·c··,..,c•mi c· effect ,c•f the par·t ·ner·' s shar·e. If a husbaY•d and wife f i 1 e 
separate returns, either spouse may claim the entire credit or the 
credit may be equally divided between both spouses. 

This credit may not be applied against the alternat1ve minimum tax, 
the corporation minimum franchise tax, or taxes relating to built-in 
gains and excess passive income. Any credit in excess of the tax may 
be carried over for 5 years. 

This credit is in lieu of any deduction or depreciation otherwise 
allowed as follows: 

o Deductions may not be taken for that portion of the expenses 
which is equal to the amount of the credit; 

o The basis of any ch1ld care facility must be reduced by the 
amount of the credit attributable to the facility. This 
adjustment must be made in the year the credit is allowed. 

This credit applies to costs paid or incurred on or after September 
23, 1988, during taxable and income years beginning on or after 
January 1, 1988, and be 1, 1992. 

This act does not require any reports to the Legislature. 
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A1..1thor: 
Subject: 

GarameY•di 

LEGISLATIVE CHANGE NO. 88-20 
SENATE BILL NO. 2289 

Changes the Reporting of Licensee Information; Adds a 
Fiduciary as a Person Able to File a Return; Extends the 
Sunset Date for the Tax Treatment of International Banking 
Facilities 

Laws Affecting Franchise Tax Board: Section 30 of the Business and 
Professions Code is amended; Sections 18403, 19276 and 25107 
of the Revenue and Taxation Code are amended; Section 5 of 
Chapter 825 of the Statutes of 1981 is amended. 

Date Filed with Secretary c•f State: September 26, 1988 
Chapter Number: 88-1333 

SUMMARY 

Section 30 of the Business and Professions Code and Section 19276 of 
the Revenue and Taxation Code as amended. 

This act makes corresponding technical corrections to both the Revenue 
and Taxation Code and the Business and Professions Code sections which 
specify the items of information that licensing boards must provide to 
the Franchise Tax Board regarding licensees. 

Specifically these provision of the act: 

( 1) Delete the wc•r·d "owr.er·" as a r·eferer.ce to a 1 icer.see wher, 
requiring social security numbers to be furnished. The term 
"c•wr.e·r"·" was 1..1sed ir• the wr·c•r,g cc•r,te>:t as 1 icer.sees a'r'"·e req1.1i'r"·ed 
to furnish social security numbers, not owners. 

(2) Allow the Franchise Tax Board to send a notice of failure to 
comply to licensees (other than partnerships) who do not provide 
thei·r"· sc•cial secur·ity rn.unbers. Pr·ic•r· law r·eq1..1ired that a l"IC•tice 
was sent only if the federal employee identification number 
<FEIN> was not provided. As some licensees do not have FEIN 
numbers, but only a social security number, notification by the 
department is necessary to help ensure compliance. 

(3) Deletes a reference to nonexistent paragraphs of laws. 

Beginning September 26, 1988 the Franchise Tax Board is allowed to 
sehd a notice of failure to cc@ply to licensees who do not furnish 
social security numbers. 

Section 18403 of the Revenue and Taxation Code is amended. 

This act makes technical corrections to the filing requirements of 
ret Url'"IS t C•: 

C1> Include a fiduciary in the list of those authorized to file a 
return for individuals who are unable to file their own. Prior 
law did not include a fiduciary as one of the persons who could 
file a return for a taxpayer who is unable to file. As 
fiduciaries usually manage the money or property of the taxpayer 
and have established a trust relationship it is appropriate to 
allow the fiduciary to file the return. 

51 



C2) Delete a reference to an obsolete requirement to file a 
declaration <return) of estimated tax for an individual who is 
unable to file his/her own. 

Beginning September 26, 1988, fiduciaries are allowed to file returns 
for individuals who are unable to file their own. 

Section 25107 of the Revenue and Taxation Code and Section 5 of 
Chapter 825 of the statutes of 1981 are amended. 

This act: 

(1) Extends the sunset date relating to the provisions of law 
• regarding limitations on franchise tax of International Banking 

Facilities CIBF> from January 1, 1989 to January 1, 1991. 

C2) Changes the application of the imposition of the franchise tax 
for I BFs fr·c•rn "1 ocat ed i .,..,.. Ca 1 i fc,.,... . .,.., i a t c• "de• i r•g bus i r.ess" i .,.., 
California. This change provides the same application of the 
franchise tax to IBFs as for other corporations. 

(3) Requires the Legislative Analyst to report by January 1, 1990 to 
the Legislature on the economic impact and tax implications 
relating to the sunset date exte~s on of IBFs. 

These IBF provisions apply to income years beginning on or after 
Jarn .. tary 1, 1988. 

This act will not result in any program changes for the department 
requiring a report to the Legislature pursuant to Section 11017.5 of 
the Government Code. 

Aut hcq--·: Nc•l al"t 

LEGISLATIVE CHANGE NO. 88-21 
ASSEMBLY BILL NO. 2785 

Subject: Enterprise Zones 
Laws Affecting Franchise Tax Board: Section 7082 of the Government 

Cc•de, and Sectic•l"tS 17052.13, 17053.8, 17053.'3, 17053.11, 
17231' 17252. 5, 17265, 17276, 17276. 1' 17276. 2, 23612, 
24331, 24333, and 24416.2, of the Revenue and Taxation Code 

Date Filed with Secretary of ~tate: September 28, 1988 
Chapter Number: 88-1463 

SUJ'I1MARY 

Section 7082 of the Government Code - Amended 

This act makes a minor technical correction to the Government Code 
definition of a "qualified business". 

Section 17052. 13 and 23612 - Amended 

This act deletes the automatic repeal dates that were enacted by AB 53 
and SB 572 CStats. 1987, Ch. 1138 and 1139, respectively) with regard 
to the sales or use tax credit. 
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Sections 17053.8, and 24331 - Amended 

This act clarifies the terms "year· c•rte", "year· twc•", "year three", 
"year fc•ur", artd "year· five" to mear, the "first, secortd, third, 
fourth, and fifth year of employment'', relating to the credit 
eligibility for wages paid to qualified disadvantaged employees in an 
enterprise zone. 

Section 17053.9 - Amended 

This act deletes the aL\tc•matic repeal date that was •r•actlitd by AB 53 
CStats. 1987, Ch. 1138) with regard to the enterprise zone employee 
wage tax credit. 

Sections 17053.11 and 24333- Amended 

This act prohibits the program area hiring credit from applying to 
seasonal workers, provides that the credit shall be reduced by both 
the federal and state targeted jobs tax credits, and denies a 
deduction for that portion of the wages upon which the credit is 
based. Also, in the case of an estate or trust, this act requires 
that the credit be apportioned between the estate or trust and the 
beneficiaries on the basis of income allocable to each, and treats the 
beneficiary as the employer with respect to those wages. 

Also, this act increases both of the following: 

o The percentages applied in determining the credit for hiring 
unemployed residents of high density unemployment areas that have 
been unemployed for at least six months, to match the currently 
existing percentages that are applied in determining the credit 
for wages paid to disadvantaged employees in an enterprise zone; 
a'r'td 

o The credit provided for hiring qualified employees who have been 
unemployed for at least three months, 
months, to 25~ of the qualified wages 
employment, and specifies the credits 
year·s. 

Section 17231 - Amended 

but not more than six 
for the first year of 
applicable to succeeding 

This act deletes the autc~atic repeal date that was enacted by AB 53 
CStats. 1987, Ch. 1138) with regard to the net interest income 
exc lL\Si c•rt. 

Sect i c•rt 17252. 5 

This act corrects the reference, relating to the basis of property 
acquired from a decedent, for the expensing of a portion of the cost 
of specified property located in enterprise zones. 

Sect ic•r1 17265 - Arne'r'tded 

This act deletes the automatic repeal date that was enacted by AB 53 
<Stats. 1987, Ch. 1138) with regard to the accelerated expensing of a 
portion of the cost of specified property located in program areas. 



Sections 17276, 17276.1, 17276.2, and 24416.2- Amended 

This act deletes the automatic repeal date of sections 17276.2 and 
24416.2 that was enacted by SB 1706 CStats.1988, Ch. 32> with regard 
to net operating losses incurred in enterprise zones or program areas. 

In addition, Section 17276 of this act adds cross references to 
Sections 17276.1 and 17276.2, and makes minor nonsubstantive technical 
corrections in Section 17276.2. 

These provisions are operative for taxable income years beginning on 
or after January 1, 1988. 

This act will not result in any departmental program changes requiring 
a report to the Legislature pursuant to Section 11017.5 of the 
Gc•verrrmeYtt Cc•de. 

LEGISLATIVE CHANGE NO. 88-22 
SENATE BILL NO. 1801 

St..tbject: Technical Corrections 

Laws Affecting Franchise Tax Board: 17052.4, 17054, 17061.5, 17063, 
17(173.5, 17142, 17252.5, 17507, 17551, 17551.5, 17561, 17683, 18001, 
18002, 18402, 18410.6, 18551, 19062.13, 23036, 23151, 23153, 23181, 
23184, 23453, 23601.4, 23603, 23609, 23609.5, 23610.5, 23612, 23630, 
23800, 23802, 24330, 24331, 24333, 24378, 24379, 24416, 24416.2, 
24637, 24721, 24722, 
24905, 24941, 24990, 
25931. 3. 

24722.1, 24722.2, 24722.3, 24723, 24833, 24903, 
24990.5, 24995, 25553, 25562, 25563, and 

Date Filed with Secretary of State: September 28, 1988 
Chapter Number: 88-1465 

SU!'rli"1ARY 

This act made numerous amendments to the Personal Income Tax Law and 
the Bank and Corporation Tax Law. The amendments can be classified as 
fe< ll C•WS: 

+ Technica amendment effect ve for income and taxable years 
beginning on or after January 1, 1987, which support the tax 
forms, instructions, and interpretations of law that were 
applied to returns for 1987. 

+ Technical amendments, effective for income and taxable years 
beginning on or after January 1, 1988. 

+ Amendments which simplify or improve administration, also 
effective for income and taxable years beginning on or after 
J ar11..1ary 1, 1988. 

Technical Amendments Effective 1/1/87 

Thi act specifies that any taxpayer which relied upon existing 
law, prior to the technical amendments made by this bill, when 
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preparing and riling a tax return ror 1987 prior to August 1, 
1988, sha 11 Y•C•t be SLtbject tc• aY•Y add it ic•Y1al tax, pey,al t y, or 
interest with respect to any item that is directly attributable 
to such reliance <Act Section). 

Sec. 17054 Cpersonal exemption credits>. The existing rererence 
to "net tax" was iYICC•r·rect, sir•c·e LtY1der· Sec. 17039, the term "Y•et 
tax" is the amount or tax, less the personal exemption credits. 
Thus, the personal exemptions credits are deducted in arriving at 
"Yset tax" rather thar1 rrc•m "r,et tax". 

Current law is also amended to clarify application of the rules 
which deny a dependent exemption ror the person who qualiries the 
taxpayer as head of household. 

Sec. 17061.5 <tax credit ror certain capital gains>. This act 
amends AB 2130 CStats. 1988, Chapter 11> to clarify that this 
credit, pertaining to sales or residential rental or rarm 
property, applies to all qualified gains, including gains from 
installment sales made in prior years. In some places, the 
wording of AB 2130 could have been interpreted to imply that 
installment gains were not eligible ror the credit; however, the 
intent of AB 2130 was to provide approximately the same level of 
tax relief as was provided by prior law. Since installment gains 
were partially excluded from gross income under prior law, the 
clear intent was that they should be eligible for the new tax 
cr·ed it. 

Sec. 17073.5 <standard deduction). This act amends AB 2130 
CStats. 1988, Chapte·r 11} to c·o·nfc··rm tc• feder·al law which 1 irnits 
the standard deduction to zero in certain situations, such as the 
separate return of a married individual where the other spouse 
itemizes deductions, and to insure that limitation amount (after 
~nnual indexing) is the same for both state and federal purposes. 

Sec. 17551 and 24637 (accounting periods). This act amends AB 
2130 CSt at s. 1988, Chapte·r· 11) tc• c 1 ar·i fy that the "requ i ·red 
payment'' provisions of federal law are not applicable for state 
purposes, per Legislative intent. The amendment specifies that 
IRC Sec. 444(cJ, a cross reference to IRC Sections 280H and 7519, 
dc•es r.ot apply. 

Sec. 17551.5 (required changes in accounting period). This act 
amends AB 2130 CStats. 1988, Chapter 11) to allow beneficiaries 
of trusts to spread over a four year period certain income 
resulting from a change in taxable year. Current law applied 
these rules to partners and shareholders of S corporations and 
there was no intent to exclude trusts from the application of 
these r·ules. 

Sec. 17561 Ctax c·r·edits f·r·c•m passive ac·tivities). This ac·t 
amends AB 2130 <Stats. 1988, Ch. 11J to clarify that the phaseout 
of the $75,000 exclusion for rental activities is computed using 
the same income figure as is used for federal purposes (modified 
federal AGI J. 

Sec. 17683 and 24833 (percentage depletion>. This act conforms 
to federal law in denying percentage depletion for lease bonus 
and advance royalty payments not related to production. 
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Last year's conformity bills CAB 53 and SB 572) conformed to 
Subchapter I of Chapter 1 of the Internal Revenue Code, relating 
to Natural Resources, but this provision was made not applicable 
<unintentionally> when California reenacted an exception to 
federal law relating to percentage depletion of oil and gas 
wells. 

Tax forms and instructions for 1987 assumed conformity to federal 
law, as was intended by the Legislature. 

Sec. 23800. This act authorizes the Franchise Tax Board to grant 
reasonable extensions of time for income years beginning in 1987 
and 1988 with respect to implementation of the new provisions 
relating to S Corporations. 

Sec. 24378 < fr·ay,ch i ses, t radernarks-L.....aY•d _t.r::ade ·names). This act 
repeals language that was made superfluous by SB 572 CStats. 
1987, Chapter 1139> which enacted Sec. 24903 to incorporate the 
provisions of Sec. 1253 of the Internal Revenue Code. 

Sec. 24379 (property transferred in e~chanoe for services). This 
act arney,ds SB 572 <Stats. 1987, Chapter 1139) which did r-.c•t 
anticipate that a corporatio~ ght be the recipient of property 
transferred in connection with the performance of services. This 
amendment broadens existing law to cover that situation by 
conforming to all of the provisions of Section 83 of the Internal 
Revenue Code, rather than just a portion of it. 

Sec. 24416 Cnet operating losses>. This act amends AB 2130 
CStats. 1988, Chapter· 11) tc• lirnit the applic·atic•Y• C•f paragraph 
(2) of subdivision (e) to fiscal years ending in 1985, as 
i y,t ey,d ed. 

Sec. 24905 •:val1..1ation c•f fcq"·eign c·l..tr·r·ey,c·ies>. This ac·t 
incorporates the provisions of IRC Sec. 988, relating to 
valuation of foreign currencies. The Personal Income Tax Law was 
conformed last year, but SB 572 did not include a provision for 
cor·pc•r·at i C•Yrs. 

Sec. 25553 and 25563 (estimated tax payments>. This act modifies 
estimated tax provisions to reflect changes made by SB 572 
CStats. 1'387, Chapter· 1139> which inc·r·eased the minimum tax. 
This problem should be precluded in the future by these 
amendments which restructure the law and replace the specific 
dollar amounts Cin these and other sections) with a reference to 
Section 23153 which is amended to contain the specific dollar 
C'HOC•U'flt s. 

Technical Amendments Effective 1/1/88 

Sec. 17063 and 23453 Ccredit for alter~ative minimum tax). This 
act modifies federal language (for state purposes) to refer to 
tax credits allowable by state law. 

Sec. 17142 Ctax benefit rules). This act conforms to federal 
rules which would otherwise not apply because Sec. 17024.5 makes 
rules relating to federal credits not applicable. 
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Sec. 17252.5 <expensing of assets>. This act corrects a 
reference which, prior to reenactment by SB 1706, correctly 
referenced Sections 18031 through 18033, which made exceptions to 
federal law with respect to basis of property acquired from 
decedents. The reference was modified by SB 1706 CStats. 1988, 
Ch. 32) to refer only to Section 18031, since Section 18032 was 
repealed by AB 127 (1985) and Section 18033 was repealed by AB 53 
C1987>. At that point, the reference to Section 18031 was 
incorrect, since Section 18031 is a conformity section which 
incorporates all of the provisions of Subchapter 0 of Chapter 1 
of the Internal Revenue Code <Sections 1001-1103>. This act 
corrects the reference to Section 1014 of the Internal Revenue 

• Code, relating to basis of property acquired from a decedent. 

Sec. 17507 <pension plans). This act conforms California rules 
for recovery of basis to include basis acquired during 1982 
<versus 1983), the year for which federal changed its active 
participant rules. 

Sec. 18001 <tax credits for residents>. This act corrects a 
r·efer·ence f·r·c•m "taxes irnpc•sed by this part" tc• "Y1et tax". 

Sec. 18002 Ctax credits for nonresidents>. This act makes 
changes similar to the amendments made to Section 18001 by AB 
2130 CStats. 1988, Ch. 11) tc• clarify the r·ules relatir1g tc• 
computation of credits for taxes paid to other states by 
nonresidents and part-year residents. 

Sec. 18•+02 (fili·r,g r·eqt.li·r"eme·r,ts). This act clarifies that if 
either spouse is an active member of the military, the two 
spouses are not required to file a joint return. Without this 
amendrner.t, a r·esider1t milita·ry per·sc•r• wc•uld be r·eq1..lir·ed tc• file a 
joint return with a nonresident spouse. 

Sec. 18410.6 (filing requirements). This act increases the 
filing thresholds to be consistent with the changes to Section 
18401 by AB 53 CStats. 1987, Chapter 1138). 

Sec. 18551 (payment of tax). This act clarifies that the due 
date of tax for returns of persons who reside abroad, or are 
traveling abroad, is the 15th day of the sixth month after the 
close of the taxable year. This amendment is patterned after 
federal law which refers to the due date of the return rather 
than to prescribe a specific date for payment. 

Sec. 19062.13 (refunds). This act corrects a reference to 
another section which has been renumbered. 

Sec. 24416.2 Cnet operating losses). This act corrects a 
technical error in paragraph Cal Cl) made by SB 1706 CStats. 1988, 
Ch. 32> which continued to refer to "subparagraph <B>", even 
though the bill repealed that subparagraph. 

This act also corrects a technical error in paragraph Cb> C1) CB> 
made by SB 1706 which copied a paragraph reference from prior law 
and did not reflect the renumbering of that paragraph by SB 1706. 

Sec. 24721 through 24723 (change of accounting method>. This act 
conforms to Section 481 of the Internal Revenue Code by 
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reference, thus repealing obsolete provisions CSec. 24722.1, 
24722.2, and 24722.3> and deleting separate state language which 
is virtually identical to federal law CSec. 24722 and 24723>. 

Sec. 24941 (nontaxable exchanges of property>. This act reenacts 
subdivisions which were omitted in error in the drafting of AB 66 
CStats. 1985, Ch. 1461>. The restored provisions conform to IRC 
Sect i C•Y• 1031. 

Sec. 25562 (estimated tax). This act corrects cross references 
to sections which have been renumbered since the enactment of 
this prc•visic•Y•· 

Sec. 25931.3 Cpenalty for failure to pay tax>. This act makes 
technical changes that should have been made in AB 2130 CStats. 
1988, Ch. 11) which made '~~t ;:u•,ges ttl s perH:dty. 

Other Amendments Effect1ve 1/1/88) 

Sec. 17052.4 (solar energy credit). This act amends subdivision 
(a) to refer tc• ... ,..,et tax" a·,..,d the "altery,ative rniy,imurn tax" 
rather thaY• the "taxes :impc.sed by this p.:n"·t" sc• that this credit 
may not reduce the penalt taxes on earl thdrawals from IRA's 
and pension plans. 

This act amends subd visi 
carried forward against the 
minimum tax" rather than the 

hJ to allow this credit to be 
"·net tax" and the "alterY,ative 

taxes irnpc•sed by this part." 

This act also amends subd1vision (oJ to delay the automatic 
repeal until December 1, 1989, which is the first day after the 
end of a November fiscal period return (12/1/88 thru 11/30/89). 
This amendment is necessary to be consistent with subdivision (a) 
which allows a 10 percent credit for taxable years beginning on 
or after January 1, 1988, and before January 1, 1989. 

Sec. 23036 (definition of tax''). The amendments to this section 
by this act, in general, parallel the provisions of Sec. 17039 
CdefiYtitic~'n c•f "y,et tax iY1 the Pe·r·sc•Y•al IYtc·c•HJe Tax Law. These 
changes are needed because of (1 recent legislation which added 
the alternative minimum tax and liwitations upon the use of tax 
cr·edits tc• r·edt.1ce the "Y'egular· tax , al"sd 2} tc• clarify al"•d 
standardize rules relating to credi carryovers and sunset dates. 

Sec. 23151 Ctax on general corporations). This act deletes the 
specific amount of the miniwum tax and establishes the awount by 
cross reference to Section 23153. 

Sec. 23153 (minimum tax). This act amends this section to 
consolidate and simpli all references to the miniwuHJ tax by 
placing the speciric amounts only in th s section, instead of 
repeating the amounts in ma~y other sections. 

Sec. 23181 <tax on banks). This act deletes the specific amount 
of the minimum tax and establishes the amount by cross reference 
to Section 23153. 
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Sec. 23184 Ctax on financial corporations). This act deletes the 
specific amounts of the minimum tax and establishes the amounts 
by cross reference to Section 23153. 

Sec. 23601.4 Csolar energy credit>. This act clarifies the rules 
relating to interaction with the alternative minimum tax and 
minimum franchise tax, and the application of carryovers and 
SLil"ISet dates. 

Sec. 23603 (alcohol fuel device credit). This act clarifies the 
rules relating to interaction with the alternative minimum tax 
and minimum franchise tax, and the application of sunset dates. 

Sec. 23609 (research credit). This act clarifies the rules 
relating to interaction with the alternative minimum tax and 
minimum franchise tax, and the application of carryovers. 

Sec. 23609.5 (clinical testing credit). This act clarifies the 
rules relating to interaction with the alternative minimum tax 
and minimum franchise tax, and the application of carryovers and 
SLil"1Set dates. 

Sec. 23610.5 (low-income housing credit). This act clarifies the 
rules relating to interaction with the alternative minimum tax 
and minimum franchise tax and clarifies the application of 
carl"·yc•ve·rs. 

Sec. 23612 (sales tax credit). This act clarifies the rules 
relating to interaction with the alternative minimum tax and 
minimum franchise tax, and the application of carryovers and 
SLil"1set dates. 

Sec. 23630 (rules relating to tax credits>. This act repeals 
this section and moves the provisions of this section to Section 
23036 as a pal"t c•f the actic•l"' tc• clar·ify the rules relatil"1g tc• 
the interaction of tax credits with the alternative minimum tax 
and minimum franchise tax, and the rules relating to application 
of credit carryovers and sunset dates. 

Sec:·. 2 3802 
"23151 " t C• 

<S corporations). 
"23153", r·elatil"1g 

This act corrects a reference from 
tc• rl1il"liTnLIUl tax. 

Sec. 24330 <targeted jobs tax credit). This act clarifies the 
rules relating to interaction with the alternative minimum tax 
and minimum franchise tax. This section is also renumbered for 
placement into Chapter 3.5, relating to tax credits. 

Sec. 24331 Cwages paid in enterprise zone). This act clarifies 
the rules relating to interaction with the alternative minimum 
tax and minimum franchise tax, and application of carryovers. 
This section is also renumbered for placement into Chapter 3.5, 
relating to tax credits. 

Sec. 24333 (wages paid in program area). This act clarifies the 
rules relating to interaction with the alternative minimum tax 
and minimum franchise tax, and application of carryovers. This 
section is also renumbered for placement into Chapter 3.5, 
relating to tax credits. 
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Sec. 24903, 24990, 24990.5, 24995 Ccacital gains}. Last year 
California conformed to Parts III and IV of Subchapter 1P of the 
Internal Revenue Code in Section 24903 and to Part V of 
Subchapter 1P in Section 24990. 

This act restructures and consolidates the language for 
conforming to portions of Subchapter 1P. Rather than adopting 
specified parts of Subchapter 1P, these amendments adopt all of 
Subchapter P <Sect i C•'l"• 24990) ar1d make except ic•Y•S .,or thc•se parts 
which are .,..,ot applicable CSect ic•Y•s 24990.5 aY•d 24995}. 

This act will not result in any program changes for the department 
requiring a report to the Legislature pursuant to Section 11017.5 of 
the Government Code. 

LEGISLATIVE CHANGE NO. 88-23 
SENATE BILL NO. 85 

A1..1thor: Alquist 
S1..1bject: Water's Edge Election 
Laws Affecting Franchi Ta 

25112, 25113, 25114, 25115, 
Tax at ic•r1 Cc•de 

Date Filed with Secretary of State: 
Chapter Number: 88-989 

Section 24411, as amended. 

Sect ons 24411, 25110, 25111, 
and 25401d of the Revenue and 

September 20, 1988 

Current law allows a 75% deduct1on for qualifying dividends in the 
amount of similar dividends received in any of three base period 
years. The amendments clarify that only 12-month income years shall 
be considered in determining the base period and that a double 
deduction is not available nder both Section 2441,1 and any other code 
section. They also specify that the deduction applies to dividends 
received by all members of the water's edge group whose income and 
apportionment factors are used to determ1ne the California taxpayer's 
income, and make other technical changes. 

In addition this act allows a deduction equal to 100% of the dividends 
attributable to construction projects, the location of which is beyond 
the taxpayer's control. 

Section 25110, as amended. 

The act amends Section 25110 to state specifically that corporations 
electing under IRC Section 936 (possessions corporations} are excluded 
from the water's edge grc•Ltp, (Lmless they have 20% c•r· mc•re c•f their 
activities in the U.S.) and that certain banks and corporations which 
are treated as »deemed subsidiariesN shall include income only from 
sources within the United States as defined by federal income tax law. 
In the case of a controlled foreign corporation whose income and 
factors are included in the combination only to the extent of the 
ra.tic• c•f "Subpart F iY,cc•rne" tc• total earrdYtQS aYtd prc•fits, the bill 
larifies that the references to Subpart F income and total earnings 

and profits mean those for the current income year. 
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A "qualified taxpayer" for purposes of making the election must 
consent to the taking of depositions from key domestic corporate 
individuals and to the acceptance of subpoenas duces tecum. This act 
clarifies that the consent relates only to issues of service and 
jurisdiction and does not otherwise waive any defenses a taxpayer 
might have. The act also provides for the taking of depositions at a 
mutually convenient time and location. 

The definition of "affiliated corporation'', for purposes of both 
Article 1.5 and Section 24411, is amended to include corporations 
which are owned by an individual and to include brother/sister 
corporations. 

Subsection Cd) is moved to subdivision Cc) of Section 25111. 
Subdivision (b) (4) is redenominated Section 25114. 

Section 25111, as amended. 

Section 25111, which provides for the mechanics of the election, is 
amended to remove the requirement that all affiliates of electing 
taxpayers consent to the election and to provide instead that all 
members of the water's edge group must elect. A single corporation 
which engages in more than one unitary busine•s would be permitted to 
elect separately for each business. 

The amendments to Section 25111 also provide that an electing taxpayer 
may change the election prior to the expiration of the election period 
if it is acquired by a corporation which alone, or together with its 
affiliates in its combined report, is larger than the taxpayer as 
measured by equity capital. The amendments would also provide for a 
change of election if the taxpayer's business activities become solely 
domestic as a a result of reorganization or if the Franchise Tax Board 
substantially changes the composition of the water's edge group at 
audit~ In the latter case the change of election could first be made 
for the year in which the audit occurred. 

The amer1dments to Section 25111 include moving subdivision Cdl of Sec
tion 25110, relating to the Franchise Tax Board's disregard of an 
election to subdivision (c) of Section 25111, with the following 
changes: An election may be disregarded upon the taxpayer's willful 
failure to retain and produce certain documents. The act requires the 
FTB to provide 90 days notice of its intention to disregard an 
election and for judicial review of that intention to disregard the 
election. The amendments also change the requirement that a taxpayer 
comply with "reasonable requests for discovery'' to a requirement that 
a taxpayer comply with ''reasonable requests for information", and 
specify that upon FTB's request certain information must be prepared 
and made available rather than requiring the information be prepared, 
whether or not requested, and made available upon request. 

Section 25112, as amended. 

Section 25112 provides inter alia, that in the event the taxpayer, 
without reasonable cause, fails to produce documents in response to an 
FTB formal document request, the court shall upon motion by FTB in a 
subsequent court proceeding prohibit the introduction of any documents 
covered by that request. Amendments to Section 25112 make the 
prohibition discretionary with the court. Section 25112 also provides 
that, for purposes of the above described prohibition on introduction 
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of documents in a court proceeding, the fact that a foreign 
jurisdiction would impose civil or criminal penalties on a taxpayer 
for disclosure of the requested documents is not reasonable cause. 
This act amends Section 25112 to allow for a court finding of 
reasonable cause in such circumstances after in camera review of the 
dC•C\.UOel'"lt S. 

Sect i C•l'"• 25113. 

Section 25113, which provides for the introduction of various 
documents in court proceedings and which is duplicative of existing 
law, is repealed. 

Section 25114, as amended. 

Former Section 25114 is renumbered as Sectior. 25401d. Subdivision (b) 
(4) of Section 25110, providing for audit procedures and presumptions 
arising from federal audits, is denominated as 25114. 

Section 25115, as amended. 

Section 25115, which prescribes the election period and election fee, 
is amended to require a five C5>, rather than ten <10>, year election. 
It is also amended to provide specifically for refunds and 
deductibility of the fee, to allow reduction of the fee base for new 
investment in California after January 1, 1987 rather than January 1, 
1988, and to allow reduction of the fee base for investment in new 
tangible personal property acquired after January 1, 1987. 

Amendments provide rules for determination of the fee base in the 
event of corporate reorganizations and also exclude intangibles from 
the property factor for purposes of the minimum fee. 

Sect i c•rs 25401 d. 

Section 25114, which requires taxpayers to file a domestic disclosure 
spreadsheet, is amended and renumbered to Section 25401d to place it 
with· other general administrative provisions in the code. The 
amendments include a limitation of the filing requirement to electing 
taxpayers, which would file every three years rather than annually 
unless there is a substantial change in the taxpayer's business 
activity. The amendments also provide for review by the Auditor 
Geheral of the utility of the spreadsheet with a preliminary report to 
the Legislature in 1991 and a final report in 1994. 

The amendments change the due date for filing the spreadsheet from 
three months after the filing of the federal return to six months 
after filing the California return; raise the threshold test for 
determining whether a spreadsheet must be filed from $1 million to $10 
million in foreign payroll, property and sales; and waive. the filing 
requirement for any years in which the taxpayer has less than $500,000 
each in payroll, property, and sales in the United States. 

In addition, there are various technical corrections and several 
subdivisions are reordered within the Article to provide better 
placement and continuity. 

This act will not result in any departmental program changes requiring 
a report to the Legislature pursuant to Section 11017.5 of the 



Government Cod~. This act does provide ror a review or the utility of 
the spreadsheet by the Auditor General with a report to the 
Leg i slat 1..1re. 

Author: D. Brown 

LEGISLATIVE CHANGE NO. 88-24 
ASSEMBL V BILL NO. 235'9 

Subject: Settlement Authority 
Laws Affecting Franchise Tax Board: Sections 19133, 19405, 25782 and 

25962 or the Revenue and Taxation Code 
Date Filed with Secretary or State: September 14, 1988 
Chapter Number: 88-901 

SUMMARY 

This act is inoperative, as discussed below. 

Sections 19133 and 25782 - Added. 

These sections authorize the Franchise Tax Board to approve or 
disapprove its executive officer's (or chief counsel's, if authorized) 
recommendation to settle civil tax matter disputes. 

These laws are inoperative because AB 2788 (the Katz-Harris Taxpayers' 
Bill or Rights) contains settlement authority that is in 
irreconcilable conflict with this act, and AB 2788 was chaptered after 
this act. As such, the settlement provisions in AB 2788 supersede the 
settlement provisions in this act. 

Sections 19405 and 25962 - Amended 

These sections added a penalty for persons who, in connection with any 
settlement agreement concealed, withheld, or ralsiried any inrormation 
with respect to that settlement. 

These penalty provisions are not applicable because the penalty is 
provided with respect specifically to those settlements authorized by 
Sections 19133 and 25782, which were made inoperative by the enactment 
of AB 2788, as previously discussed. 

This act does not require any reports to the Legislature. 

Author: Harris/Katz 

LEGISLATIVE CHANGE NO. 88-25 
ASSEMBLY BILL NO. 2788 

Subject: Katz-Harris Taxpayers' Bill of Rights 
Laws Arrecting Franchise Tax Board: Part 10.7 or Division 2, Sections 

19276.5 and 26428.5 of the Revenue and Taxation Code 
Date Filed with Secretary or State: September 30, 1988 
Chapter Number: 88-1573 

63 



SUMMARY 

This act is effective Ja'r'H.tary 1, 198'3. 

Sections 19276.5 and 26428.5 -Repealed. 

This act repeals the law that allowed the department's staff to waive 
interest and penalties if the taxpayer's failure to comply resulted 
from the department's erroneous written advice. 

Note: This act also incorporates a similar provision in Section 21012, 
which is added by this act and discussed on page 65 of this report. 

Part 10.7 of Division 2 is added as follows: 

Sections 21001--21 

This act finds and declares the legislative intent of the Taxpayers' 
Bill of Rights. In general, the act applies to the administration of 
the Personal income Tax Law and Bank and Corporation Tax Law. 

Sect i C<(t 21 oo.:~. 

The act -r·-equ:i~·-es the depa-r-tment <.:• estab ish the pc•siticn't of the 
Taxpayers' Rights Advocate who will report directly to the executive 
officer. The advocate or his or her delegates will be responsible for 
coordinating the resolution of taxpayer complaints and problems, 
including any taxpayer complaints regarding the unsatisfactory 
treatment of taxpayers. 

Sect i c•r, 21005. 

The act r·eqL1ires the departme·r,t, il't cc•ns.ultatioYt with the advc•c-ate, tc• 
develop and implement a taxpayer education and information program, as 
specified. 

Sec·t i C•l'• 21 006. 

This act requires the department to perform an annual systematic 
process, as described, to identify areas of taxpayer noncompliance. 
The process includes an annual hearing before the Franchise Tax Board 
where industry representatives and taxpayers may present their 
prc•pC•Sa 1 S. 

A report of the results of the systematic identification process (and 
recommendations for improving compliance and administration} must be 
made to the Legislature on October 1 of each year. 

Sect i or, 21007 

The act requires the department to prepare a brief but comprehensive 
statement describing the relative procedures, remedies, rights and 
obligat ons t taxpayers. These statements are to 
be provided to taxpayers with tax notices issued by the department; 
for example, an initial notice of audit, a notice of proposed 
assessment, a notice of tax due and any other substantive notice. 

An appropriate due process statement must also be included in the 
annual tax booklet mailed to taxpayers. 
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Section 21008. 

The act requires the department to annually certify to the Legislature 
that the amount of revenue collected or assessed is not used to 
evaluate employees, or to impose or suggest production quotas or 
goals. 

Section 21009. 

The act requires the department to develop and implement, in 
coordination with the Taxpayer's Rights Advocate, a program to 
evaluate an individual employee's or officer's contact with taxpayers. 

A report on the program's implementation must be made to the 
Legislature in the department's annual report. 

Section 21010. 

The act requires that, by July 1, 1989, the department, in cooperation 
with the Board of Equalization, State Bar of California, Society of 
CPAs, the Taxpayers' Rights' Advocate and other taxpayer groups, 
develop a plan to reduce the time required to resolve amended return 
claims for refunds, protests, and appeals. 

Section 21011. 

The act requires that protest hearings before the staff be held at a 
reasonable time at a board office convenient to the taxpayer, when 
possible. It requires that the taxpayer receive notice prior to any 
recording of a hearing, and that the taxpayer is entitled to a copy of 
the recording. In addition, the taxpayer must be informed prior to 
the hearing of his or her right to representation. 

Section 21012. 

The act allows the Franchise Tax Board, itself, to relieve tax, 
additions to tax, penalty and interest, if it finds that the 
taxpayer's failure to comply resulted from an erroneous ruling by the 
depaYtment's chief counsel. 

In the event written erroneous advice from other than rulings of the 
chief counsel resulted in the failure to comply, the department's 
staff may waive additions to tax, penalty and interest, but not the 
tax. 

In order to be relieved, several conditions, as specified, must be 
satisfied. Only the person seeking the written advice may be 
relieved. 

The department's written advice must include a declaration that the 
tax consequences expressed may be subject to change, and that it is 
the duty of the taxpayer to be aware of any possible changes. 

Section 21013. 

The act entitles taxpayers to be 
expenses relating to appeals and 
the Board of Equalization, if it 
was unreasonable in its action. 

reimbursed for reasonable fees and 
denials of claims for refunds before 
finds the Franchise Tax Board's staff 
The taxpayer must file a claim for 
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fees and expenses with the Board of Control. If the Board of Control 
concurs with the Board of Equalization's recommendation, the Franchise 
Tax Board must reimburse the taxpayer. 

Section 21014. 

The act prohibits the department from knowingly authorizing, 
requiring, or conducting any investigation of, or surveillance over, 
any person for laws other than tax administration. 

Section 21015. 

The act allows the Franchise Tax Board to settle any tax matter 
dis~ute involving a tax liability of $5,000 or less. The Franchise 
Tax Board may delegate its authority to the executive officer. 

The settlement must be approved the Board f Control and the terms 
of the settlement must be made available to the public. The Auditor 
General must periodically monitor the settlement agreements and report 
its findings to the Legislature. 

This provision supersedes the provisions of AB 2359 (D. Brown> CStats. 
1988, Chapt. No. 901). 

Section 21016. 

The act requires the department to release any levy on any property 
if: 

1> The expense to the state exceeds the tax debt; 

2> The Taxpayers' Rights Advocate finds that the levy threatens 
the health or welfare of the taxpayer, spouse and the 
dependents or family; 

3) The proceeds of the sale will r1ot reasonably reduce the tax 
debt. 

The department is prohibited from selling any seized property until it 
notifies the taxpayer in writing of the exemptions from levy under the 
Code of Civil Procedure. 

Excepted from this provision is any seizure resulting from a jeopardy 
assessment. 

Section 21017. 

The act requires that, for the purpose of enforcing the collection of 
tax debts, the exemption from levy under the Code of Civil Procedures 
be adjusted to reflect changes in the California Consumer Price Index 
whenever the change exceeds 5 percent in comparison to any previous 
adjustment. 

Section 21018. 

The act requires the department to reimburse reasonable bank charges 
for overdrafts that are a direct consequence of an erroneous levy. A 
person must file a claim on a form prescribed by the Franchise Tax 
Board, and must meet certain specified conditions to be reimbursed. 
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The claim must be filed within 90 days of the levy, and the department 
must respond to the claim within 30 days after the receipt of the 
claim. 

Section 21019. 

The act requires the department to give 30 days prior notice of its 
intent to file or record a lien. The notice must provide the 
statutory authority for the lien, indicate the earliest date the lien 
can be filed or recorded, and state any remedies available to prevent 
the filing or recording. In the event liens are filed in more than 
one county, only one notice must be sent. This notice is excepted 
with respect to jeopardy assessments. 

In the event the filing or recording of a lien is in error, the 
department must mail the release within 7 working days after receiving 
the recording information. The release must contain a statement that 
the lien was filed in error. If a lien is obstructing a lawful 
transaction, the department must issue an immediate release of the 
lien. 

Upon request by the taxpayer, the department must mail a copy of the 
release to the major credit reporting company 1n the county where the 
lien was filed. 

Section 21020. 

The act requires the department to send a corporation a notice prior 
to the suspension of its corporate rights, powers and privileges for 
failure to pay its tax debt or file a tax return. The notice must be 
mailed at least 60 days before the proposed suspension. 

Section 21021. 

This act allows the taxpayer to bring an action in Superior Court for 
damages against the state if a taxpayer is aggrieved by a department 
employee's reckless disregard for the Franchise Tax Board's published 
procedures. 

The taxpayer would be entitled to actual and direct monetary damages 
and reasonable litigation costs, as defined. 

Taxpayers bringing frivolous actions will be subject to a penalty not 
to exceed $10,000, to be paid upon notice, and collected as a tax by 
the Franchise Tax Board. 

Section 21022. 

This act requires the department to grant an individual, estate or 
trust an extension of time to file a tax return if the taxpayer files 
a state application by the return due date, and indicates that a 
timely federal extension was requested and the federal tax was paid in 
full. 

This extension is for filing the return only. It is not an extension 
for paying the tax. Any amount of tax unpaid by the original return 
due date is subject to an underpayment penalty. 
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This provision applies to returns required to be filed on or after 
Apri 1 15, 1989. 

This act requires that no reports, other than those previously 
indicated, be made to the Legislature. 

Author: 
Subject: 

D. Brc•WY't 

LEGISLATIVE CHANGE NO. 88-26 
ASSEJIIBL Y BILL NO. 2896 

Deletion of Agriculture Pump Credit I Clarification of 
California Source Income For Part-Year Residents 

Laws Affecting Franchise Tax Board: Sections 17041 and 17052. 1 of the 
Revenue and Taxation Code 

Date Filed with Secretary of State: August 29 
Chapter Number: 88-627 

SUMMARY 

Section 17041 - Amended. 

1'388 

This provision of the act clarifies that part-year residents, when 
determining California adjusted gross income, include income from all 
sources during that part of the year they were California residents 
and income from California sources only while they are not California 
res i deYtt s. 

Sect i C•Y• 17052. 1 Repealed. 

This provision of the act eliminates obsolete language of the Revenue 
and Taxation Code relating to a tax credit allowed for costs incurred 
in certain solar pumping systems used in agricultural irrigation. 

This act will not result in departmental program changes requiring a 
report to the Legislature pursuant to Section 11017.5 of the 
Gc•very,meYst Code. 

LEGISLATIVE CHANGE NO. 88-27 
ASSEJIIBL Y BILL NO. 379'3 

Authcq--·: Vascc•Y•cellc•s 
Subject: Rollover of Securities to Employee Stock Ownership Plans 

CESOPs> - Federal Conformity 
Laws 

Date 

Affecting Franchise Tax Board: Sections 18042, 24306, 24603 and 
24954 of the Revenue and Taxation Code 

Filed with Secretary of State: September 28, 1988 
Ct:tapter Nurnber: 88-150'+ 

§UMMARY 

This is an act which amends Sections 18042 and 24603, and adds 
Sect iorts 24306 aY1d 24'354. 

This act adc•pts prc•visic•YIS c•f the IY,tery,al ReveY,ue Code by referey,ce 
in the California Personal Income Tax and Bank and Corporation Tax 
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Law, achieving California conformity with federal law and thereby 
allowing: 

1. A rollover of gains realized on security sales made to Employee 
Stock Ownership Plans CESOPs) When the proceeds from the sale 
of qualified securities to an ESOP are used for the purchase of 
replacement property within a fifteen-month period, the long-term 
capital gain realized from the sale is not recognized for tax 
purposes. After the stock sale, the ESOP must own at least 30 
percent of each of the issuing corporation's class of stock or 30 
percent of all the corporation's outstanding stock for the 
nonrecognition of long-term capital gains to apply. In addition, 
the qualified replacement property must be purchased within the 
period beginning three months prior to the sale of employer 
owned securities to an ESOP, and ending twelve months after the 
sale in order for the long-term gain realized on the sale to 
qualify for nonrecognition. 

2. The exclusion from gross income of 50 percent of the interest 
income earned by banks, insurance companies, money lending 
corporations and regulated investment companies on security 
acquisition loans made to ESOPs. 

3. A deduction for dividends paid by corporations to ESOPs - Corpo
rate taxable income may be reduced by the amount of dividends 
paid on stock which is held by an ESOP maintained by the distrib
uting corporation or by a corporation which is a member of a con
trolled group, if the dividend is in accordance with the plan's 
provisions. The deduction may be disallowed if it is determined 
that the dividend is made for the purpose of tax avoidance. 

In order to qualify for the nonrecognition and exemption from incc~e 

provided by this act, qualified securities which are sold to or 
acquired by an ESOP must be: 

o employer common stock issued by a domestic corporation with no 
outstanding stock; and 

o stock which is readily tradeable on an established market; and 

o stock which was not received by the seller as a distribution from a 
qualified pension or stock option plan. 

Qualified replacement property, for which the proceeds from the sale 
of securities to an ESOP may be used to qualify for the nonrecognition 
treatment, is defined under this act as securities issued by a 
dc~estic operating corporation which: 

o receives less than 25 percent of the corporate gross receipts from 
passive income sources; and 

o devotes at least 50 percent of the corporate assets to actively 
conducting a trade or business. 

This act does not require that the department generate any new or 
additional reports to the Legislature. 

The provisions of this act, placing California law in conformity with 
federal law relating to ESOPS, apply to taxable and income years 
beginning on or after January 1, 1990 and before January 1, 1995. 
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Al..tthc•r: KeeY1e 

LEGISLATIVE CHANGE NO. 88-28 
SENATE BILL NO. ZZ60 

Subject: Tax Credit fc•r· Srnall BusiY1ess Health Care !YJsur·ay,ce 
Laws Affecting Franchise Tax Board: Sections 17053.20 and 23615 of 

the Revenue and Taxation Code are added. 
Date Filed with Secretary of State: August 31, 1988 
Chapter Number: 88-1521 

SUMMARY 

This act adds a provision to both the Personal Income Tax and the Bank 
and Corporation Tax Laws creating a new tax credit. The credit is 
based the employ 's g ealt care insurance 
coverage for eligible indivlduals, including the employees, 
owner-operators and managing partners of a business, and their 
dependents who are eligible to receive health care services under the 
terms of a certified health care plan. 

In order to be eligible for this credit, an employer must: 

o employ an average of no more than· 25 eligible individuals in 
California during the taxable income year; 

o pay at least 75 percent of the cost of health care insurance 
premiums for eligible individuals; 

o offer open enrollment for participation in the health care 
insurance plan to all qualified individuals annually, and make plan 
participation available to new employees within 60 days; 

o not have subsidized or provided employee health insurance during 
the two year period immed1ately preceding 1988; 

Before the cost of an indiv1dual's health insurance coverage may be 
used as the basis for claiming an employer tax credit under this act, 
an eligible individual must be an employee who performs services for 
compensation on an average of 35 hours each week, or must be an 
owner-operator or managing partner who devotes 35 hours per week in 
personal services to a business. However, 1f the employer offers 
health :i-r,suray,ce cc•ver·age to all emplc•yees whc• wc•rk less thay, 35 hc•1..1rs 
per week, then the cost of insurance paid by the employer for these 
employees may also be used as a basis for claiming the credit. 

Expenses which qualify as a basis for the employer credit must be paid 
for health care coverage wh ch provides at least basic health care 
treatment for illness and injury. Elig1ble coverage may be provided 
by an insurance company, a hospital service a health care service 
plan or a membership corporation. While the health plan coverage may 
include provisions for cost sharing and co-payments, the cost sharing 
required of the eligible individual may not exceed 200 percent of the 
annual premium and the required payment may not be more than 50 
percent of the cost of any particular health service. 

The health care plan's counsel must certify that the plan meets basic 
Health and Safety Code requirements in order for participation in the 
plan to be a basis for credit eligibility. This law further requires 
that a copy of the plan counsel's legal opinion, certifying the plan's 
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credit eligibility, be given to the participating employer. The 
employer claiming the health care coverage tax credit is required by 
law to retain the certi~ication which is made available by the health 
care cc•verage prc•vider ar•d submit it tc• the Frartchise Tax Board upc•rr 
request. 

This act ~urther requires that the Departmer1t c•f Cc•rpc•ratic•'I"IS fc•rward 
a list o~ licensed health service plans to the Franchise Tax Board on 
ar, art'l"tUal basis. 

The Emplc•ye·,... Health Car·e Cc•verage Credit added by this law may be 
applied agair.st rset tax, but l"1c•t the alterr.ative rnirlimurn tax c•r the 
mir1irnurn frarrchise tax. The credit is eql..tal tc• 25 percemt c•f the cc•st 
o~ health care ir.surar,ce paid by a quali~ied emplc•yer ~c•r cc•veriY•g 
eligible individu~ls and their dependents, but in no case less than 
$25 per mc•rsth ~c·r each ir•dividl..tal cc•vered. I~ the health care 
coverage includes prenatal and well baby care or mental health 
bene~its, the eligible employer may add an additional $5 per covered 
individual per month to the credit amount ~or each o~ these 
supplemental bene~its o~fered as part o~ the coverage. I~ the credit 
cc•mputed l..l'l"tder· this act by ay, eligible emplc•yer exceeds the r•et tax, 
the excess credit may be carried over and applied in future years. 

The date on which the provisions of this act may first become 
operative and will initially apply to the computation of taxes depends 
C•'l"• the ex i ster,ce c·~ certai .,.., ecc•r1C•mi c:· cc•r1di t i C•Y•S· Each year·, the 
Legislative Analyst and the Department o~ Finance are required to 
certify to the Franchise Tax Board by August 30 whether: 

o the funding ~or the Special Fund ~or Economic Uncertainties, as 
enacted in the state's budget, is equal to at least thre~ percent 
o~ General Fund expenditures, and 

o the Department of Finance projects that the real growth in 
California personal income will be at least four percent. 

The provisions o~ this act become operati~e ~or taxable and income 
years beginning on or after January 1 o~ the calendar year following 
certification o~ these economic indicators. However, under no 
circumstances will these provisions apply to taxable or income years 
beginning prior to January 1, 1990. The provisions o~ this act will 
remain in ef~ect only for five years once they become operative. 

At•the end of the five years that this act is operative, the 
Legislative Analyst is required to submit a report o~ the impact o~ 
the tax credit as an incentive ~or small employers to provide health 
i 'I"ISUr·a'I"JCe. 

This act dc•es 'I"IC•t require that the departme.,..,t geYterate a·,..,y Ytew or· 
add it ic•r•a 1 repc•rt s tc• the Leg i slat l..tre. 
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INTRODUCTION 

This report is a summary, in section number order. of chances 
to the Personal Income Tax Law <PITL>, the Bank and Corpora-
tion Law <B&CTL>, and one section of the Unemployment Insurance 
Code <UI> related to the PITL, as enacted by the Legislature in 
AB 2130 <Ch. 88-11>, SB 1705 <Ch. 88-31>, and SB 1706 <Ch. 88-32). 
AB 2130 was chaptered on February 19, 1988, and SB 1705 and SB 
1706 were chaptered on March 15, 1988. 

AB 2130 and SB 1705 make technical corrections to, and clari
fications of, the maJor tax reform legislation, AB 53 (Ch. 87-
1138) and SB 572 (Ch. 87-1139>, enacted by the Legislature in 
September 1987. AB 2130 also includes five provisions of the 
Federal Omnibus Budget Reconciliation Act of 1987 <Public Law 
100-203>, which are applicable to taxable and income years 
beginning on or after January 1, 1987. See Sections 17024.5, 
17076, 17551, 17551.5, 17561, 230~31.5, 2L~592, 24594, 24633.5, 
24637, and 24692 in the Section-By-Section Summary. SB 1706 
reinstates some of the provisions relating to enterprise zones 
and program areas that were repealed by AB 53 <Ch. 87-1138) and 
SB 572 <Ch. 87-1139) 

Sections 23400 through 23459, 23808, 23811, 24348, 24667, and 
24670 are operative for income years beginning on or after 
January 1, 1988. Sections 17052.12 and 23609 apply to amounts 
paid on or after January 1, 1988. Sections 18684.2, 18689, 
18802, 18817.3, 25901c, 25934.2, 26132.05 and UI Section 13009 
are operative on February 19, 1988. Sect1on 23186 is applicable 
for income years ending in 1987. All of the other sections 
are operative for taxable and income years beginning on or 
after January 1, 1987. 

A section number in parentheses below the number of the sec
tion summarized indicates a corresponding or related change was 
also made to the respective B&CT or PITL section shown. 

Legislative Change Reports <LCs>, giving a brief description of 
the changes made by each bill, are indicated below each section 
number in the summary and follow the Section-By-Section Summary. 
For more detailed information, refer to the specific bill. For 
copies of legislative bills <one copy of each bill will be furn
ished free), contact: 

Legislative Bill Room 
State Capitol, Room B-32 
Sacramento, CA 95814 
( g 16) 445---;:::323 
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REVENUE f:"~ND TAXATION CODE ;;:~3051. 7 Amended 1 1 
17024.5 Amerrded 1 23()::,3. 5 Repealed 1 1 
17039 Amer.ded 1 23181 Amended 1 1 
17043 Amended 1 2318E Amended 11 
17052.4 Amer.ded 2 23400 Repeal/Add 1 --. .:::. 

17052. 12 Amer.ded 2 23401 Repealed 12 
17054 Afl1er.d ed 2 23453 Added 12 
17055 Amended .-. 23455 Added 12 0::. 

17061.5 Amended 2 23456 Added 13 
17062 Amerrded 2 E:3457 Added 13 
17063 Amer.ded 3 23459 Added 13 
17073.5 Amended 3 23601.4 Amer•d ed 14 
17076 Amer.ded -;-

~~ 23E09 Amerrded 14 
17085 Amended 3 2363C) Add/Amend 14 
17088 Added 3 23701 Arller.ded 14 
17145 Amer,ded 4 23701rn Repealed 14 
17207 Amerrded 4 23701\1-J Added 15 
17220 Amerrded 4 23710 Added 15 
17252.5 Added 4 23732 Amerrded 15 
17265 Amerrded .:::· 

~· 23734 Amended 15 
17270 Amer.ded c::- 23801 Amertd ed 15 -.! 

17276 Amer.ded c:;· 
-.! 238t)2 Amended 16 

17276.1 Added 1:::-w 238(>3 Amended 16 
17276.2 Added 5 23808 Amer.ded 17 
17277 Repealed 6 23809 Amertded 17 
17504 Amended 6 23810 Ar11ended 17 
17506 Amer,ded f., ~=~3811 Added 17 
17510 Added f., C~434 -l. 5 Amerrded 17 
17551 Amer.ded 6 24348 Amer.ded 18 
17551. 5 Amer,ded 7 24Ld2 Add I Amer•d 18 
17552 Amertd ed 7 24415 Amended 18 
17560 Amended 7 E:4't15. 1 Added 18 
17561 Added 7 24416.2 Added 18 
17562 Add/Amend 7 24440 Added 19 
18001 Amer-rd ed 8 24443 Amer•d ed 19 
18001.5 Repealed 8 24513 Amended 19 
18006 Repeal/Add 8 ;_:::4592 Arner.ded 19 
18036 Amended 8 24594 Added 20 
18155 Added 9 24533.5 Amer.ded 20 
18162 Added 9 24637 Added 20 
18402 Amerrded 9 24654 Amended 20 
18683.5 Repealed 9 24667 Amended 20 
18684.2 Amerrded 9 24670 Repealed 20 
18689 Amended 10 24673.2 Amer.ded 21 
18802 Amer.ded 10 24691 Added 21 
18817.3 Amended 10 24692 Amended 21 
23<)51. 5 Amer-rded 1 1 24725 Amer1ded 21 
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24902.1 Repealed 21 25'301c Amended 23 
24902.2 Repealed 21 25934.2 Amer,ded 23 
24904 Amer.ded 21 26083 Added 23 
24967 Repealed 22 26132.05 Amer,ded 24 
24998 Repeal/Add 22 
25108 Amer.ded 22 
25561 Aroer.ded 22 UNEMPLOYMENT INSURANCE CODE 
25562 Amer.ded 22 13009 Arner,ded 24 

-· lV -



PIT 
SECTION 

17024.5 
<Amer.d) 
(23051. 5) 

LC 88-1 

17039 
<Aroer.d) 
(23630) 

LC 88-1 
ar.d 

LC 88-2 

17043 
<Arner.d) 

LC 88-1 

IRC 
SECTION 

SECTION-BY-SECTION SUMMARY 

SC = Substantive Change 
TC = Technical Change 

PERSONAL INCOME TAX LAW 

SUMMARY OF CtiANGE 

General Provisions and Definitions 

SPECIFIED DATES AND GENERAL PROVISIONS <SC> 
Adds paragraph (4) to subdivision (d) providing 
that the taxpayer's taxable year is to be the 
same as used for federal income tax purposes, 
unless initiated or approved by the FTB. Adds 
paragraph (2) to subdivision (h) modifying the 
rules r'elating to "adJusted gr'C•SS ir-,come" by 
specifying that federal AGI is to be used when
ever computing limitations based on AGI. 
Operative for taxable years beginning on or 
after' Januat'Y 1, 1987. (~JB E:130.Ct-·,. f\8-11> 

DEFINITION OF "NET TAX" <SC> Deletes reference 
to former Section 17054.5, repealed by AB 53 
CCh. 87-1138). Adds Section 17504 (relating to 
the separate tax or. lump-sum distr1butionsJ to 
the defirtitic•n of "r1et tax". Adds the "mir1imum 
tax ct·ed it" (Sect i c•n 17063) t C• the or·der' in 
which the credits are allowed. Provides, with 
specified exceptions, that tax credits cannot 
reduce the regular tax plus the separate tax 
on lump-sum distributions below the tentative 
mir-timum tax. Any cr-edit ~..,.hich is par-tially C•r' 
totally denied by this provision may be carried 
over and applied to the net tax in succeeding 
years if the provisions relating to that credit 
allow a carryover of the unused portion. 
Operative for taxable years beginning on or 
after January 1, 1987. CAB 2130, Ch. 88-11) 
SB 1705, Ch. 88-31) 

FILING STATUS <SC> Provides two exceptions to 
the requirement that married taxpayers must use 
the same filing status as used on their federal 
r·etur•ns. If (1) either' spr:•use was an active 
member of the armed forces during the taxable 
year, or (2) either spouse was a nonresident for 
the entire taxable year and had no income from 
California sources during that year, either sep
arate returns or a JOint return may be filed. 
Operative for taxable years beginning on or 
after January 1. 1987. CAB 2130, Ch. 88-11) 

1 



PIT 
SECTION 

17052.4 
<Amer•d) 
<23601. 4) 

LC 88-1 

IRC 
SECTION 

17052.12 41 
<Amend> 
(23609) 

LC 88-1 

17054 
<Amend) 

LC 88-1 

17055 
<Amer.d) 

LC 88-1 

17061.5 
( Amertd) 

LC 88-·-1 

17062 
<Amend) 
(23456) 

LC 88-1 

151 
and 
152 

55-59 

SUMMARY 0~ CHANGE 

Tax Credits 

SOLAR ENERGY - COMMERCIAL <SC) Pr~c.vides that 
this credit, and the former solar energy 
credit (former Section 17052.5), shall be 
allowed agair.st all taxes irnpc•sed under-· the 
PITL (was "amourtt •:Of rtet tax as defirted irt Sec
tiort 17039"). Oper~ative fo:o-r~ taxable years be
ginning on or after January 1, 1987. <AB 2130, 
Ch. 88-11 > 

RESEARCH AND DEVELOPMENT EXPENSES <TC> Deletes 
language relating to basic research <applicable 
only to corporations under IRC Section 41>, and 
corrects a technical error relating to the pro
ration of base period expenses by referring to 
the r•umber of days i Y".!. 1988 rather~ thar• the rtum
ber of days before 1988. Operative fo:or amounts 
incurred on or after January 1, 1988, and paid 
or~ irtcm~-..~ed befc•t~e Januat~y 1, 1993. <AB 2130, 
Ch. 88-11) 

CREDIT FOR PERSONAL EXEMPTIONS <TC> Makes mi ·r,or 
nonsubstantive technical changes. Operative for 
taxable years beginning on or after January 1, 
1'387. <AB 2130, Ch. 88-11) 

NONRESIDENT (TC) Clarifies the status of new tax 
credits added by AB 53 <Ch. 87-1138) as they 
apply to nonresident and part-year resident tax
payers. Operative for taxable years beginning on 
or' after·' Jartuar~y 1, 1987. <AB <:::130, Ch. 88-11) 

GAIN ON QUALIFIED ASSETS <SC) Co:orrects technical 
error in paragraph (3) of subdivision (b) by 
chartgil'tg "qualified asset" to "capital asset"; 
and l~f?defint=:s "far-m pr-·oper'ty" to:o be less r'estr'ic-
tive. Operative for taxable years beginning on 
o:or after January 1, 1987. <AB 2130, Ch. 88-11) 

Alternative Minimum Tax 

ALTERNATIVE MINIMUM TAX <SC) Revised to:o pro
vide that the tentative minimum tax is to be 
co:ompared to the regular tax befo:ore credits 
<new federal metho:od) rather than after credits 
(o:old federal method), but allo:ows bo:oth the ten
tative minimum tax and the regular tax to be 
reduced by the credit fo:or taxes paid to other 
states (equivalent to foreign inco:ome tax credit 
at federal level) when making this co:omparison. 
Also:o, fo:or nonresidents and part-year residents, 
eliminates the need fo:or sourcing itemized de-
duct ions requiring the proration of tax to 

.-. 
C, 



PIT 
SECTION 

17063 
<Amertd) 
(23453) 

LC 88-1 

17073.5 
( Amertd) 

LC 88-1 

17076 
( An1el'"1d) 

LC 88-1 

17085 
< Amer•d) 

LC 88-1 

17088 
(New) 

LC 88-·1 

IRC 
SECTION 

53 

§.UMMARY OF CHANGE · 

be based upc•n "mc•dified AGI" t~athet~ tharr AMTI. 
Finally, provides that if there was a deferral 
of preference tax under former Section 17064.8 
for any taxable year beginning before 1987 and 
if the amount of the deferred tax has not been 
paid for any taxable year before 1987, the 
amount of the net operating loss carryovers 
which may becarried to taxable years beginning 
after 1986,for purposes of computing alternative 
minimum taxable income, shall be reduced by the 
amount of the tax preferences attributable to 
the deferred tax which has not been paid. 
Operative for taxable years beginning on or after 
January 1, 1987. <AB 2130. Ch. 88-11) 

ALTERNATIVE MINIMUM TAX CREDIT CTC> Makes minor 
technical corrections to clarify AMT provisions 
t~elating to the miFrimum tax ct~edit. Oper~ative 

for taxable years beginning on or after January 
l, 1987. CAB 2130, Ch. 88-11) 

Defirlitior,s of Gross Jr,come, AdJusted Gross 
Income, Taxable Income, Etc. 

63(c) 

67 

STANDARD DEDUCTION <SC) Modifies the state pt~c,

vision relating to standard deductions to in
corporate, by reference, the federal rules which 
limit the standard deduction of a minor child. 
Operative for taxable years beginning on or 
after January 1, 1987. <AB 2130, Ch. 88-11) 

2-PERCENT FLOOR ON MISCELLANEOUS ITEMIZED DEDUC
TIONS <SC) Provides that the provisions of Sec-
t ior, 10104 of P. L. 100-203, r··elat ing to the c•ne 
year delay in application of the 2-percent floor 
to regulated investment companies, shall be ap
plicable. Operative for taxable years beginning 
on or after January 1, 1987. (AB 2130, Ch. 88-11) 

Items Specifically Included in Gross Income 

72 

852(b) 

ANNUITIES; CERTAIN PROCEEDS OF ENDOWMENT AND 
LIFE INSURANCE CONTRACTS <SC> Modifies the 
state provisions relating to recovery of basis 
to specifically include reference to self
employed plans. Operative for taxable years 
beginning on or after January 1, 1987. <AB 
<:::!30, Ch. 88-·-11) 

TAXATION OF REGULATED INVESTMENT COMPANIES AND 
THEIR SHAREHOLDERS <SC) Provides that the tax
ation of shareholders of a regulated investment 
company shall be determined in accordance with 
IRC Section 852(b), except that Section 17145 



PIT 
SECTION 

IRC 
SECTION SUMMARY OF gHANGE 

<relating to exempt interest dividends) shall 
apply in lieu of IRC Section 852Cb) (5), and 
that IRC Sectior, 852(b) (3) <D>, l·'elating tc• 
treatment by shareholders of undistributed cap
ital gains, shall not be applicable. Operative 
for taxable years beginning on or after January 
1, 1'387. <AB 2130, Ch. 88-11) 

Items Specifically Excluded from Gross Income 

17145 
<Amer.d) 

LC 88-1 

852 

17207 155<c> 
<Amer.d) 155(i) 
(24347.5) 

LC 88-1 

17220 154 
( Amer•d) 

LC 88··-1 

17252.5 17'3 
<New) 

LC 88-3 

EXEMPT-INTEREST DIVIDENDS <TC> Char,ges refet'er.ce 
to Section 24412 (was Section 23701m) in the 
def i rti t ion c•f "marsagement cc•mparsy". Opet'at i ve 
for taxable years beginning on or after January 
1 , 1 '38 7. < AB 2130. Ch. 88-11 ) 

Deductions 

DISASTER RELIEF <SC) Provides that if there is 
any "excess loss." r'emaining afte~' the five-yeat' 
car-'t'yovet' pet·' i orJ, then 50 pet'cer,t of that "ex
C<-:!ss loss" may be ca·r't'ied fot'wat'd to each c•f 
the next 10 taxabl€0 years. Removes "taxpayer'' s 
residence'' limitation so that these losses apply 
to all property in California which sustained 
a loss from earthquake or other related casualty 
during October 1987. Adds a provision that the 
casualty losses described in this section cannot 
be taken into account in computing a net opera
ting loss deduction under Section 17275. Opera
tive far taxable years beginning on or after 
J<::~nua y t, 1'3!37. CAB C::130. Ch. EIEI-11) 

TAXES <SS Provides that no deduction is allowed 
for the tax im on limited partnerships or 
for taxes imposed on S corporations. Operative 
for taxable years beginning on or after January 
1, 1987. <HB 213(), Ct-1. 88-11) 

DEPRECIATION - ENTERPRISE ZONE PROPERTY <SC> 
Reenacts the provisions repealed by AB 53 (Ch. 
87-1138), relating to the special deduction 
allowed for property used in an enterprise zone, 
with the added provision that any taxpayer 
claiming this deduction cannot claim, for the 
same property, a deduction under IRC Section 
179 (relating to an election to expense cer
tain depreciable business assets). Operative 
for taxable years beginning on or after Jan
uary 1, 1987, an~ before January 1, 1989. 
<SB 1705, Ch. 88-32) 



PIT 
SECTION 

17265 
( P1mer1d) 

LC 88-··1 
ar1d 

LC 88-3 

17270 
( Amer·,d ) 
(24440) 

17276 
( Amertd) 
(24416) 

LC 88-1 

17276.1 
17276.2 
<New> 
(24416. 1) 
(24'+16. ~~) 

LC 88-·3 

IRC 
SECTION 

280C 

172 

172 

CAPITAL EXPENDITURES - SECTION 17265 PROPERTY 
CSC> Eliminates references to Sect1on 18032 
(repealed by AB 127, Ch. 85-159) and Sections 
17252 and 18033 (repealed by AB 53, Ch. 87-1138). 
Provides that if a deduction is claimed under 
Section 17265, no deduction can be claimed for 
the same property under IRC Section 179 (relating 
the expensing of certain business assets>, and 
requires that the basis of the assets be reduced 
by the amount of the Section 17265 deduction. 
SB 1706 adds the provision that depreciation 
may be cla med by any method perm tted by Sec
tion 17250, commencing with the taxable year 
following the taxable year in which Section 
17255 property is placed in service; and deletes 
the requirement (added by AB 2130) that the 
basis of the assets be reduced by the amount of 
the Section 17265 deduction. Operative for 
taxable years beginning on or after January 1, 
1987. Section repealed effective January 1, 
1993. CAB i:=~130, Ch. 88--11) <SB 1706, Ch. 88-32) 

TRADE OR BUSINESS EXPENSES <SC> Provides that 
IRC Section 280C, relating to certain expenses 
for which credits are allowable, shall apply 
with t~espect to the "clir•ical testirtg- ot~phan 

drugs tax credit''; i.e., no deduction is allowed 
for the amounts used to claim that credit. 
Operative for taxable years beginning on or 
aftet~ JarH.\al··y 1, l987. <AB i:?130, Ch. 88-11) 

NET OPERATING LOSSES <SC> Advances the effec-
tive date of California's partial conformity 
to federal rules for net operating losses by 
providing that the new provisions apply, on a 
reduced basis, to losses incurred during tax
able year··s frr.!Jc:l.jn.rr in 1985. T!lis rnec:ms that a 
variable percentage (depending on the number 
of months of the fiscal year falling in 1985) 
of losses occurring in fiscal years that be
gan in 1984 and ended 1985 qualify for the 
three-year carryforward to taxable years be
ginn j rtg i rt 1987, 1988, and 1989. The t:•r~det~ 

in which net operating losses are to be taken 
is also specified. Operative for taxable 
years beginning on or after January 1, 1987. 
CAB 2130, Ch. 88-1l) 

QUALIFIED TAXPAYER <SC> 
NET OPERATING LOSS - PROGRAM AREA, ENTERPRISE 
ZONE (SCl Reenacts those provisions of former 
Section 17276.5 (repealed by RB 53, Ch. 87-
1138), relating to net operating losses in
curred by taxpayers conducting business in a 
program area or enterorise zone. Operative 
for taxable years beginning on or after Jan-



PIT 
SECTION 

17277 
(Repeal) 

LC 88-1 

17504 
( Amer.d) 

LC 88-1 

17506 
<Amend) 

LC 88--1 

17510 
<New> 

LC 88-·1 

17551 
(Amertd) 
(24637) 

LC 88-·1 

IRC 
SECTION 

402 

403 

770l(j) 

SUMMARY 0~ CHANGE 

uary 1, 1987. Section 17276.2 is repealed 
effective January 1, 1989. <SB 1706, Ch. 88-32) 

MOVING EXPENSES (SC) Provisions limiting the 
deduction for moving expenses for taxpayers mov
ing into or out of California repealed, since 
moving expenses are no longer a deduction in 
arriving at AGI and, therefore, have no effect 
on the ratio of California AGI to total AGI. 
Operative for taxable years beginning on or 
after' Januat'Y 1, 1987. <AB 2130, Ch. 88-11> 

Deferred Compensation 

PENSIONS - TAXABILITY OF BENEFICIARY OF EXEMPT 
TRUST (SC) Provides that the basis of any per
son in an employees' trust shall include the 
amount of contributions made prior to 1987, 
which were not allowable as a deduction under 
former Sections 17503, 17513, and 17524, rela
ting to special limitations for self-employed 
individuals. A~so adopts the special transi
tional rules specified in Sections 1122(h) and 
1124 of Publ1c Law 99-514, with exceptions re
lating to the applicable tax rates and the 
capital gains deduction allowed under prior 
federal law. Operative for taxable years be
gir.nir-•g o·n or-· aftE~·r· Janttat•y 1, 1987. 
<AB 2130, Ch. 88-lll 

PENSIONS - TAXATION OF EMPLOYEE ANNUITIES <SC) 
Modifies the state provision relating to re
covery of basis to specifically include ref
erence to self-employed plans. Operative for 
taxable years beginning on or after January 1, 
1987. <AB 2130, en. 88-11> 

TAX TREATMENT OF FEDERAL THRIFT SAVINGS FUND <SC) 
Provides that the provisions of IRC Section 
7701(J), relating to federal thrift savings funds, 
shall apply. Operative for taxable years begin
ning on or after January 1, 1987. <AB 2130. 
Ch. 88--11) 

Accounting Periods and Methods of Accounting 

444 ELECTION OF TAXABLE YEARS OTHER THAN REQUIRED 
TAXABLE YEARS <SC) Provides that IRC Section 
444, added by P.L. 100-203, relating to elec
ti.:::.n of taxable year'S other·· than "r'equir'ed tax
able yec.n's", shall apply. The feder··al "t'equit'ed 
payrne·nts" pr'ovisions ,:n'e not applicable. <Also 
see PIT Section 17024.5.) Operative for tax
able years beginning on or after January 1, 
1987. <AB 2130, Ch. 88-11> 



PIT 
SECTION 

17551.5 
<Amertd) 
(24633.5) 

LC 88-1 

17552 
<Amend> 

LC 88-1 

17560 
<Amertd) 
<24667) 

LC 88--1 

17561 
<New/ 
Amend) 
(246'32) 

LC 88--l 
and 

LC 88-2 

17562 
<New) 
(2465Lf) 

LC 88-···1 

IRC 
SECTION 

442 
artd 
443 

44·3 

4f.,'3 

SUMMARY OF:_ CHANGE 

REQUIRED CHANGE OF ACCOUNTING PERIOD <SC> Adds 
partners and shareholders of S corporations to 
the provisions relating to the inclusion of 
any income in excess of expenses for the short 
taxable year resulting from a required change 
of accounting period. Also provides that the 
spreading of income over four years shall not 
apply unless the taxpayer receives similar 
treatment for federal income tax purposes. 
Operative for taxable years beginning on or 
after January 1, 1987. CAB 2130, Ch. 88-11) 

SHORT PERIOD RETURNS CSC) Subdivision (c) de-
leted, thus conforming to the provisions of IRC 
Section 443(d), relating to federal rules for 
AMT. Operative for taxable years beginning 
c•n or~ after-· Januar··y 1, 1987. <AB 2130, 
Ch. 88-11) 

INSTALLMENT OBLIGATIONS <SC) Adds transition 
rules providing that if the provisions of IRC 
Section 453C (relating to certain indebtedness 
treated as payment on installment obligations) 
do apply (taxpayers may elect not to have those 
provisions apply), the provisions of Sections 
81 1 (c) < 2) , B 1 :1 (c) <'+) • 811 (c) ( 6) , and 811 (c) ( 7) 
of P.L. shall apply. Operative for taxable 
years beginning on or after January 1, 1'387. 
<AB 2130. Ch. 88-11) 

PASSIVE ACTIVITY LOSSES AND CREDITS LIMITED <SC> 
Modifies the state provision to refer to state 
tax credits which are the counterpart of the 
federal tax credits subJect to the passive 
credit limitations. Provides that the dollar 
limitation for th credit allowed under Section 
17058 (relating to low-income hous1ng) shall be 
equal to $75,000 in lieu of the $25,000 amount 
specifiecl in IRC bection 4f..9(i) (c:). P·r~c.vides 

that the provisions of Section 10212 of P.L. 
100-203, relating to treatment of publicly tra
ded partnerships under IRC Section 469, shall 
apply. SB 1705 adds provision that the transi
tional rule for low-income housing, Section 
502 of P. L. 99-514, shall apply. Operative 
for taxable years beginning on or after Jan
u,::n~y 1, 1'387. <RB c:130, Ch. 88-11) (58 1705, 
Ch. 88-31) 

LIMITATION ON USE OF CASH METHOD OF ACCOUNTING 
CSC) Provides that for purposes of applying IRC 
Section 448, relating to limitations on use of 
cash method of accounting, Sections 801(d) (2) 
and 801 (d) (3) .:::·f P. L. '3':1~::114, s1·1all apply. 
Operative for taxable years beginning on or 
afte~~ Janua·r-·y l, 1'387. (AE{ C::130, Ch. 813-11> 

7 



PIT 
SECTION 

18001 
<Amer,d) 

LC 88-1 

18001.5 
(Repeal) 

LC 88-l 

18006 
(Repeal/ 
New) 

LC 88-1 

18036 
<Amend) 

LC 88-i 

IRC 
SECTION 

Credit for Taxes Paid 

CREDIT, RESIDENTS <SC> Limits the credit for 
taxes paid to another~ state to the "y,et tax" 
(as defined by Section 17039) and for taxes 
paid to the other state (exclusive of any tax 
comparable to the alternative minimum tax [Sec
tion 17062]) on income derived from sources 
within and taxable by that state. Provides 
that for purposes of computing the tentative 
minimum tax, the credit for taxes paid to an
other state shall not exceed the proportion of 
tentative minimum tax as the income subject to 
tax in the other state <recomputed in accord
ance with Section 17062) and also included in 
the alternative minimum taxable income bears 
to the total alternative minimum taxable income 
taxable under the PITL. This amount, however, 
shall not be less that the credit allowable 
agair-rst the "·net tax" (as;. defir-red by Section 
17039). Ooe·r'ative fo·r' taxable year~s beginning 
or-r Or' after' Januar·'y 1, 1'387. CAB 2130, 
Ch. 88-- i 1) 

CREDIT FOR TAXES PAID - SHAREHOLDERS OF S CORP
ORATIONS <SC) Repeals pr'ovision allov-nng a 
tax credit for taxes paid to another state by 
a resident shareholder of a corporation elect
ing to treated as an S corporation in both the 
other state and 1n California. <But see PIT 
Section 18006, below.) Operative for taxable 
years beginning on or after January 1, 1987. 
CAB 2130, Ch. 88-11> 

CREDIT FOR TAXES PAID - PARTNERS AND S COR
PORATION SHAREHOLDERS <SC> Pr-·ovides th<<.t 
for purposes of determining the credi fo 
taxes pa1d to another state, members of a 
partnership or shareholders of an S corpora
tion shall be allowed to treat their prorata 
share of the taxes paid to another state by 
the partnership or S corporation as if they 
had been paid by the the partner or share
holder. Operative for taxable years beginning 
c•rt en·' after' Januar'y 1, 1987. CAB 2130, 
Ch. 88--11) 

Gain Qr.. Loss Q!l Disposi t ior• of Property 

1016 ADJUSTMENT TO BASIS CTC) Makes minor nonsub-
st.::,nt ive techr·,J.cal cor'r'ect ior-r. Dper~at lVE' O}' 

taxable years beginning on or after January 
i, 1987. CAB 0:::130, Ch. 88-11) 

8 



PIT 
SECTION 

18155 
<New) 

LC 88-1 

18162 
<New> 

LC 88-1 

18402 
(Amertd) 

LC 88-·1 

18683.5 
(Repeal) 

LC 88-1 

18684.2 
<Amertd) 
(25934.2) 

LC 88-1 

IRC 
SECTION 

1212 

5013 

5551 

Capital Gains and Losses 

DENIAL OF CAPITAL LOSS CARRYBACKS <SC> Reenacts 
provision, inadvertently repealed by AB 53 <Ch. 
87-1138), denying capital loss carrybacks. 
Operative for taxable years beginning on or 
after January 1, 1987. <AB 2130, Ch. 88-11) 

GAIN ON SALE OF DAIRY CATTLE <SC> Pt~c•vides that 
if a taxpayer has a net capital gain from the 
sale of dairy cattle after January 1, 1987, and 
before September 1, 1987, under a valid contract 
with the U.S. Department of Agriculture under 
the milk production termination program, a de
duction is allowed depending on the holding 
period of the dairy cattle: 35 percent of net 
capital gain if dairy cattle held more than one 
year but not more than five years, and 
cent if held for more than five years. 

50 pet'
Opet··a-

tive fot·· taxablE' 
J<'::ll'"JI.!ar'y 1, 19B7. 

years beginning on or after 
CAB 2130, Ch. 8B-11) 

Filing Requirements 

HUSBAND AND WIFE RETURNS <TC) Clarifies the 
exceptions to the provision requiring the 
filing of a nonresident Joint return if one 
spouse was a res1dent for the entire taxable 
year and the other spouse was a nonresident 
for all or any part of the taxable year. 
<Also see PIT Section 17043.) Operative for 
taxable years beginning on or after January 1, 
19B7. <AB 2130, Ch. 88-11) 

Payments and Assessments 

PENALTY FOR OVERSTATEMENT OF CONTRIBUTIONS TO 
AN ANNUITY (SC) Inoperative provision repealed, 
as the specific reference to subdivision (c) of 
Section 17085 (relating to the three-year re
covery rule) does not exist. Operative for tax
able years beginning on or after January 1, 1987. 
<AB 2130, Ch. 88-11) 

FAILURE TO PAY TAX BY DUE DATE <TC> Clat~ifies 

the provision that the maximum penalty under 
this section is 25 percent of the total unpaid 
tax; and provides that if this penalty is 
greater than the sum of any penalties imposed 
under Section 18681 (failure to file return) 
and Section 1B683 (failure to furn1sh informa
tiort ·r'equested), it shall be thE' an1ount which 
exceeds the sum of any penalties imposed under 



PIT 
SECTION 

18689 
<Arner•d) 
(25901c) 

LC 88-1 

18802 
<Arner•d) 

LC 88-1 

18817.3 
< Arner.d) 
(21532.05) 

LC 88-1 

IRC 
SECTIO~l 

6601 (e) 
( 2) 

6041(a) 

6334· 

Sectior•s 18681 ar·,d 18683 (was "only the subdi
vision (a) pen<::<lty wi 11 be assessed"). 
Oper~ative Febr·uar'y 19, 1988 .. <AB 2130, Ch. 88-11) 

INTEREST ON PENAL TIES <TC) Adds reference to 
Section 18684.2 (relating to underpayment of 
tax). Oper·ative Febr·uar'y 1r:3, 1988. <AB 2130, 
Ch. 88-11) 

Collection of Tax 

INFORMATION RETURNS, GENERAL <SC> Reenacts 
provision included in AB 129 <Ch. 87-918>, 
but inadvertently chaptered out by AB 53 <Ch. 
87--1138), pr'oviding that, in lieu of Calif
ornia information returns reporting payments 
made in the course of a trade or business, 
the FTB may require that copies of federal 
information returns be filed. Operative 
Febn.lat'Y 19, 1988. CAB 2130, Ct-,. 88-il) 

PROPERTY EXEMPT.FROM LEVY <TC> Makes minor 
nonsubstantive technical 
t i ve Febr··uar'Y 19, 1 '388. 

10 

correction. Opera
<AB 2130, Ch. 88-11) 



BCT 
SECTION 

23051.5 
<Amer.d) 
( 17024. 5) 

LC 88-1 

23051.7 
<Amer,d) 

LC 88-1 

23053.5 
(Repeal> 

LC 88-1 

23181 
<Amer,d) 

LC 88-1 

23186 
<Amend) 

LC 88-1 

13(;6 

BANK AND CORPORATION TAX LAW 

General Provisions and Definitions 

EFFECTIVE DATES AND GENERAL PROVISIONS <SC> 
Adds references to general provisions of the 
IRC which are not applicable in the B&CTL. 
Pr··ovides that the tet~m "taxable incc•me" ir• 
the I RC mear.s "net i r•corr1e", c•t~ "ur,t~e 1 at ed 
busir.ess taxable irtcome" irt the case of 
exempt organizations. Any reference to 
"cot~pcq·~ation" in the IRC ir.cludes "bartl·<. 11

• 

Provides that the income year may not be 
different than the taxable year used for 
federal income tax purposes, unless ini
tiated or approved by the FTB. Operative 
for income years 
.Ja.nuar~y 1, 1987. 

beginning on or after 
<AB 2130, Ch. 88-11) 

TRANSITION RULES <SC> Deletes provision 
denying carryov~r of credits against the 
alternative minimum tax. 
income years beginning on or after January 
1, 1987. <AB 2130, Ch. 88-11) 

CREDIT CARRYOVERS - S CORPORATONS <SC> Re-· 
peals provision allowing an S corporation 
to pass through to its shareholders any 
credit carryover from income years begin
ning prior to 1987. Operative for income 
years beginning on or after January 1, 1987. 
CAB 2130, Ch. 88-11) 

Tax on Banks and Corporations 

TAX ON BANKS (SC) Reenacts the increases in 
the minimum tax applicable to banks, which 
were enacted by SB 572 (Ch. 87-1139) but in
advertently chaptered out by SB 570 (Ch. 87-
1442). Operative for income years beginning 
on c•t~ after~ J aF,uat~y 1, 1987. ( AB 2130, 
Ch. 88-11) 

BANK AND FINANCIAL CORPORATION TAX RATES (SC) 
Provides that for income years ending in 1987 
and thereafter, the rate of tax on banks and 
financial corporations shall not exceed 11.7 
percent (was 12~>. This conforms to there
duction in the tax rate on general corpora
tions from 9.(; percent to 9.3 percent enacted 
by SB 572 CCh. 87-1139). <AB 2130, Ch. 88-11) 

1 :1. 



BCT 
SECTION 

23400 
<Repeal/ 
New) 

LC 88-1 

23401 
< Repea 1) 

LC 88-1 

23453 
<New) 

LC 88-1 

23455 
<New) 

LC 88-1 

IRC 
SECTION 

55 

53 

55 

Alternative Minimum Tax 

ALTERNATIVE MINIMUM TAX <SC) Former provi-
sions repealed and replaced with a new sec
tion conforming to IRC Section 55, except 
as otherwise provided below. Also provides 
that S corporations are not subject to the 
alternative minimum tax (or preference tax 
for income years beginning in 1987). Oper
ative for income years beginning on or after 
Januat~y 1, 1988. <AB 2130, Ch. 88-11) 

ALTERNATIVE MINIMUM TAX CREDIT <SC> Pt~ovisic•r•s 

repealed and reenacted in new Section 24343. 
Operative for income years beginning on or 
after January 1, 1988. <AB 2130, Ch. 88-11) 

NOTE: The last two digits of the following 
sections, 23453 through 23459, corres
pond to the IRC related section numbers. 

CREDIT FOR PRIOR YEAR MINIMUM TAX LIABILITY 
CSCl Allows a tax credit for the excess of 
the adJusted mi~imum tax imposed for all Prior 
i ncorne year-·s beg i nrt i ng after' 1987, 1 ess the 
amount allowed as a credit for those prior 
years over the regular tax for the current 
income year. This provis1on is the same as 
former Section 23401, except for the reference 
to subdivision (c) of Section 23455 (was sue
division (b) of former Section 23400). Opera
tive for income years beginning on or after 
Jayp_\C.ir'y 1, :l988. <AB c~130, Ch. 88--11> 

ALTERNATIVE MINIMUM TAX IMPOSED CSCl Estab-
lishes the alternative minimum tax rate for 
general corporat1ons and exem organ1zations 
at 7 percent; and for banks and financial 
corporations at 7 percent plus the bank rate, 
less the regular tax rate on general corpora
tions (9.3%). For corporations which do 
business both within and without California, 
alternative minimum taxable income shall be 
allocated and apportioned in the same manner 
as for purposes of the regular tax. For 
taxable years in which a taxpayer commences 
doing business, dissolves, or ceases doing 
busir,ess, the "t'egular' tax" pr-ovisi•:•r,s appli
cable to these corporations apply w1th due 
regard for the rate and alternative minimum 
taxable income prescribed 1n the B&CTL, except 
that no prepayment of an alternative minimumm 
taxi£.; r·'E~quir .. ·ed. "RE•tJular' tax" is the tax 
imposed under the B&CTL prior to any reduction 

l ;;:· 



BCT 
SECTION 

23456 
<New) 
<17062) 

LC 88-1 

23457 
(New) 

LC 88-1 

23459 
(New) 

LC 88-1 

IRC 
SECTION. 

56 

57 

59 

by any tax credits. Operative for income 
years beginning on or after January 1, 1988. 
CAB 2130, Ch. 88-11) 

ADJUSTMENTS IN COMPUTING ALTERNATIVE MINIMUM 
TAXABLE INCOME <SC> Provides specific excep
tions to the computation of alternative mlni
mum taxable income as prescribed in IRC Sec
tion 56. Provides that if there was a deferral 
of preference tax under former Section 23405 
for any income year beginning before 1988, and 
if the amount of the deferred tax has not been 
paid for any income year before 1988, the 
amount of the net operating loss carryovers 
which may be carried to income years beginning 
after 1987, for purposes of computing the 
alternative minimum taxable income, shall be 
reduced by the amount of the tax preferences 
attributable to the deferred tax which has 
not been paid. Operative for income years be
ginni·f'"•Q or, C)r' af:te-r~ J·a.nuar~y 1, 1'388. <AB 2130, 
Ch. 88-11) 

ITEMS OF TAX PREFERENCE CSC> JYiod i f i es I RC 
Section 57 provisions relatin~ o items of 
tax preference 1n the areas of tax exempt 
interest and contributions to conform to the 
prov1s1ons for computing regular tax under 
the B&CTL; and specifies that for certain 
property placed in service before 1987, de
t er··m i ·r,(-?c:\ 1r1 i thout r~eg<i:tr"·d to Section i.:::4354. 2 
(relating to rehabilitation of low-income 
rental housing) or Section 24381 (relating 
to amortizat1on of rehabilitating expendi
tures for cert fied historic structures), 
the amount by which accelerated depreciation 

on exceeds the amount allowable 
under the st~aight-line method is an item of 
tax preference. Operative for income years 
bf2ginning on o·r·· after' ~Tanuar··y 1, 1'388. 
CAB 2130, Ch. 88-ll) 

OTHER DEFINITIONS AND SPECIAL RULES <SC> 
Modifies IRC Section 59 by providing that 
the provisions relating to the foreign tax 
cred1t and the United States possession 
tax credit are not applicacle in determin
ing the alternative minimum tax under the 
B&CTL. Operative for income years begin
ning on o-.- after·· Januar-··y 1, 1988. 
<AB 2130, Ch. 88-11) 

13 



BCT 
SECTION 

23601.4 
<Amer1d) 
( 17052. 4) 

LC 88-1 

23609 
( Amer,d) 
( 17052. 12) 

LC 88-1 

23630 
<New/ 
Amend) 
( 17039) 

LC 88-1 
C\Y1d 

LC 88-2 

LC 88-·1 

23701m 
<Repeal) 

LC 88-1 

IRC 
SECTION 

41 

501 (a) 

851 
to 

855 

Tax Credits 

SOLAR ENERGY - COMMERCIAL <SC) 
er~ence to the "alte·r-·native mi·nirnum tax", thus 
providing that this credit and the former 
solar energy credit (former Section 23501) 
are allowable against all taxes imposed by 
the B&CTL (except the minimum franchise tax). 
Operative for income years beginning on or 
after January 1, 1987. CAB 2130, Ch. 88-11) 

RESEARCH AND DEVELOPMENT EXPENSES <TC> 
rects a technical error relating to the prora
tion of base period expenses by referring to 
the y,umbet' of days in 1988 t'athet' than tc• the 
number of days before 1988. Operative for 
amounts incurred on or after January 1, 1988, 
and paid or incurred before January 1, 1993. 
CAB 2130, Ch. 88-11) 

GENERAL LIMITATION ON TAX CREDITS <SC> Pro
vides that, with the exception of the solar 
energy credit <6ect1on 23601.4), the former 
solar energy credit (former Section 23601) 
and, as added by SB 1705, the low-income hous
ing credit <Section 23510.5), tax credits can
not reduce the tax below the tentative minimum 
tax. Any credit which is partially or totally 
denied by this provision may be carried over 
and applied to the tax (except the minimum 
franchise tax and the alternative minimum ta 
in succeeding years if the provisions relat1ng 
to that credit allow a carryover of the unused 
portion. 0 ive for income years beginning 
OY'! ()'r-· a.fter·' J'a:n!Jai" l, i.':i188. u:rE: 2130, Cn. BE\-·11) 
<SB 1705, Ch. B8-3 l 

Exempt Organizations 

EXEMPTION OF SPECIFIED ORGANIZATIONS <TC> 
Replaces the reference to Section 23701m (re
lating to management companies) with refer
ences to Section 23701h and Section 23701u 
(both relating to title holding companies). 
Operative for income years beginning on or 
after~ J ar,uar-·y 1, 1987, ( AB i::~ 130, Ci"'l. 88--11) 

REGULATED INVESTMENT COMPANIES <SC> Sec-
tion repealed; provisions transferred to 
new Section 24412. Operative for income 
yeal·-·s begirn·,ir·~ C•'n or-· i:"'ftE•'r' 3a.nua.r .. ·y 1, i'387. 
<RB c~130, Ch. 88 .. · .. 11 > 



BCT 
SECTION 

23701w 
<New) 

LC 88-·1 

23710 
<New) 

LC 88-1 

23732 
(Arner.d) 

LC 88-1 

LC 88-1 

23801 
<Amend) 

LC 88-1 

IRC 
SECTION 

501(c) 
( 19) 

513 (f) 

512 

513 

?UM~E.BY 0~. CHANGE 

VETERAN'S ORGANIZATION <SC) Pr~ovides; an 
exemption from tax for a veteran~s organ-
i zat ior,, as defi r1ed by I RC Sect i.:•n 501 (c) ( 19). 
Operative for income years beginning on or 
after• Jar,u.::n'y 1, 1987. CAB 2130, Ch. 88-11) 

BINGO GAMES CONDUCTED BY EXEMPT ORGANIZATIONS 
(SC) Reenacts provisions, inadvertently re
pealed by SB 572 (Ch. 87-1139), relating to 
the nondisqualification of tax-exempt status 
of organizations conducting bingo games. 
Operative for income years beginning on or 
after January 1, 1987. <AB 2130, Ch. 88-11) 

UNRELATED BUSINESS TAXABLE INCOME <SC> Modi
fies provisions of IRC Section 512 by pro
viding that the special rules for foreign 
organizations are not applicable, the deduc
tion for charitable contributions is limited 
to 5 percent (10% federal) of the unrelated 
business taxable income, and by substituting 
B&CTL section references for IRC section ref
erences. Opera!ive for income years begin
nir·,g on Or' aftet·· Jar11.1a·r··y 1, 1'387. <AB 2130, 
Ch. 88--11) 

UNRELATED TRADE OR BUSINESS <SC> Pr'OV ides 
that IRC Section 513Cg), relating to certain 
pole rentals, shall not apply. Operative for 
income years beginning on or after January 1, 
1987. CAB 2130, Ch. 88-11) 

Tax Treatment of ~ Corporations and Their Shareholders 

j 35;;:~ ELECTION; REVOCATION; TERMINATION Ct3C) f=~dds 

several provisions to clarify the manner of 
making state elections and terminations of 
the election to be treated as an S corpora
tion. Clarifies the interaction of the rules 
for making elections with the provisions that 
impose separate taxes on built-in ga1ns and 
passive investment income. Continuing S cor
porations, and corporations making an elec-
tion to be an S corporation in income 
beginning in 1988, are allowed to use 
federal election date for purposes of 
ing the rules of these separate taxes. 

year's 
their~ 

apply-
Re-

moves the requirement that an S corporation 
must make payments of tax on behalf of its 
nonresident shareholders. Now provides that 
an S corporation be included in a com-
bined t~epor··t c .. f the ,_mita·,··y gr··c•up C•f which 
it is a member (formally provided that a cor
poration could not be an S corporation if it 
was a me~ter of a unitary group). Provides 



BCT 
SECTION 

23802 
<Amer.d) 

LC 88-1 

23803 
( Amertd) 

LC 88-1 

IRC 
SECTJON 

1353 

1355 

that, in the event of distortion of income or 
tax evasion, the FTB is first required to use 
the comparable uncontrolled price method (pre
scribed by federal regulations) and then, only 
if that method can not be practically applied, 
permits the FTB to use the method of unitary 
combination to properly reflect the income or 
loss of the members of the unitary group. 
Operative for income years beginning on or 
after January 1, 1987. <AB 2130, Ch. 88-11) 

TAX RATES (SC) Provides that in the case of 
an S corporation which is also a financial 
corporation, the rate of tax is 2.5 percent 
plus the in-lieu rate applicable to banks and 
financial corporations, less the financial 
corporation offset. Specifies that an S cor
poration is not subJect to the alternative 
minimum (or preference> tax, but is subJect to 
the minimum franchise tax. Allows an S corpo
ration its own net operating losses for pur
poses of the 2.5 percent tax. Allows an S 
corporation to use MACRS for purposes of the 
2.5 percent tax in accordance with the provi
sions of PITL Section 17250. Adds provisions 
applying the at-risk rules and the limitations 
on losses and credits from passive activities 
in the same mann~r as in the case of an indi
vidual. Oper~,':'ltive fot~ ir-tCC•rne yec:n~s berJi·r·,r-dF•g 
on or·· after·' Jar-.u,:n·y 1, 1987. CAB 2130, 
Ch. 88-11) 

CREDITS AND CREDIT CARRYOVERS (SC> Pro
vides that one-third of tax credits allowed 
corporations (including credit carryovers 
fr~orn income yea·r"··="· pr··i·:·r· to thf'~ fi·r-,st i 
year~ in which ttl&? cc:.t'i::JCI\··,,,_tior, is tr··t.-::,::\t;c0d c.;, 
S corporation under the B&CTL> may be cla rned 
against the 2.5 tax, after apply ng 
the limitations relating to the amount at
risk and passive activity losses and credits, 
with no pass-through to the shareholders. No 
credit is allowed against the minimum fran
chise tax. The full amount of credits com 
ted under the PITL must be passed through to 
the shareholders. The special rules s~t forth 
i .,.., I RC Section 1365 (f) ar~f? f•K•d if i ed to pr'c,··· 
vide that the amounts of tax used to compute 
the reductions allowed IRC Section 135G(f) 
( C:~ ) ( r~ e l at i n g t .:• t h E:: t ,:n; on b u i l t ·- i n c e t c:d 
gains) and Ii~C Sec::·tic:.·n j3f:,(:,(f) \3) (n:;;,,: · • 
t 0 t hE• tax O'r''l EXCeSS:. l'1Pt 

shall be the tax im 
der~· the B&.CTL.. [tp£·':.i-·E:·~:~:. :;. \rt~·; 

f.Ja-:::.:.::;~ i \.t£0 i rtc::.:>rne 
on thc•!::.·E~ tr:?i'llSo· 

begir"ll''liYt~J ()r", Or" <Oiftf2( J 1'1Ui0\i''Y 1, 1C:.J.i37 .. 
<AB 2130, Ch. BB-·ll) 

J f., 



23808 
<Amerrd) 

LC 88-1 

23809 
<Amend) 

LC 88-1 

23810 
( Arnerrd} 

LC 88-1 

23811 
<New) 

LC 88-1 

24347.5 
( Amerrd) 
( 17207) 

LC 88-1 

IRC 
SECTION. 

1375 

1374 

1375 

165(c) 
165 ( i) 

WAIVER OF TAX ON C CORPORATION EARNINGS <SC) 
Deletes the reference to t~e nonapp!icability 
of IRC Section 1375, relating to the waiver 
of the tax imposed on excess net passive 1 

come. Operative for income years beginning 
c•rr or~ after·· Jarruar~y 1, 1'388. (AB E:13C•, 
Ch. 88-11) 

TAX IMPOSED ON CERTAIN BUILT-IN CAPITAL GAINS 
<SC) Provides for a separate tax on built-in 
capital gains using t e full tax rates appli-
cable to gerre·r'al ar'c y,;;;,y,cial cc•t'PC•r~ations, 

and that this tax shall not be reduced by any 
tax credit. Operative for income years be
ginning on or after January 1, 1'387. 
<AB 2130, Ch. 88-11> 

NONRESIDENT SHAREHOLDERS - GROUP RETURN <SC) 
Allows nonresident shareholders of an S cor
poration to file a group return with the S 
corporation acting as the nonresident share
holders' agent. Opera ive for income years 
begironinr..;; or, OY" ,::;;fteY' J<.:onuc:n·y 1~ 1'3E7. (r~!B 

2130, Ch. 88-11) 

TAX IMPOSED ON PASSIVE INVESTMENT INCOME (f3C) 
Provides for a separate tax on net pass ve in
vestment income attributab e to California 
sources in accordance with t~e provisions of 
IRC Sect io·n l375, u in;;t ti··,e full tax r···,::i.tF:~-:; 

that ap ly tc• gener"'i:.0,l <.Hrcl f:i.r·oar·rcial c•:n··p<:)r'a
tions, with the follow ng mod fications 
(1) No tax is m the S corpora j 

has no excess net pass ve income for 
purposes; (2) No credi 
are allowable; and C3) 

inst t:hi 

and pr~ofits;" rnf?an~~ t:r·P.::·~:F: ;::~-::n~n:i.rrg ,::u,.,d 
of the cor~por-··a.tlon <:.·tt•··ibutablt::? tc• Cali 
sotwces as dete·r··mined unde·r"· the B&CTL., w.1.ti1 
specified modificatiorrs r~elatirtg to cor-r~:::ent 

dividends. Oper··c.~tive or· income y£?ar-·s !dl 
on or~ after' .J anr.tar··y 1, 1 '388. 
Ch. 88-ll) 

Deductions 

DISASTER RELIEF CSC) Adds provisions relating 
to 1987 casualty losses as provided in PITL 
Section 17207, 1nclud:i.ng thE! car'r~yover-· of 50 
per~cent of "excE·ss; los:.sE:>s" r··emc:iining C:\fte•··· 
the five-year carryover perjod. These alty 
losses cannot be taken into account in com-
puting a net operating loss 

[I 

begin·ning on.::.·.-· e:1ft;:;•t· J;:.crll r··y 1, 1':!87 .. 
CAB 2130, Ch. 88-ill 

7 



BCT 
SECTION 

24348 
<Arner-td) 

LC 88-1 

24412 
<New) 

LC 88-1 
aYtd 

LC 88-2 

24416 
<Amend) 
( 17276) 

LC 88-1 

24416.1 
24416.2 
<New) 
( 17276. 1) 
( 17276. 2) 

LC 88-3 

IRC 
SECTION 

166 

851 
t C• 

855 

172 

172 

SUMMARY OF Q.t:!AI\iG.~. 

BAD DEBTS <SC) Conforms to federal law by 
providing that taxpayers no longer permitted 
to use the bad debt reserve method must in
clude in income their bad debt reserve rata
bly over the first four income years (was 
five il'"tcorne yea~'s) begir,r,ing on .:•t' .::<fter' J'c:.n···· 
uat'y 1, 1 '388. Oper-ative for' i ncorne year·'s be~

ginning on or after January 1, 1'388. 
CAB 2130, Ch. 88-11) 

·Special Deductions 

REGULATED INVESTMENT COMPANIES ( SC) P~'ov ides 
that the provisions of IRC Sections 851 to 
855 (relating to regulated investment compan
ies) shall apply, except that IRC Section 
85i:=:(b) (l) (r'elatirq;~ to irnpo:::,siticw·, of tr.,•.>' o·r, 
regulated investment companies), IRC Sect1on 
852(b) (3) (~)) (~'t.~latir·~J to capital g.B.in::,.) and 
IRC Section El:'5•=~:(b) (5) ([-:) (r'elati.ng to t\··'ec:,t-· 
ment of exempt interest dividends by share
holders) shall not apply. IRC Section 852(b) 
( 2) (D) ( y-·e 1 at i Y•9 to i nvi·:~\.st. mer1t cornpany t C:L>< a l e 
i YK·.:::.rnt:-:) is rnod if i ed (by !:3B 1·705) to "-'' 11 ovJ a de
duction, determined in accordance with IRC Sec-
tion 852 (b) ( 5) ( r'Ed c:d~ i r·,S! t. E.' xernpt i r·rt; &:r-·E'st. 

dividends), to t:·, E'~xtc,Yd; ti-,<:~t sue!·, ntt::!r·c·:•r'st 
is included in gross income under the B&CTL. 
Corrects a drafting error n SB 572 CCh. 87-
113'3) tf'l.::-1t Ql·~antec:! thE?•S')E! CC!Iti;:.Jc:tYii!C?S dn P €'~1!1 iDYl 

fr'orn tax at i oy·,. C! i \IE? fOr'· .i. r·,c.::onH7? yed ,.,,,. be-~ 

ginr,ing .:.n .:,1.- af'i:.:er'· Janudr-y 1~ '387. <AP {:C':I.30, 
Ch. 88-11) ( SB 1 70:::;~, Ch. 8.S·<5l) 

~3 E: t::::· s:, urn rna,.-. y· f c1 y~ NET OPERATING LOSSES (!:')C) 
PITL Section 17276, su it u !:. 1 ;··; )! i ~"·~c·()fllt~:· ~~ect r-· 

fol·' '' t axab 1 e ye<:\r- ''. DpE·i- "'' t: \iF· f 
year'S beginr,irq] on .:::n··· a.ft:F·-.· JE,·nu.::,·r 
(AB C::130, C11. 88--11) 

QUALIFIED TAXPAYER CSC) 

1 '(IC·C,r(lE 

1'; 987 .. 

NET OPERATING LOSS - PROGRAM AREA AND ENTER
PRISE ZONE <SC) Reenacts those provisions 
of former Section 24417 repealed by SB 572, 
Ch. 87-113'3), relating to net operating losses 
incurred by taxpayers conducting business in 
a program area or enterprise zone. Provision 
relating to the 3-year carryover of a net 
operating loss of a financial institution in 
a program area [former Section 244 7(b) (2' 
deleted as banks and financial corporations 
do not qualify unde~ the program area prov1 
s i or·,s;. CJ per' at i V<e f 01·"· i ncornt":< yE~<i:l r-·"~ br;::! g i nt; in !;I 
on or after January 1, 
is repealed effective 
CSB 1706, Ch. 88-32> 

lB 

-· .... _. 



BCT 
SECTION 

24440 
<New) 
( 17270) 

LC 88-1 

24443 
<Amend) 

LC 88-1 

24513 
<Amel""Jd) 

LC 88-1 

24592 
<Amend) 

LC 88-1 

IRC 
SECTION 

280C 

274(n) 

382 

Items Not Deductible 

EXPENSES FOR CLINICAL TESTING OF ORPHAN DRUGS 
(SC) See summa y for PITL Section 17270. 
Operative for income years beginn1ng on or 
after·· J al"",u.ar .. ·y 1, 1387. U~B C": 130, Ch. 88·-11) 

DISALLOWANCE OF CERTAIN ENTERTAINMENT, ETC. 
EXPENSES (SC) Provides an exce ion to the 
80 1 mitat1on meals by allowing 
a full deduction for mea:s prov1ded to crew 
members of a vessel at sea, or to crew mem
bers on an oil or gas platform located off
shore in Alaska. Operative for income years 
beginning 
(f .. )B 2130, 

J a l'"!IJ a r" y l ~ 1987. 
Cl ••• B8·- 1. i > 

Corporate Liquidations 

APPLICATION OF SECTION 633, P.L. 99-514 CSCl 
Provides that t~e orov1 
[except G33(elJ of P.L. 93-5" 

Sf:::-ct i .-::on 633 
y·· t;::, 1 ~:1, t: i y·, ~~ t () 

i:i 1 1 c·()'('· pc~·~·#· ~,. 

t c~ ~?..; c·c~r4• pc:~r~· c:\ 

Y .. a 'r .. l:::; it i ()f'"i f"' U l E'<:.::~ ~ 

atj.ons (fc:.·r-·rne·r"·Jy 
t1ons). 0 i \j 

Ch. 88-:i l) 

Car~ryovers 

1ncome years beginn 
., 
J .• , 

LIMITATION ON NET OPERATING LOSS CARRYOVERS 
AND CERTAIN BUILT-IN LOSSES FOLLOWING OWNER-
SHIP CHANGE <Et:> -~· 

' 

which restricts loss L 

setting their losses against built-in gains 
resulting from the dispos ion of property 
acquired in an ownership change occurring 
aftet~ Decernbe·r·· 15~ 1987. !="llso pr~ovides, for~ 

stc•ck beccq·nir·,g wo·r"thlE·ss. :ir1 i·ncorne year~s bE'-" 
ginnil""1g afte·r- DE.ocernbFr"' 31, 1987, the:d; under' 
certain circumstances whel8 a worthless stock 
deduction is cl,:~imed, it will be dE"t:?mt:•d to be 
a change of ownership and the shareholder will 
be treated as having acquired the stock on 
the fir'st day of tl···,~;." jncc:•J•·,c-:· yr-:::·a:"· Fc•llo~<'Jin~] 

the worthless stock d~duc ion, thus denyin~ 
the sh c:~ r'E?n o l ci t-2·..-· t h fo! l:::f2r:e f .i. L o _,.,. ,,.,,,~,' .:_, '· n ~l 
1 c~ss ca t""·r-··yc~vE·J·M·s:. ·r::·r..,C<rn p~··\ i ;::t r·· yt:::<-.::t r···~.:~.. (] 

for income years begi 
'. 

19 



BCT 
SECTION 

24594 
(New) 

LC 88-·1 

24633.5 
( Arl1f2Y'Jd) 
<17551.5) 

LC 88-1 

24637 
<New) 
( 17551) 

LC 88--1 

24654 
( AmeY1d) 
( 17562) 

LC 88-1 

24667 
<Amend) 
( 17560) 

LC 88-1 

24670 
(Repeal) 

LC 88-1 

IRC 
SECTIO_N 

384 LIMITATION ON USE OF PREACQUISITION LOSSES 
TO OFFSET BUILT-IN GAINS <SC> 
new IRC Section 384 (added by P.L. 100-203, 
Section 10226> which restricts oss coroora
tions from offsetting their losses against 
built-in gains resulting from the disposition 
of property of an acquired corporation within 
five years of acquisition, effective for 
acquisitions afte·r' December' 15, 1387. Oper'a--
tive for income years beginning on or after 
Januar'y 1, 1'387. <AB 2130, Ch. 88-11) 

Accounting Periods and Methods of Accounting 

442 
and 
443 

444 

448 

453C 

453C 

REQUIRED CHANGE OF ACCOUNTING PERIOD <SC> See 
summary for PITL Section 17551.5. Operative 
for income years beginning on or after Jan-
ua·r'y 1, 1987. ( I-1B ;;::: 12:0, Ch. E:-8·- l) 

ELECTION OF INCOME YEARS OTHER THAN REQUIRED 
INCOME YEAR <SCl Provides t at IRC Sect1on 
44Lr, addt.?.d by P. L. 1 00···2::03., Y'e 1 c<.t i ·r',~J t c• ;:::, ec
tion of incomE? yea.'f .. ·c;:, othr=n··· the.n "r··e:1q1..1.ir•ed i 
come year's", shall i:'i•.r.:lply. T E:C fE:Cier .. al "r·t:~-·-

q u i r··ecj p<:\yrne-r·Ji: :;; " p'r .. ·<::)\/ 1 ;,; i .:1ns not a p p l i cable. 
Operative for income years beginning on or 
a f t e ·r·· ,T an u a r" y 1 , 1. 3 E~ 7 • ( f:'i B •=: 1:3 0 , C r·, • 8 a- 1 ) 

LIMITATION ON USE OF CASH METHOD OF ACCOUNTING 
(SC> SE·e Sl .. tfllfllaf'')/ fo,- ;:::· L .. St:.;;:ct i(:'YI 75(:=.,:::. 
Operative for income years be inning on or 

INSTALLMENT METHOD C 
poses of applying th 
453C, rela ing to certain i btedness trea ed 
as a payment on installment obligations, the 
pr~ovisioy·,s of f)•?ct ions 811 (c) (2'), 811 (c) (LJ.), 

811 (c) (f..), and l:511 (c) (7) of P. L. ':)'3--514 st-,all 
apply. Operative for income years beginning 
c•Y1 or~ a. ft e1··· J a·nuar··y 1, l '38EI. < AB ;:~ L~:o, 

Ct-·,. 88--11) 

CERTAIN INDEBTEDNESS TREATED AS PAYMENTS ON 
INSTALLMENT OBLIGATIONS <SC) Provisions re
pealed since Section 24E..E..7, as added by SB 572 
(87·--113'3) C:tdoptE:c:l thE· f-'·r.:::•··/;:::ion<::' of 1 r:::c ~:e?ct ion 
453C by reference. Operative f income ve2 
beg i nY'1 i nq on or' aft"''' ..J z-:t y··y 1, :l •::':Jr:>.n. 
CAB 2130, Ch. 8£1-11) 



24673.2 
<Amend) 

LC 88-1 

24691 
<New) 

LC 88-1 

24692 
( Amertc.i) 
( 17551) 

LC 88-1 
artd 

LC 88-2 

24725 
<Amertd) 

LC 88-1 

24902.1 
<Repeal) 

LC 88-1 

24902.2 
<Repeal) 

LC 88--1 

24904 
<Amertd) 

LC 88-1 

IRC 
SECTION 

450 

455 

459 

482 

SPECIAL RULES FOR LONG-TERM CONTRACTS (E;C) 

JYiod if i es pr··ov is ions "to COr"·r-·E>ct any :_l nc:! e:··r~ r~e-· 

pot~t i ng or-· ovel·"· r·epor"t i ng c~f i rrcornr::::·, f pur··-
poses of this part, resulting from d tterences 
between sti:':ite ay·,c:! feder··al law fo·,-. t:-,c·:· incoln(::> 
ye.:n-· ir"• which the contr~act began" (ii'Jas "to in
sure that all profits from the contract have 
been inc l udt:!d i y-, g1···os;s i ncorn£-'") . Oc:.t:?t'c:d; i ve 
for income years beginning on or after January 
1, 1987. (f:.)B E:130, Ch. 88--11.) 

DEDUCTIONS LIMITED TO AMOUNT AT RISK <SC) Pl~o

vides that IRC Section 465, relating to limi
tations of deductions to the amount at risk, 
shall apply. Operative for income years be
ginning on or after January 1, 1987. 
CAB 2130, Ch. 88-11) 

PASSIVE ACTIVITY LOSSES AND CREDITS LIMITED <SC) 
See summary for PITL Section 17561, 
Section 23510.5 for Section 17058. 
for' income year~!:, hegilr•nil"''£1 or:.:;.·, ... aftt'''i'' .J.::1nu.:::.r~y 

1, 1987. ( l='iB i.::::i 30, C1·,. Ba- :1. l) ( !=:!E!l 70::.:1, 
Ch. 8B-··3 :~) 

ALLOCATION OF INCOME AND DEDUCTIONS AMONG TAX
PAYERS <TC) Sub!;::.titute•;:; "<":>{CE·pt a!;; pl·~ovided 

in Chapte!·-· 17 (cornrnencin~1 wit!-, ~1e:.·ction <'?:':)101 " 
for' 1

' except as o-;; her .. ·w i se pr-·O\/ i cied 11
• Opl·'~r"·d t i ve 

for income years beginning on or after January 
1, 1987. <RB 2130, Ch. 88-11l 

Gain or Loss Q!l Disposi t iort Property 

1255 

1257 

CONTRACTS MARKED TO MARKET <13Cl 
pealed as su~erfluous. Provisions re~ating 
thereto are covered 1n Sect1on 24903, added 
by SB 572 (Ch. 87-1139>. Operative for in
come years beginning on or after January 1, 
1987. CRB 2130, Ch. 8B-11l 

DISPOSITION OF CONVERTED WETLANDS OR HIGHLY 
ERODIBLE CROPLANDS <SC> Section repealed as 
superfluous. Provisions relating thereto are 
covered in Section 24903, added by SB 572 
(Ch. 87-113'3>. Operat1ve for income years 
beginnir•g on Or" c:<fte·r~ 3a ... ruccr''Y 1, 1987. 
<RB 2130, Ch. 88-11l 

GAINS ON DISPOSITION OF SMALL BUSINESS STOCK 
<SC> DeiE~te~:;. the 
as the provisions of this sectio~ acoly y 
to income year-·s be~J !'1nirr~; jn 1'387.. Col-react"' 
11 Sept embe1·~ 16, 1 '38 :l." to 11 be er>'lbEr"· ::;;o, 1 '31'::lc: 11 



BCT 
SECTION 

24967 
<Repeal) 

LC 88-1 

24998 
<Repeal/ 
New) 

LC 88-1 

25108 
<Amend) 

LC 88-3 

25561 
<Amer•d) 

LC 88-1 

25562 
<Amend) 

LC 88-2 

IRC 
SECTIQti 

1059A 

1091 

as the acquisition date originally specified 
in former Section 24342. Operative for in
come years beginning on or after January 1, 
1987. CAB 2130, Ch. 88-11> 

VALUE OF PROPERTY IMPORTED FROM ANOTHER COUNTRY 
CSC) Section repealed as superfluous. Provi
sions relating thereto are covered in Section 
24966.1, added by SB 572 <Ch. 87-1139). Oper
ative for income years beginning on or after 
Januar~y 1, 1987. CAB 2130, Ch. 88-11) 

WASH SALES; STRADDLES CSC) Provides that the 
provisions of IRC Sections 1091 and 1092, re
lating to loss from wash sales of stock or 
securities, and straddles, respectively, shall 
apply. Operative for income years beginning 
on or after January 1, 1987. <AB 2130, 
Ch. 88--11) 

Allocation of Income 

NET INCOME <lOSS> FOR STATE PURPOSES, DEFINED 
FOR APPORTIONING CORPORATIONS <TC) r::4c:iu~:; cr~oss-

references to Sect1ons 24416.1 and 24416.2. 
Operative for income years beginn1ng ~nor 
after·· Januar··y 1, 1987. (SB 170E, Cr1. El8--32) 

Estimated Tax 

ESTIMATED TAX, GENERAL CORPORATIONS \HC Adds 
new subdivision (b) relating to change in tax 
rate for computing estimated tax 
financial corporations. <AB 2130~ 

This new subdivision (b) was added to 
section, and subsequently deleted and 
Sect ion 2556;::: (see below) by SB 1705, 

C:.B--·1 1 > 
l·;e;, \1-Jr.'Ol'lg 

added to 
Ct·,. BB-31 ) 

ESTIMATED TAX, BANKS AND FINANCIAL CORPORATIONS 
<SC) Adds new subdivision (b) providing that 
in the case of an increase or decrease in the 
r~at e of tax i r.1posed on QE.~Y,er~,;:~.l cor·'pOr'at i or1s 
<Section 23151), a bank or financial corpora
tion is required to increase or decrease the 
rate determined by tne FTB for the preceding 
year, for the purposes of its estimated tax 
for the current income year, by the same amount 
as the change in rate imposed under Section 
23151 determined in accordance with Section 
24251 (t~elating to cornputatio·n C•f t<::~x vJhen lav.J 
changed). Operative for income years bPginning 
on or~ aftFr·· ,JanuaY·y 1, l':3B7. (f.3B 1705, Ci .. 1. 88-31) 



BCT 
SECT.l_QN 

2:5901c 
<Amend) 
( 18689) 

LC 88-1 

2:5934.2: 
<Amer•d) 
( 18684. 2) 

LC 88-1 

2:6083 
( Nev-J) 

LC 88-1 

IRC 
SECTION. SUMMJ3B.Y QF CHANGE. 

Interest, Additions to Tax and Penal Provisions 

t;601 (e) 

( 2) 

5651 

INTEREST ON PENALTIES <TC) Adds reference to 
under-··r.: .. <i'lyrne·nt of 
1988. <AB C::130, 

Section 25934.2, relating to 
tax. Operative February 19, 
Ch. 88-11) 

FAILURE TO PAY TAX BY DUE DATE <TC) Cla~-i fies 
the provision that the maximimum penalty under 
this section is 25 percent of the total unpaid 
tax; and provides that if this penalty is 
greater that the sum of any penalties imposed 
under Sections 25931 to 25934.4, inclusive, the 
penalty imposed under this section shall be the 
amount which exceeds the sum of any penalties 
imposed under Sections 25931 to 25934.2, inclu
sive <was "the penalty imposed t.u··,de~-- subdivision 
(a) of this section Cor' the agr.lr'E:·gatE~ pe-r.a1ties 
imposed under Sections 25932 to 259~4.2, inclu-
sive, shall be assessed, whichever' is:; er··"). 
Ope~·ative Febr•uar'y 1':3, 1988. u:lB 2l.30, Ch. 88-11) 

NOTE: Section 94 of AB 2130 <Ch. 88 ll pro
vides that the penalty for fa1 ure to 
pay the tax by the due date, as added 
to Sect ic··n c:5934. i:~ by SB sn:: <Cli. 87-· 
1139), shall be applied with res 
to penalties for income years end 
or-. or' after·· Decewbel·' 3 J., 1 9B7. 

Refunds and Credits 

S CORPORATIONS - TRANSFER EXCESS ESTIMATED 
TAX PAYMENTS TO SHAREHOLDERS' ACCOUNTS 
Provides that an S corporation may request 
that its overpayment of estimated tax for 
the income year beginning in 1987 (if $500 
or more) be transferred to and treated as 
estiwated tax payments paid by its share
holders on the date originally paid by the 
corporation. The FTB has 45 days to honor 
the request or disallow it, without further 
act i or-,, if it d i scover·s mat: er~ i a l orn iss ions 
or errors therein which cannot be corrected 
within the 45-day period. The S corporation 
shall furnish each person who is a shareholder 
at any time during the income year a statement 
showing amounts and dates of the overpayments 
being t r' a nsf fC:•r~r·'ec:l to thE' i ·r-· per's one.. J. i y·,cc•li10.': t a 
account. Operative for 1ncome years begin
ning in 1987. (AB 2130, Cn. 88-11> 



BCT 
SECTION 

26132.05 6334 
( Art1er1d) 
( 18817. 3) 

LC 88-1 

UIC 
SECTION 

13009 
( Arner-.d) 

LC 88-1 

Collection of Tax 

PROPERTY EXEMPT FROM LEVY CTC) 
nonsubstantive technical 
tive February 19, 1988. 

correction. Opera
CAB 2130. Ch. 88-11) 

UNEMPLOYMENT INSURANCE CODE 

WITHHOLDING OF TAX ON WAGES <SC) Adds, as sub
division (r~) to the definitior• of "excluded 
wages", ser··vices to which Sect ion 633 c•f the 
Unemployment Insurance Code (relating to ser
vices performed as an intermittent or adJunct 
instructor at a postsecondary educational in
stitutior·d appl~es, if thi:'lt instr~ucto·r~ c.u·HJ t1-.e.:; 
employing unit enter into a written cont 
which, among othet·· thin~~~~~ pr'ovidt:~s tr·,at a:r~y 

fede·r'al or~ state i ·t,corne ta:x 1 iab:i 1 i ty sc:hall be 
the responsibility of the y providing the 
services. 0 1ve February 19, 1988. 
CAB 2130, Ch. 88-11) 

2t~ 
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SUMMARY 

This act is a trailer bill to AB 53 <Klehs; Statutes 1987, Chapter 
1138) and SB 572 (Garamendi; Statutes 1987, Chapter 1139). In 
general, it affects the computation of taxes for income and taxable 
years beginning on or after January 1, 1987. 

The most significant provisions of this act are those relating to the 
alternative minimum tax for corporations and individuals, and the 
treatment of S Corporations <electing small business corporations). 
In each case, the decision to conform to federal law was a maJor tax 
policy issue with a significant impact upon state revenues. Because 
these decisions were made during conference committee hearings near 
the end of the legislative session, the language enacted tended to be 
conceptual in nature, rather than a fully developed statute with 
technical rules needed for application to a wide variety of factual 
situations. This act further develops those concepts to clarify 
existing law and facilitate implementation. 

Another significant provision of this act clarifies the allowance of 
r.et operating losses by allc•wir-.g a prm·'ated deduction c•f Ytet operating 
losses incurred in fiscal years ending in 1985. These losses are 
allowed to be carried forward only to the first income or taxable year 
beginning in 1987, and the two succeeding years. 

This act respor,ds to five provisior1s in the fedet'al Omr.ibus Budget 
Reconciliation Ret of 1987 (Public Law 100-203), for income and 
taxable years beginning on or after January 1, 1987. The remaining 
provisions will be addt'essed in a separate act, effective for income 
and taxable years beginning on or after January 1, 1988. 

This act also makes numerous technical corrections which are 
summarized in Exhibit A, beginning on Page 39. 

DESCRIPTION 

Alternative Minimum Tax CAMT) - Individuals 

The provisior.s of AB 53 copied the feder'al str'ucture used fc•r 1986 ar1d 
prior years. Those provisions compar'ed the tentative minimum tax with 
the regular tax after credits. However, under the Tax Reform Ret of 
1986, the tentative minimum tax is compared to the regular tax before 
credits and new provisions are added to the credit sections to limit 
their reduction of tax. In either case, the bottom line is the same; 
i.e., tax credits are not permitted to reduce the total tax (regular 
tax plus the separate tax on lump-sum distributions) below the 
tentative minimum tax. 

This act changes the California structure to conform to the new 
federal structure and tr·eats the California credit for taxes paid to 
other states in the same manner as the federal credit for foreign 
taxes. <Sec. 17052(b) ar.d 18001 (b)) 



This act conforms to federal law, in general, in that it would not 
allow tax credits to reduce the regular tax below the tentative 
minimum tax, as computed under the alternative minimum tax system. 
However, it deviates from federal law in that it makes an exception 
for personal exemption credits, the JOint custody head of household 
credit, solar~ e·net'QY credits, credit for' taxes paid to ar-.c•ther state, 
and refundable credits. <Sec. 17039(c)) 

An additional except ior• is that this act allows solar~ energy credits 
to reduce all taxes, including the alternative minimum tax. <Sec. 
17052.4 <a>> 

This act cor.forms to the prir.ciple of federal tr'ansitior1 t'ules which 
specify that, if there was a deferral of preference tax from years 
prior to the adoption of the alternative minimum tax system, the 
amount of the net operating loss carryover is reduced by the amount of 
the tax preferences attributable to the unpaid deferred tax. <Sec. 
17062(b) (4)) 

For nonresidents and part-year resi~ents, this act requires the 
pt'oratioF• of tax to be based upon their~ ad.Juc::.ted gross income as 
modified for AMT purposes rather than upon their alternative minimum 
taxable income. (Sec. 17062(b)(3){B)) 

Alternative Minimum Tax <AMT) - Corporations 

The provisions of this act relating to AMT for banks and corporations, 
as under SB 572, are effective for income years beginning on or after 
January 1, 1988. <Act Sec. 93> 

There were a number of issues that arose from unique features of state 
law, such as having different tax rates for banks and financial 
corporations as compared to general cor 
method of determining income of cor 
than one state, and continuing to use 
of assets. 

ions, using the unitary 
ons doing business in more 

id-range ADR for depreciation 

Bank and Financial Tax Rate. Under SB 572, the same alternative 
tax rate (seven percent) was applied to all general corporations, 
banks, and financial corporations. 

This act establishes a higher alternative minimum tax rate for 
banks and financial corporations by applying the alternative 
minimum tax rate for general corporations (7.0) against the 
alternative minimum taxable income and adding thereto an amount 
computed by applying the in-lieu tax rate against net income. 
Thus, the in-lieu tax would not be increased by the difference 
betweer1 the net income fc•r~ r-egular· ta;r pur~poses and the 
alternative minimum taxable ir Th1s provides parity with 
the treatment of general under the alternative 
mini rmu11 t a ero. (Sec~. 234~5~\a)) 



Corporations Doing Busines~ in More Than One State. SB 572 
contained a general statement regarding the treatment of 
corporations doing business in more than one state. This act 
makes technical amendments to clarify the interaction between the 
alternative minimum tax and the separate rules for corporations 
doing business in more than one state. <Sec. 23455(b) (1), 
23456Cd}, and 23456 (f)) 

Depreciation. SB 572 conformed to the federal rules for 
depreciation adJustments for purposes of the alternative minimum 
tax. Because Cali fot'r1ia has not conformed to ACRS for regular 
tax purposes, strict conformity would, for some assets, allow a 
greater deduction for the alternative minimum tax than for 
regular tax. 

This act retains the treatment prescribed by SB 572 with minor 
technical amendments. <Sec. 23456(a), 23456(e), and 23457(c)} 

Tax Credits. This act ccmforms to federal law, in general, in 
that it would not allow tax credits to reduce the regular tax 
below the tentative minimum ta~, as computed under the 
alternative minimum tax em. Ho~ever, it deviates from 
federal law in that it makes an ex ion for solar energy 
c:r~edi ts. (Sec. 236301 

An additional exception is that th s act allows solar energy 
credits to reduce all taxes, includirrg the minimum 
tax. (Sec. 236C>1. 4) 

This act conforms to the principle of 
~ederal transition rules which speci that, i~ there was a 
de~erral of preference tax 
the alternative minimum tax 

om years prior to the ion of 
em, the amount of the net 

ing loss carryover i 
preferences attributable u t 
23456 (c} (2) i 

Commencing/Dissolvinc Corporations. 
certair-1 rules ~r'om prior' law. (Sec. 

the amount of the tax 
d fer~r"'ed tax.. <Sec. 

This act incorporates 
23455(b) (3)) 

Electing Small Business Corporations <S Corporations) 

SB 572 provided for full conformity to federal law, except that it 
provided that S corporations would continue to be subJect to a 2.5 
percent corporate level tax. The intent of this exc~ption was to 
limit present and ~uture revenue losses to the state. The imposition 
of a corporate level tax on S corporations is unique to Cali~ornia, 
however, and r~aised issues t'elating t its inter~action with 
depr~eci<=d:;iorl, net 1rq; .1osses 1osses and credits from passive 
activities, at-t'isk t~ules, tax Cr'edits, the alter'native mir1imur~c tax, 
combined ing of members of a u y business, and the bank and 
financial tax rate. 



Depreriation. Under SB 572, an S corporation is required to 
compute its depreciation twice; first, using MACRS for the 
pass-thru to shareholders, and second, using mid-range ADR for 
the 2.5 percent tax. 

This act allows an S corporation to use MACRS for purposes of th 
2.5 percent tax. <Sec. 23802(f) (1)) 

Net Operatir1g Losses. Undet~ federal law, an S corporatior• cannot 
use net operating loss carryovers from years before its election, 
except for purposes of the separate tax on built-in gains. SB 
572 conformed to federal law. 

This act allows ar, S cot'pot~at ior• to ger,et-·ate ar.d deduct net 
operating losses during the years in which it elects to be 
treated as ar. S Cot'pOt'at ior1. The allc•wance of these losses 
relates only to the 2.5 percent tax and has no effect upon the 
amount of income or losses t rough to shareholders. <Sec. 
23802{d)) 

Losse~ and Credits From Passive Activities. Under federal rules, 
the limitations on losses and credits from passive activities 
apply to the shareholders of an S corporation, but not to the 
corporate entity. SB 572 conformed to federal law. 

Since California imposes a tax on E corporations, this act adds 
provisions to apply the limitations on losses and credits from 
passive activities in the same manner as if the corporation were 
an individual. (Sec. 23802(f) (3)) 

At-Risk Rules. Under federal rules, e 
to the shareholders of an S corporation. 
federal law. 

Since California imposes a tax on S 
provisions to apply the at-risk rules 
<Sec. 23802(f) C2)} 

at-risk rules apply only 
SB 572 conformed to 

ions, this act adds 
he S corporation. 

Tax Credits. Under federal law, an S corporation is not subJect 
to tax and all of its tax credits, computed as if it were an 
individual, are passed through to its shareholders. Credit 
carryovers from yeat~s prior~ to makirrg an S elect ion are allowed, 
but only against the separate tax on built-in gains. 

SB 572 did not address the allowance of tax credits against the 
2.5 percent tax, thus raising questions about the extent to which 
credits could be claimed against the 2.5 percent tax and/or 
passed through to shareholders. 

This act provides that corporate credits may be claimed only 
against the 2.5 percent tax, w th no hru to shareholders. 
It also requires that the credits (other than solar energy 
credits) be reduced to one-third of their total value, since the 



tax rate (2.5) is much lower than the regular tax rate (9.3). 
Unused portions of the credit, but not the two-t irds which is 
denied, are carried forward to future years. (Sec. 23053.5 and 
23803 (a} ( 1)) 

This act does not allow any tax credits <other than solar energy 
credits> to be claimed against the separate tax on built-in 
gains. <Sec. 23809Cc>> 

This act provides that the full amount of 1ts computed under 
the Persor.al Ir,come Tax Law are through to shareholders. 
<Sec. 23803Ca) (1) <G>> 

Alternative Minimum Tax. 

SB 572 provided that an S corporation would be subJect to the 
alternative minimum tax, but at a reduced rate of 2.0 percent 
(0.5 percent tax for 1987 . 

This act specifies that an S ion is not subJect to the 
alternative minimum tax (preference tax in 1987). <Sec. 23400(b) 
and 23802(b) (3)) 

Combined Reporting of Members of a Unitary Business. 

SB 572 provided, in general, that a corporation could not elect 
to be treated as an S corporation if it was a member of a unitary 
group required to file a combined report. 

This act reverses that interaction. It provides that a 
corporation which elects to be treated as an S corporation is, by 
virtue of its election, required to be excluded from the combined 
report of the unitary group. (Sec. 23801(c)) 

The act also adds language that, in tne event of distortion of 
income or tax evasion, requires the Franchise Tax Board to first 
use the comparable uncontrolled price method <prescribed by 
federal regulat ior,s) ar1d ther,, only if that method cannot be 
practically applied, permits the department to use the method of 
unitary combination to properly reflect the income or loss of the 
members of the group. <Sec. 23801(d)) 

Separate Tax on Built-in Gains. This act allows a deduction from 
income, for purposes of computing the 2.5 percent tax, for the 
amount of income subJect to the separate tax on built-in gains. 
<Sec. 23802(e)) 

Bank and Financial Tax Rate. 

SB 572 did not provid8 any rules relating to S corporations that 
might also be financial corporations. The immediate impact of 
this oversight is to require financial cor ions to continue 



paying tax at the full tax rate normally applied to banks and 
financial corporations. 

An issue that developed was whether financial corporations should 
be subJect or.ly to the 2. 5 percent tax or if they should also be 
required to pay the in-lieu tax <the difference between the tax 
rate for financial corporations and the tax rate for general 
corporations>. 

This act provides that the tax on financial corporations will be 
2.5 percent, plus the in-lieu tax, and that the full tax rate 
normally applied to bar1ks and fir•ancial corporatior.s will be used 
for computing the separate taxes on built-in gains and passive 
investment income. <Sec. 23802(b) <2>, 23809<a> <2>, and 
23811 ( b) ( 2) ) 

This act also provides that the financial corporation offset may 
be claimed against the 2.5 percent tax <plus in-lieu>, but not 
against the separate taxes on built-in gains and passive 
investment income. This is primarily a theoretical distinction, 
since the or.ly allowable offsets at--e cat~ryovet'S from pric•r years. 
<Sec. 23802(b) (2), 23809(b), and 23811(b} (3)) 

Additional Provisions Relatinq to S Corporations 

This act also clarifies rules with respect to making and terminating 
elections, modifies rules relating to S corporations having one or 
more nonresident shareholders, and imposes a separate tax on the 
passive investment income of an S corporation. 

Elections and Terminations 

SB 572 provided that a federal S corporation is deemed to be an S 
corporation for California purposes, unless the ion 
elects on its first return to continue to be treated as a regular 
corporation for state purposes. This election was provided to 
partially mitigate the effect of the 2.5 percent tax imposed by 
California. 

This act cont ir,ues that elect ior., but adds several provisions to 
clarify the manner of making state elections and terminations of 
the election to be treated as an S corporation. <Sec. 23801<a> 
and 23801 (f)) 

This act also clarifies the interaction of the rules for making 
elections with the provisions that impose separate taxes on 
built-in gains and passive investment income. Continuing S 
corporations, and corporations making an election to be treated 
as an S corporation in income years beginning in 1988, would be 
allowed to use their federal election date for purposes of 
applyir•g the rules of these sepa1··ate taxes. <Sec. 
23801 (a) (3} <D>) 



Special Requirements Relating to Nonresident Shareholders 

SB 572 requit~ed that an S cor~poratior. with one or more 
nonresident shareholders must make a payment of tax at the 
maximum rate <9. 3 percent) fot~ i r.come attributable to r•or.resident 
shareholders. 

This act allows nor.resider.t shareholders of ar• S corporation to 
elect to file a single group return under the provisions of 
Sect iora 18408.5. <Sec. 23810} 

This act relieves the cot~porat ior• from makir.g payments on behalf 
of its nonresident shareholders. (Sec. 23801 (b)) 

This act also allows S corporations, for years beginning in 1987 
only, to request a transfer~ of estimated tax paymer.ts (of S500 or 
more) from the S corpot~at ion to its shareholders. <Sec. 26083) 

Separate Tax on Excess Net Passive Investment Income 

Under federal law, an S corporation is subJect to a separate tax 
<at the highest marginal tax rate) on income earned on its 
undistributed earnings retained from years in which it was not an 
S corporation <passive investmer,t income). SB 572 did not impose 
a separate tax on excess net passive investment income. 

This act imposes a separate tax on excess net passive investment 
income, using the full tax rates that apply to general and 
financial corporations, but only when a tax on excess net passive 
investment income has been imposed under federal law. This tax 
cayw·,ot be t~educed by arty tax credits; however, the amount of the 
income subJect to this tax is deductible from net income for 
purposes of computing the 2.5 percent tax. These changes apply 
to income years beginning on or after January 1, 1988. <Sec. 
23802(e) and 23811) 

Credit For Taxes Paid to Other States. This act allows the 
shareholders of an S corporation a tax credit for taxes paid to 
other states by the S cot~porat ion. <Sec. 18006) 

Seoarate Tax on Built-in Gains. The amount of the income subJect 
to this tax is deductible from net income for purposes of 
computing the 2.5 percent tax. <Sec. 23802(e)) 

Net Operating Losses 

Under federal law, individuals and corporations are allowed to carry 
net operating losses back three years and forward 15 years. 

SB 572 partially conformed to the federal rules by allowing 50 percent 
of a net operating loss to be carried forward for 15 years. It did 
not conform to the carryback rules. The general rule under SB 572 



applies to losses attributable to years beginning on or after January 
1, 1987. 

A special rule under~ SB 572 applies to losses for year's beginr.ing ir• 
1985 and 1986 and allows 50 percent of those losses to be carried 
forward to the first ir.come or taxable yeat~ begirtning in 1987 ar•d the 
two subsequent years. 

This act expands the allowance of net operating losses by allowir•g a 
prorated deduction of net operat i ng 1 osses i r•curred in f i sea 1 years 
ending in 1985 as follows: 

For years endir•g in January, 1985, 4 percent of the loss. 

For years ending in Febt~uary, 1985, 8 percer.t of the loss. 

For yeat~s endir•g iYI March, 1985, 12 pet~cer.t of the loss. 

For years er•d i ng in April, 1985, 17 percent of the loss. 

For year's end i r•g irt May, 1985, 21 pet~cer,t of the loss. 

For years endir.g i ..... June, 1985, ·::.c:-
L....J per'cent of the loss. 

Fot' yeat~s endirtg i Y'i July, 1985, •";jr-'> 
I.... ::I per~ce·nt of the loss. 

For years ending in August, 1985, 33 per~ cent of the loss. 

For year'S er1ding ir, Sept er11 ber~, 1985, 37 per'certt of the loss. 

For year'S el'"rdir•g in Octc•ber~, 1985, 42 percertt of the loss. 

Fot~ year~s end ir•g ir1 November', 1985, 46 per~cent of the loss. 

For years ending in December, 1985, 50 percent of the loss 
(already allowed under current lawJ. 

These losses are allowed to be cat't'ied forward only to the first 
income or taxable year beginning in 1987, and the two succeeding 
years. <Sec. 17276(b) and 24416(e)) 

This act also adds rules relating to the order in which net operating 
losses must be absorbed. <Sec. 17276(f) and 24416(f)) 

Miscellaneous Changes 

Penalty for Underpayment of Corporate Tax. This act delays the 
effective date of changes in the penalty for underpayment of 
corporate tax. The new rules, enacted in SB 572, will not become 
effective until income years ending on or after December 31, 
1987. Thus, the old rules will continue to apply to all fiscal 
years ending in 1987. The new rules will first be applied to 



calendar year returns ending in 1987. 
94 of AB 2130) 

Credit for Taxes Paid to Othet~ States. 

<Sec. 25934.2 and Act Sec. 

This act clarifies that 
the taxes paid to other states do not include any pt~eference, 
alternative, or minimum tax comparable to the alternative minimum 
tax imposed by California. It also clarifies that the California 
tax used in the cc•mputation is the "r•et tax" detet'mirted under 
Section 17039 which does not include any tax imposed under the 
altet~native mirtimum tax system. <Sec. 18001 (a)) 

This act clarifies that, for purposes of computing the tentative 
minimum tax, the amount of income subJect to tax by the other 
state shall be recomputed under the rules of the alternative 
minimum tax system. <Sec. 18001(b)) 

Limitation on Meals. This act provides an exception to the 80 
percent limitation on meals by allowing a full deduction for 
meals pt'ovided to crew member~s c•f a vessel at sea or tc• crew 
members on an oil or gas platform located offshore in Alaska. 
This provision deviates from f~deral law and, for state tax form 
purposes, creates an additional state adJustment to federal 
adJusted gross income. <Sec. 24443) 

Response to Omnibus Budget Reconcil1ation Act of 1987 CP.L. 100-203) 

Twc• Pet~cent Floor or, Misc~=>lla.neous Deduct ior.s. The new federal 
law provides that indirect deductions through a publicly traded 
regulated investment company (mutual fund) will not be subJect to 
the new two percent floor until taxable years beginning on or 
after January 1, 1988. 

This act conforms to the new federal law. <Sec. 17076(b}) 

Change of Taxable Years. The new federal law provides that a 
partnership, S corporation, or personal service corporation may 
elect to retain its taxable year rather than to change to a 
caler.dar yeat~ as required by the 1986 Tax Refot~m Act. 
Alternatively, the same entities can elect to change to a taxable 
yeat~ with a tht~ee month defer~t~al per~iod, C•t' its pt'evious tax year~ 

deferral period, whichever is shorter. 

An entity making the election for federal purposes must make 
certain "required payments" due on April 15th of each calendar 
year following the calendar year in which the election begins. 

This act partially conforms to the new federal law by allowing 
the retention of or change in taxable year, but does not adopt 
the "required payments" concept. This act also specifies that a 
taxpayer must use the same income or taxable year' as is used 
ur.det' federal law. <Sec. 17024.5(d) (4), 17551(b), 17551.5(a), 
23051.5(g) (4), 24633.5(a), and 24637) 



Publicly Traded Partnerships. The new federal law provides that 
net income from publicly traded partnerships is treated as 
portfolio income under the passive loss rule. However, net 
losses attributable to publicly traded partnerships are suspended 
and carried forward to be applied agairsst income orsly from the 
same partnership in future years. Arsy t~emairsing loss is takert 
into account upon disposition of the partnership interest. 

This act conforms to the new federal law, effective for income or 
taxable years beginning on or after January 1, 1987. <Sec. 
17561(d) and 24692(e)) 

Limi tat iorts ors Net Operation Losses. 

The new federal law restricts loss corporations from offsetting 
their losses against built-in gains resulting from the 
disposition of property acquired in an ownership change. 

This act conforms to the new federal law, which is effective for 
ownership changes occurring after December 15, 1987. (Sec. 
24592> 

The new federal law also provides that under certain 
circumstances where a worthless stock deduction is claimed, it 
will be deemed to be a change of ownership and the shareholder 
will be treated as having acquired the stock of the first day of 
the taxable year following the worthless stock deduction. 
Accordingly, the shareholder is denied the benefit of net 
operating loss carryovers from prior years. 

This act conforms to the new federal law, which is effective for 
stock becoming worthless in taxable years beginning after 
December 31, 1987. <Sec. 24592) 

Limitations on Tax Loss Mergers and Acquisitions 

The new federal law restricts loss corporations from offsetting 
their losses against built-in gains resulting from the 
disposition of property of an acquired corporation within five 
yeat~s of acquisition. 

This act confot~ms to the new fedet~al law, effective fot~ 

acquisitions after December 15, 1987. <Sec. 24594) 

Technical Corrections 

This act makes numet~ous techrtical cot~t~ect ions. 
items are discussed below. 

The most significant 

Transition Rules. This act adopts or modifies federal transition 
rules relating to: 

Lump-Sum Distributions (Sec. 17504 (b)) 



Limitations on Cash Method of Accounting 
and 24654) 

<Sec. 17562 

Spreading of Income Re~ulting From Change in Tax Year 
<Sec. 17551.5 and 24633.5> 

Installment Sales <Sec. 17560}. For banks and 
corporations, applies only to income years beginning on 
or after January 1, 1988. <Sec. 24667) 

General Utilities Rule (Sec. 24513) 

Limitations ort Losses artd Credits From Passive 
Activities <Sec. 17561<c> and 24692<d>> 

Repeal of Bad Debt Reserves, applies only to income 
years beginl'"tirtg on •:=tr after January 1, 1988. (Sec. 
24348) .. 

Gain From Sale of Dairy Cattle <Sec. 18162) 

Federal Thrift Savings Funds. This act conforms to federal law, 
I RC Sec. 7701 (_J), which treats these trusts as a pensiort fund 
which is exempt from tax. Thus, employees making contributions 
to these funds are allowed to exclude such amounts from their 
gross income. <Sec. 17510) 

Minimum Tax. This act reenacts the increase in minimum tax for 
banks. The prc•visiol'"t irt SB 572 was t'epealed by a later chaptered 
act. <Sec. 23181) 

Standard Deduction. This act limits the standard deduction of 
persons who can be claimed on the tax return of an another 
individual by conforming to the federal limitation of S500 or the 
amount of earned income not exceeding the normal standard 
deduct iort, whichever· is the g!~eatest. <Sec. 17073. 5 (c) (2)} 

Capital Loss Carrybacks. This act reenacts the former state 
provision which denied carryback of capital losses. <Sec. 18155} 

Regulated Inv~stment Companies. This act clarifies treatment of 
regulated investment companies and their shareholders. It also 
corrects a drafting error in SB 572 that granted these companies 
an exemption from taxation. <Sec. 17088, 17145<b> (2>, 23701m, 
and 24412) 

Recovery of Basis. This act clarifies the rules with respect to 
recovery of basis for Individual Retirement Accounts <IRA>, 
Simplified Employee Pensions <SEP), and Keogh Plans. <Sec. 
17085(b) <2>, 17504Ca> (3), and 17506(d)) 

Filing Status. This act clarifies the rules relating to the 
filing status of military personnel. <Sec. 17043 and 18402(b)) 



Tax Credits. This act clarifies the rules relating to the tax 
credits of nonresidents and part-year residents. (Sec. 17055) 

Capital Gains Tax Credit. This act modifies the definition of 
"farm property" for purposes of the capital gains tax credit and 
clarifies that the credit is allowed only against net capital 
gains from the sale •::.r exchange of all capital assets. <Sec. 
17061.5> 

Bingo Games. This act reenacts a provision that allows exempt 
organizations to conduct bingo games without Jeopardizing their 
tax exempt ior-1. <Sec. 23710> 

At-Risk Rules. This act makes closely held corporat ic•ns and S 
corporations subJect to the at-risk rules. <Sec. 23802(f) (2) and 
24691) 

Passive Loss Limitations. This act makes closely held 
corporations and S corporations subJect to the limitations on 
losses and credits from passive activities. <Sec. 23802 (f} (3) 
and 24692) 

This act also makes other, less significant technical corrections 
which are listed in Exhibit A, beginning on Page 39. 

This act will not result in any program changes for the department 
requiring a report to the islature pursuant to Section 11017.5 of 
the Gc•vernment Code. 



Section Number 

17024.5 

17039 

17052.12 

17054 

17063 

17207 

17220 

17265 

17270 

17277 

17552 

18001.5 

18036 

18683.5 

18684.2 

18689 

18802 

18817.3 

23051.5 

23051.7 

23186 

23401 

23453 

23459 

EXHIBIT A 
OTHER TECHNICAL CORRECTIONS 

SubJect Matter 

Refet~er-.ces to "AdJusted Gt~oss Income" 

Defir-tition of "Net Tax" 

Research and Development Tax Credit 

Personal Exemption Credits 

Credit for Alternative Minimum Tax 

Disaster Losses 

Deduction of Taxes 

Expensing of Property in a Program Area 

Denial of Deduction for Amounts Claimed as Tax 
Credit 

Deduction of Moving Expenses 

Short Period Returns 

Credits for Taxes Paid to Other States by 
Shareholders of S Corporations 

AdJustments to Basis 

Penalty Relating to Lump-Sum Distributions 

Penalty Relating to Underpayment of Tax 

Interest on Penalties 

Information Returns 

Exemptions From Tax Levy 

General Rules for Application of Provisions of 
the Internal Revenue Code for State Purposes 

Transit ior-1 Rules 

Tax Rate of Banks and Financial Corporations 

Alternative Min1mum Tax 

Credit for Alternative Minimum Tax 

Alternative Min1mum Tax 
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23509 

23701 

23701w 

23732 

23734 

23808 

24347.5 

24440 

24557 

24570 

24573.2 

24725 

24902. 1 

24902.2 

24904 

24957 

24998 

25561 

25901c 

26132.05 

13009 UIC 
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Tax Exemption of Veteran's Organizations 

Tax on Unrelated Business Income of Exempt 
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Tax Exempt Organizations 

S Corporat i OY1S 

Denial of Deduction for Amounts Claimed as Tax 
Ct~edi t 

Installment Sales 

Installment Sales 

Long-Term Contracts 

Allocation of Income Among Taxpayers 

Marked to Market Contracts 

Wetlands and Erodible Croplands 

Small Business Stock 

Value of Imported Property 

Wash Sales 

Estimated Tax 

Interest on Penalties 

Exemptions From Tax Levy 

Definition of Wages 
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LEGISLATIVE CHANGE NO. 88-2 
SENATE BILL NO. 1705 

Author: Boatwright 
SubJects: Low Income Housing Credit 
Laws Affecting Franchise Tax Board: 
25561, and 25562. 
Date Filed with Secretary of State: 
Chapter Number: 88-31 

and Regulated Investment Companies 
17039, 17561, 23630, 24412, 24692, 

March 15, 1988 

SUMMARY 

This act provides that the tax credit for low-income housing may reduce 
the regular tax below the tentative minimum tax and partially exempts 
the low-income housing credit from the limitation on credits related to 
passive activities. 

This act corrects a techYtical ert'Ot' which would otherwise have imposed 
a tax upon the entire income of regulated investment companies. 

DESCRIPTION 

Low-Income Housing Credit 

California has conformed to federal .law which specifies that tax 
credits can be used to reduce the tax, but not below the tentative 
minimum tax. Credits that are denied in the current year by that 
limitation may be carried forward to offset the tax in future years. 

California has also cc•Y•fOt'med tc• feoet'al law with respect to 
limitations on tax credits related to passive activities. Credits from 
passive activities are denied to the extent that they exceed the tax 
attributable to passive activities. However, under federal law, a 
partial exemption is provided for the low-income housing credit up to a 
deduction equivalent of $25,000. For individuals in the highest 
marginal federal tax bracket, the credit is limited to $7,000 C$25,000 
x .28). For corporations ir• the highest marginal federal tax bracket, 
the credit is limited to S8,500 ($25,000 x .34>. 

Under prior California law, the credit for individuals in the highest 
tax bracket and for general corporations was limited to $2,325 ($25,000 
X • 093) • 

This act amer.ds the Persor.al Incc•me Tax ar•d the Bank and Corporation 
Tax Laws to provide that the credit for low-income housing is not 
subJect to the general limitation on tax credits which specifies that 
tax credits may not reduce the regular tax below the tentative minimum 
tax. <Sec. 17039 and 23630> 

This act amends the Persor.al Income Tax and the Bank and Corporation 
Tax Laws to partially exempt the low-irrcome housing credit from the 
limitation on credits related to passive activities. This act modifies 
the federal exemption by increasing the deduction equivalent from 
$25,000 to $75,000. This increases the maximum state credit from 
$2,325 to $6,975 ($75,000 x .093) and corresponds closely to the dollar 
amount of the federal exemption of S7,000 ($25,000 x .28). <Sec 17561 
ar.d 24692) 



Regulated Investment Companies 

Prior to 1987, most regulated investment companies were exempted from 
the Bank and Corporation Tax under Sec. 23701m, even though not 
exempted under federal law. SB 572 <Stats. 1987, Chapter 1139> 
attempted to conform mot~e closely to federal law by amendirtg Sec. 
23701m to incorporate certain provisions of federal law by reference. 

Ir, response to concerrts that the amendmerrt of Sec. 23701m was 
unir.ter.t ionally broader.irtg the previous exempt ic•r•, AB 2130 <Stats. 
1988, Chapter 11) repealed Sec. 23701m and reenacted the provisions as 
Sec. 24412. The intent was to remove the exemption (federal 
conformity>, and to tax or.ly undistributed earnings <but riot less than 
the minimum tax>. However, because federal law denies a deduction for 
exempt-interest dividends, conformity to federal law had the effect of 
taxing virtually the entire income (except capital gains) of the 
regulated investment companies. 

This act amends the Bank ar.d Corporatior• Tax Law by m•:.difying the 
federal definition of taxable income for regulated investment companies 
to allow regulated i r.vestmer.t comparlies to take a deduct ion for exempt 
interest dividends distributed to sha~eholders to the extent that the 
interest was i r.c 1 uded i r• gross income. 

Under federal law, a deduct ior, is denied, because interest from state 
and local bonds is excluded from gross income. However, under the 
California Franchise Tax, such interest is included in gross income 
and, therefore, the deduction should not be denied. 

A regulated investment company is required to distribute to 
shareholders at least 98 percent of its current income. Under the 
provisions of this act, a regulated investment company is taxable only 
c•n its undistributed income, but not less thar, the minimum tax. 
<Sec. 24412> 

Other Provisions 

This act also corrects a techrlical error relat ir•g to required payments 
of estimated tax by banks and financial corporations. (Sec. 25561 and 
25562> 

This act wi 11 not result in any program changes fot~ the department 
requiring a report to the Legislature pursuant to Section 11017.5 of 
the Governmer.t Code. 



Author: Boatwright 

LEGISLATIVE CHANGE NO. 88-3 
SENATE BILL NO. 1706 

SubJect: Tax Incentives for Enterprise Zones and Program Areas 
Laws Arrecting Franchise Tax Board: 17252.5, 17265, 17276.1, 17276.2, 
24416. 1, 24416. 2., ar•d 25108. 
Date Filed with Secretary or State: March 15, 1988 
Chapter Number: 88-32 

SUMMARY 

This act, ror income and taxable years beginnir.g Ol'"l or arter January 1, 
1987., reenacts various provisions which were repealed by the rederal 
conformity bills, AB 53 (Klehs; Statutes 1987, Chapter 1138> and SB 572 
<Garamendi; Statutes 1987, Chapter 1139>, relating to Enterprise Zones 
and Program Areas. 

These provisions are repealed as of Januar~y 1, 1989, unless extended by 
another statute. 

DESCRIPTION 

Expensing or Property il'"l ar. EY.te ... ~prise Zone 

Prior to 1987, Calirornia law provided for the immediate expensing of 
certain property ir• an EYtterpt~ise Zc•Y•e <Sect ion 17252. 5). The 
provision was repealed by AB 53 because it provided a smaller benefit 
than was allowed under Section 179 of the Internal Revenue Code, to 
which California law was conformed for taxable years beginning on or 
after January 1, 1987. 

This act, for taxable years beginning on or after January 1, 1987, 
reenacts a deduction under the Personal Income Tax Law for the 
immediate expensing of certain property in an Enterprise Zone. 
<Sec. 17252.5> 

Net Operating Losses 

Prior to 1987, Califorrda law provided for the deduction c.tf net 
operating losses incurred in an Enterprise Zone or Program Area 
<Sections 17276, 17276.5, 24416, and 24417). These provisions were 
repealed by AB 53 and SB 572 as part Qf the adoption or deductions for 
net operating losses of all taxpayers <limited to 50 percent of the 
total loss>. 

This act, for income artd taxable years beginning on or after January 1, 
1987, reenacts the deductions under the Personal Income Tax and the 
Bank and Corporation Tax Laws for net operating losses incurred in an 
Enterprise Zone or Prc•gr'am Area. Ur.der this act, 100 percent or the 
qualified losses may be carried forward to future years, rather than 
only one-half of the loss (general rule). <Sec. 17276.1, 17276.2. 
24416.1 and 24416.2) 

Other Provisions 

This act makes technical amendments to Section 17265, relating to the 
expensing of business assets in a Program Area. 



This act also makes technical amendments to Section lating to 
net operatir.g losses of corpor~ations doiY19 business in mot'e thar. one 
state. 

This act will not result in any program changes for the ment 
requiring a report to the Legislature pursuant to Section 11017.5 of 
the Government Code. 
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