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SUMVARY

Under the Governnent Code, this bill would (1) extend the designation period of
each enterprise zone that was designated before 1990 from 15 to 20 years if
certain criteria are nmet; (2) allow for geographi c expansi on of 20% (rather than
15% of any enterprise zone that is no greater than 13 square mles; (3) allow a
| ocal jurisdiction to request that its enterprise zone designation be revoked if
it is unable to neet the goals set forth in its original application. One year
after revocation, the Trade and Commerce Agency (TCA) coul d designate a new
enterprise zone fromthe communities that applied for designation as a targeted
tax area.

Under the Revenue and Taxation Code, this bill would nmake the follow ng changes:

1. Modify the apportionnent fornula for all econom c devel opnent area tax
incentives to be based on California sourced inconme instead of worldw de
i ncone.

2. Renpove "sales" as a factor in the enterprise zone apportionnent fornmula.

3. Change the criteria in the targeted tax area hiring credit definition of
“qualified enpl oyee” to include an individual who is a nmenber of a targeted
group under the federal work opportunity credit instead of the expired federa
Targeted Jobs Tax Credit Program

4. Expand the definition of qualified property for the enterprise zone sales or
use tax credit.

5. Make nonsubstantive techni cal changes.

EFFECTI VE DATE

The changes nmade to the enterprise zone provisions of the Revenue and Taxati on Code
woul d apply to taxable or incone years beginning on or after January 1, 1998.
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Al l other changes nade to the Revenue and Taxati on Code provisions would apply to
taxabl e or incone years beginning on or after January 1, 1999.

The Government Code provisions would be effective January 1, 1999.

LEG SLATI VE H STORY

AB 1937, AB 2205, SB 1814 (1998); AB 3, AB 69, AB 82, AB 638, AB 809, AB1217
(Stats. 1997, Ch. 602), SB 200 (Stats. 1997, Ch. 609), SB 635, SB 965 (Stats.
1997, Ch. 603); AB 2456 (1996), AB296 (Stats. 1996, Ch. 953), SB 715 (Stats.
1996, Ch. 952), SB 2023 (Stats. 1996, Ch. 955); SB 712 (Stats. 1995, Ch. 494);
AB 2206 (Stats. 1994, Ch. 853), SB1438 (Stats. 1994, Ch. 754), SB 1770 (Stats.
1994, Ch. 755).

PROGRAM HI STORY/ BACKGROUND

California has five types of econom c devel opnment areas that have simlar tax
i ncentives:

Ent er pri se Zones,

Los Angeles Revitalization Zone (LARZ),

Local Agency M litary Base Recovery Areas (LAMBRA),
Targeted Tax Area (TTA), and

Manuf act uri ng Enhancenent Areas (MEA)

The followi ng table shows the incentives available to each of the economc
devel opnment areas.

Types of Incentives EZ LARZ LAMBRA TTA MVEA
Sal es or Use Tax Credit X X X X

Hiring Credit X X X X X
Construction Hiring Credit X

Enpl oyee Wage Credit X

Busi ness Expense Deducti on X X X X

Net | nterest Deduction X X

Net Operating Loss X X X X

* NOTE: the LARZ expires Decenber 1, 1998

SPECI FI C FI NDI NGS

Under the Governnent Code, existing state |lawprovides for the designation of
enterprise zones, the Los Angeles Revitalization Zone (LARZ), Local Agency
MIlitary Base Recovery Areas (LAMBRA), a Targeted Tax Area (TTA), and
Manuf act uri ng Enhancenent Areas (MEA). Using specified criteria, the TCA

desi gnates these econom c devel opnent areas fromthe applications (maps in the
case of the LARZ) received fromthe governing bodies. Enterprise zones are
designated for 15 years and TCA has designated the 39 enterprise zones authorized
under existing law. The LARZ was designated in 1992 and is binding for five
years. Five LAMBRA designations are authorized, one fromeach of the five
regions (as specified) of the state. Currently, TCA has designated two of the
five LAMBRAs authorized under existing |aw and the other three areas have



Senate Bill 2079 (Costa)
I ntroduced February 20, 1998
Page 3

recei ved conditional designation. Each LAMBRA designation is binding for eight
years. The TTA and MEAs were authorized in 1997 and are binding for 15 years
begi nni ng January 1, 1998.

Under the Revenue and Taxation Code, existing state |awprovides special tax

i ncentives for taxpayers conducting business activities within economc

devel opment areas. These incentives include a sales or use tax credit, hiring
credit, business expense deduction, and special net operating |oss treatnent.

Two additional incentives include net interest deduction for businesses that nmake
| oans to businesses within the econom ¢ devel opnment areas and a tax credit for
enpl oyees working in an enterprise zone. See Attachnment A for a detailed

di scussi on of each tax incentive.

Under the Governnent Code, this bill would (1) extend the designation period of
each enterprise zone that was designated before 1990 from 15 to 20 years if
certain criteria are nmet; (2) allow for geographi c expansi on of 20% (rather than
15% of any enterprise zone that is no greater than 13 square mles; (3) allow a
| ocal jurisdiction to request that its enterprise zone designation be revoked if
it is unable to neet the goals set forth in its original application. One year
after revocation, the Trade and Commerce Agency (TCA) coul d designate a new
targeted tax area.

Under the Revenue and Taxation Code, this bill woul d nake the foll owi ng changes:

1. Mdify the apportionnent fornmula for all econom c devel opnent area tax
i ncentives to be based on California sourced i ncone i nstead of worl dw de
i ncone.

2. Renpbve "sales" as a factor in the enterprise zone apportionnent fornmula.

3. Change the criteria in the targeted tax area hiring credit definition of
“qualified enpl oyee” to include an individual who is a nmenber of a targeted
group under the federal work opportunity credit instead of the expired
federal Targeted Jobs Tax Credit Program The federal work opportunity
credit is the replacenment programfor the expired federal targeted jobs tax
credit. Since the enterprise zone hiring credit included individuals who
were nmenbers of a targeted group under the federal targeted jobs tax credit
before that programexpired, this change is nerely technical

4. Expand the definition of qualified property for the enterprise zone sales or
use tax credit to include data processing and conmuni cati ons equi pnent and
nmoti on picture manufacturing equi pnent.

5. Make nonsubstantive technical changes. Specifically, the bill would replace
the word "enpl oyes” with "enploys,"” add headings for existing |law text, and
repl ace the word ""qguilty" with "guilt."

| npl ement ati on Consi derati ons

I npl enmenting this bill would occur during the departnent’s nornmal annual
syst em updat e.
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Techni cal Consi derati ons

This bill raises the follow ng technical considerations:

1.

Senate Bill 519 (Stats. 1998, Ch. 7) nmade nodifications to the existing
econoni ¢ devel opment area NOL provisions. Specifically, it einstated
portions of AB 1217 (Stats. 1997, Ch. 602) that were chaptered out by

SB 1106 (Stats. 1997, Ch. 604). Because this bill was introduced prior
to the enactnment of SB 519, it does not reflect the changes made by that
bill. Amendnents 22 and 44 woul d del ete the obsol ete NOL provisions and
insert the existing NOL provisions and make all the changes proposed by
this bill.

The nodifications to the apportionnment fornulas appears to intend to
acconplish a two-step apportionnent |ike the one contained in the LARZ
credit and NOL provisions. However, this bill |eaves out the means by
whi ch to conpute one of the steps. Anmendnents 1, 6, 11, 15, 19, 23, 27,
31, 35, and 40 would insert this step. In addition, the bill retains
unnecessary | anguage regardi ng the substitution of the enterprise zone
for "this state.” This |anguage is nade unnecessary by the provisions
that explain how to apportion business incone. Anmendnents 3, 8, 13, 17,
21, 25, 29, 33, 37, and 42 would renove the unnecessary | anguage.

Only some of the Revenue and Taxation Code provisions contain operative
dates. Anmendnents 4, 9, 14, 22, 38, 43, and 44 woul d include operative
dates to ensure all provisions becone operative at the sane tine.

SB 2023 (Stats. 1996, Ch. 955) replaced the reference in the enterprise
zone hiring credit to the expired federal Targeted Jobs Tax Credit
Program (TJTC) with the criteria of the TIJITC program O her economnc
devel opnment area hiring credits also have included the lengthy criteria
of the expired TJTC program Since that tinme, the federal work
opportunity credit was enacted as a replacenent of the expired TJTC, and
the econom c devel opnent area hiring credits were anmended to reference
the work opportunity credit. However, the econom c devel opnent area
hiring credits were not amended to renove the expired TJTC criteria.
Amendnents 5, 10, 18, 26, 30, and 39 would renmpve the now unnecessary
TJTC programcriteria and, in the MEA hiring credit, replace the TJTC
reference with a reference to the federal work opportunity credit.

To provide consistency, anendnents 2, 7, 12, 20, 22, 24, 28, 32, 36, 41,
and 44 woul d include the phrase "of the taxpayer" in those apportionment
formula references to total California business incone that do not

al ready include the phrase.

. Amendnent 34 would replace the term"taxable" year with "incone" year in

one of the Bank and Corporation Tax Law anmendnents.

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the department’s costs.
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Tax Revenue Esti mate

The revenue inpact of this bill is estimted to be:

Ef fective on or after January 1, 1998
Assuned Enactnent After June 30, 1998

(ml1lions)
1998-9 1999-0 2000-1 2001- 2
($3) ($3) ($3) ($14)

Thi s anal ysi s does not consider the possible changes in enploynment, persona
i ncome, or gross state product that could result fromthis nmeasure.

Revenue Estimate Di scussi on

(1) Extend enterprise zones to 20 years (rather than 15).

Ext endi ng the designation period of enterprise zones is estimted to be
approximately $1 million a year per enterprise zone, beginning when the
enterprise zone woul d have expired. Beginning in the 2001-2 fiscal year,
ten enterprise zone designations will expire under existing |law By
extendi ng the designation period, this provision would result in an
estimated revenue | oss of $10 million. As other enterprise zone
designations expire, this |l oss would increase accordingly.

(2) Expand enterprise zones up to 20%in size.
The inpact for the expansion of the area of an enterprise zone by 20%rat her
than 15%is estimated to be $500, 000 annual ly.

(3) Expand enterprise zone definition of qualified property to include
data processing and notion picture manufacturing equi pnent.

I ncl udi ng data processi ng and conmuni cati on equi prment and notion picture
manuf act uri ng equi pnent for the sales or use tax credit is estimted to be
on the order of $500,000 annually.

(4) Change enterprise zone to a two factor zone apportionnment fornula and
change enterprise zone, TTA, MEA, and LAMBRAs to California source.

The inpact of a two-factor apportionnent formula for enterprise zone tax

i ncentives depends on the ratio of the taxpayer’s sales factor to the sum of
the taxpayer’s property and payroll factors. If the sales factor is |ess
than 50% of the sum of the property and payroll factors, the taxpayer would
have greater incone attributable to the zone under the proposed changes, and
thus be able to use a greater ampunt of enterprise zone credits or net
operating | oss deduction. Conversely, if the sales factor were greater than
50% of the sum of the property and payroll factors, the taxpayer would be

di sadvantaged. Based on the results of a prior special sanple for corporate
taxpayers in the LARZ, net revenue | osses are expected due to | ower sales
factors relative to conbined property and payroll factors. The order of
magni tude | oss for a two-factor apportionment fornmula for enterprise zone
tax incentives is projected at $1 mllion annually.

Additional ly, changing fromworldwi de to California sourced incone in the
apportionment fornula for all econonic devel opnment area tax incentives is
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projected to be annual revenue |losses of $1 million. The conbined | oss from
these two apportionnment formula changes is estimated to be $2 mllion
annual | y.

(5) Revoke enterprise zones that do not neet criteria and designate new

enterprise zones.

Any revenue effect for this provision would not occur until an enterprise
zone is revoked and replaced by a new enterprise zone. The inpact is
unknown as it would depend on relative tax benefits, prior enterprise zones
versus new enterprise zones.

BOARD POSI T1 ON

Pendi ng.
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Sal es or Use Tax Credit

The sales or use tax credit is allowed for an anbunt equal to the sales or use
taxes paid on the purchase of qualified machi nery purchased for exclusive use in
an econoni c devel opnent area. The anmount of the credit is limted to the tax
attributable to econom c devel opment area inconme. Qualified property is defined
as follows:

Ent erpri se Zone:
machi nery and machi nery parts used to:
s manufacture, process, conbine, or otherwi se fabricate a product;
s produce renewabl e energy resources; or
s control air or water pollution.
LAMBRA:
hi gh technol ogy equi pnent (e.g., conputers);
aircraft mai ntenance equi pnent;
aircraft conponents; or
certain depreciable property.
LARZ:
buil ding materials used to replace or repair the business’s building and
fixtures; and
machi nery or equi pnent, excluding inventory.
TTA:
machi nery and machi nery parts used to:
s manufacture, process, conbine, or otherwi se fabricate a product;
s produce renewabl e energy resources;
s control air or water pollution;
o data process and comruni cations; or
s manufacture notion pictures.

In addition, qualified property nust be purchased and placed in service before
the econom c devel opnent area designation expires. The maxi mum val ue of property
that may be eligible for the enterprise zone, LAMBRA, and TTA sales or use tax
credit is $1 mllion for individuals and $20m |lion for corporations. No such
[imtation exists for the LARZ sales or use tax credit.

Hiring Credit

A business located in an econom c devel opnent area may reduce tax by a percentage
of wages paid to qualified enployees. A qualified enployee nust be hired after
the area is designated as an econom c devel opnent area and neet certain other
criteria. At least 90% of the qualified enployee’s work nmust be directly rel ated
to a trade or business located in the econom c devel opnent area and at | east 50%
must be perforned inside the econom ¢ devel opnent area. The business may claim
up to 50% of the wages paid to a qualified enployee as a credit against tax

i nposed on econom ¢ devel opnment area incone. The credit is based on the | esser
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of the actual hourly wage paid or 150% of the current m ninmum hourly wage. The
anmount of the credit must be reduced by any other federal or state jobs tax
credits and the taxpayer’s deduction for ordinary and necessary trade or business
expenses mnmust be reduced by the anpbunt of the hiring credit. Certain criteria
regardi ng who may be qualified enployees and certain |limtations differ between
the various econom ¢ devel opnent areas.

LARZ Construction Hring Credit

A business located in a LARZ may reduce tax by a percentage of wages paid to
construction enployees. A qualified construction enployee nust be hired on or
after May 1, 1992, be a resident of the LARZ, and be hired by the enployer to
perform construction work in the LARZ. Construction work is any work directly
related to the denolition, repair, erection, or renovation of a structure |ocated
within the LARZ. The business may claim50%to 100% of the wages paid to a
qgualified enployee as a credit against tax inposed on LARZ incone. The actua

per cent age depends upon the date the enpl oyee was hired:

Date Hired Applicable %
5/1/92 - 6/30/93 100%
7/1/93 - 12/31/93 75%
1/1/94 - 12/31/97 50%
After 12/31/97 0%

As is the hiring credit, the construction hiring credit is based on the |esser of
the actual hourly wage paid or 150% of the current mninmum hourly wage. Al so,
the anmount of the credit nust be reduced by any other federal or state jobs tax
credits and the taxpayer’s deduction for ordinary and necessary trade or business
expenses nust be reduced by the anpbunt of the hiring construction credit.

This incentive is not available to enterprise zone, LAMBRA, or TTA busi nesses.
Busi ness Expense Deducti on

A business located in an econom c devel opnent area may el ect to deduct as a

busi ness expense a specified anbunt of the cost of qualified property purchased
for exclusive use in the econom c devel opnent area. The deduction is allowed in
the taxable or income year in which the taxpayer places the qualified property in
servi ce. For LAMBRA busi nesses, the amount of the deduction is added back to the
taxpayer’s incone if at the close of the second year the taxpayer does not have a
net increase of one or nore jobs (defined as 2,000 paid hours per enployee per
year). The property’'s basis nmust be reduced by the amount of the deduction. For
enterprise zones, LAMBRAs, and TTA the maxi num deduction for all qualified
property is the I esser of the cost (for enterprise zones, it is 40% of the cost)
or the foll ow ng:
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If the property was placed in service:

Mont hs after designation Maxi mum deducti on
EZ & TTA LAVBRA
0 to 24 $40, 000 $ 5,000
25 to 48 30, 000 7, 500
48 and over 20, 000 10, 000

NOTE: This limtation does not apply to the LARZ
Net Operating Loss Deduction

A business located in an econom c devel opnent area may elect to carry over 100%
of the econom c devel opnent area net operating |osses (NOLs) to deduct from
econoni ¢ devel opnent area income of future years. The election nust be nade on
the original return for the year of the loss. The NOL carryover is determ ned by
conmputing the business loss that results from business activity in the econonc
devel opnment ar ea.

Net | nterest Deduction

A deduction fromincone is allowed for the anbunt of net interest earned on | oans
made to a trade or business located in an enterprise zone or a LARZ. Net
interest is defined as the full ambunt of the interest |ess any direct expenses
(e.g., comm ssion paid) incurred in making the |loan. The |oan nust be used
solely for business activities within the enterprise zone or LARZ and the | ender
may not have equity or other ownership interest in the enterprise zone or LARZ
trade or business. This incentive is not available for LAMBRAs or TTA.

Enterpri se Zone Enpl oyee Wage Credit

Certain disadvantaged individuals are allowed a credit for wages received from an
enterprise zone business. Public enployees are not eligible for the credit. The
anmount of the credit is 5% of “qualified wages,” defined as wages subject to
federal unenpl oynment insurance. For each dollar of incone received by the
taxpayer in excess of qualified wages, the credit is reduced by nine cents. The
credit is not refundable and cannot be carried forward. The amount of the credit
islimted to the anbunt of tax that would be inposed on inconme from enpl oynent
in the enterprise zone, conputed as though that income represented the taxpayer’s
entire taxable incone. This incentive is not available for LARZ, LAMBRAs, or
TTA

Apportioni ng

For busi nesses operating inside and outside an econom ¢ devel opnent area, the
anmount of credit or net operating |oss deduction that may be clained is |limted
by the ampbunt of tax or incone attributable to the econom c devel opnent area.

For busi nesses operating in a LAMBRA, TTA, or MEA these anpbunts are determ ned
using a formul a based on the property and payroll of the business. For

busi nesses operating in an enterprise zone the apportionnment formula is the sane
as that used by all businesses that operate inside and outside the state, which
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along with property and payroll, includes a doubl e-weighted sales factor. For
busi nesses operating in the LARZ, incone is first apportioned to California using
the sane formula as that used by all businesses that operate inside and outside
the state (property, payroll, a double-weighted sales factor). This inconme is
further apportioned to the LARZ using a two factor fornula based on the property
and payroll of the business.

The LARZ apportionnment formula differs fromthe formulas used for other economc
devel opment areas. The other fornulas do not first apportion to California and
then to the econonm c devel opnment area. Thus, the denomi nator for the
apportionnment fornula for other econonm c devel opnment area tax incentives is
wor | d-w de income whereas the LARZ denominator is California incone.
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FRANCHI SE TAX BOARD S
PROPCSED AMENDVENTS TO SB 2079
As | ntroduced February 20, 1998

AVENDMENT 1
On page 12, nmodify lines 24 through 27, as follows:

deseri-bedinparagraph{(1) attributable to sources in this state first shall be
determ ned in accordance with Chapter 17 (commencing with Section 25101) of Part
11~. That business inconme shall be further apportioned to the targeted tax area
in accordance with the provisions of Article 2 (commencing with Section 25120) of
Chapter 17 of Part 11, nodified for purposes of this section as foll ows:

ANVENDMENT 2
On page 12, line 30, after "incone" insert:
of the taxpayer
AVENDMENT 3

On page 13, strikeout lines 7 and 8
@aoad EG. COUNSEL: Pl ease renunber subparagraph within (g)(2).
AVENDMENT 4
On page 13, between lines 20 and 21, irsert:
(h) The amendnments nmade to this section by the act adding this subdivision
shal |l apply to taxabl e years beginning on or after January 1, 1998.
AVENDMENT 5

On page 15, strikeout lines 17 through 39, strikeout page 16, and on page
17, strikeout lines 1 through 6.

@aoad EG. COUNSEL: Pl ease renunber remaini ng subcl auses.
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AMENDMENT 6

On page 21, nodify lines 10 through 13, as foll ows:

deseri-bedinparagraph{(1) attributable to sources in this state first shall be

determ ned in accordance with Chapter 17 (commencing with Section 25101) of Part
11-. That business inconme shall be further apportioned to the targeted tax area
in accordance with the provisions of Article 2 (commencing with Section 25120) of
Chapter 17 of Part 11, nodified for purposes of this section as foll ows:

ANVENDMENT 7
On page 21, line 16, after "incone" insert:
of the taxpayer
AVENDMENT 8

On page 21, strikeout lines 33 and 34.
@a@ad. EG. COUNSEL.: Pl ease renunber subparagraphs and cl auses.

AVENDMENT 9
On page 22, between lines 5 and 6, insert:
(k) The amendnents nmade to this section by the act adding this subdivision
shal|l apply to taxable years beginning on or after January 1, 1998.
AVENDMENT 10
On page 24, strikeout lines 9 through 12, and insert:
(iii) Any individual who is a nenber of a targeted group as defined in Section
51(d) of the Internal Revenue Code, or its successor

AMENDMENT 11

On page 27, nodify lines 20 through 24, as follows:

(2) LRt of o e eq , : .
determned Attributable inconme shall be that portion of the taxpayer's California
sour ce business incone that is apportioned to the Manufacturi ng Enhancenent Area.
For that purpose, the taxpayer's business incone attributable to sources in this
state first shall be determnedin accordance with the provisions of Chapter 17
(commencing with Section 25101) of Part 1%. That business incone shall be
further apportioned to the Manufacturi ng Enhancenent Area in accordance with the
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provisions of Article 2 (commencing with Section 25120) of Chapter 17 of Part 11,
nodi fied for purposes of this section as foll ows:

ANVENDMENT 12
On page 27, line 27, after "incone" insert:

of the taxpayer

AMENDMENT 13

On page 28, strikeout lines 5 and 6.
@a@@d.EG. COUNSEL.: Pl ease renunber subparagraphs and cl auses.

AVENDMVENT 14
On page 28, between lines 19 and 20, insert:
(j) The amendnments made to this section by the act adding this subdivision
shal|l apply to taxable years beginning on or after January 1, 1998.

AMENDMENT 15

On page 30, modify lines 14 through 18, as foll ows:

deseri-bedinparagraph{(1) attributable to sources in this state first shall be
determ ned in accordance with Chapter 17 (commencing with Section 25101) of Part
11 That business inconme shall be further apportioned to the enterprise zone in
accordance with the provisions of Article 2 (commencing with Section 25120) of
Chapter 17 of Part 11, nodified for purposes of this section as foll ows:

AVENDMENT 16
On page 30, line 21, after "income" insert:

of the taxpayer

AMENDMENT 17

On page 30, strikeout lines 38 and 39.
@a@@d. EG. COUNSEL.: Pl ease renunber subparagraphs and cl auses.
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AMENDMENT 18

On page 33, strikeout lines 9 through 40, strikeout page 34, and on page 35,
strikeout lines 1 through 7.
@a@@d.EG. COUNSEL.: Pl ease renunber subparagraphs and cl auses.

AMENDMENT 19

On page 39, nodify lines 3 through 7, as foll ows:

deseri-bedinparagraph—{(1) attributable to sources in this state first shall be

determ ned in accordance with Chapter 17 (commencing with Section 25101) of Part
11. That business inconme shall be further apportioned to the enterprise zone in
accordance with the provisions of Article 2 (commencing with Section 25120) of
Chapter 17 of Part 11, nodified for purposes of this section as foll ows:

ANVENDMENT 20
On page 39, line 10, after "incone" insert:

of the taxpayer

AMENDMENT 21

On page 39, strikeout lines 27 and 28.
@aoad EG. COUNSEL: Pl ease renumber subparagraphs and cl auses.

AMENDMENT 22

On page 39, strikeout lines 39 and 40, strikeout pages 40 through 46,
i ncl usive, and on page 47, strikeout lines 1 through 10, and insert:

17276.2. The term"qualified taxpayer" as used in Section 17276.1 means any of
the foll ow ng:

(a) A person or entity engaged in the conduct of a trade or business within an
enterprise zone designated pursuant to Chapter 12.8 (commencing with Section
7070) of Division 7 of Title 1 of the Governnment Code.

(1) A net operating |loss shall not be a net operating | oss carryback to any
taxabl e year and a net operating |oss for any taxable year beginning on or after
the date that the area in which the taxpayer conducts a trade or business is
designated as an enterprise zone shall be a net operating | oss carryover to each
of the 15 taxable years follow ng the taxable year of |oss.

(2) For purposes of this subdivision:

(A) "Net operating |oss" means the | oss determ ned under Section 172 of the
I nternal Revenue Code, as nodified by Section 17276.1, attributable to the
taxpayer's business activities within the enterprise zone (as defined in Chapter
12.8 (commencing with Section 7070) of Division 7 of Title 1 of the Governnent
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Code) prior to the enterprise zone expiration date. That attributable | oss shal
be determ ned in accordance with Chapter 17 (commencing with Section 25101) of
Part 11, nodified for purposes of this seetion by substituting "enterprise zone"
subdi vi sion, as foll ows:

(i) Loss shall be apportioned to the enterprise zone by multiplying total |oss
fromthe business by a fraction, the numerator of which is the property factor
plus the payroll factor, and the denomi nator of which is two.

(ii) "the enterprise zone" shall be substitutedfor "this state.”

(B) A net operating |loss caryover shall be a deduction only with respect to
the taxpayer's business inconme attributable to the enterprise zone (as defined in
Chapter 12.8 (commencing with Section 7070) of Division 7 of Title 1 of the
Gover nment Cede) Code.

(C Attributable incone shall be that portion of the taxpayer's California
sour ce business incone that is apportioned to the enterprise zone. For that
pur pose, the taxpayer's business incone attributable to sources in this state
first shall be determ ned in accordance with Chapter 17 (conmencing with Section
25101) of Part 11. That business incone shall be further apportioned to the
enterprise zone in accordance with Article 2 (commencing with Section 25120) of
Chapter 17 of Part 11, nndlfled for pur poses of this seetion by substituting

* subdi vision as foll ows:

(i) Business inconme shall be apportioned to the enterprise zone by nultiplying
the total California business incone of the taxpayer by a fraction, the nunerator
of which is the property factor plus the payroll factor, and the denoni nator of
which is two. For purposes of this clause:

(1) The property factor is a fraction, the nunmerator of which is the average
val ue of the taxpayer's real and tangi ble personal property owned or rented and
used in the enterprise zone during the taxable year, and the denom nator of which
is the average value of all the taxpayer's real and tangi bl e personal property
owned or rented and used in this state during the taxable year.

(I'l1) The payroll factor is a fraction, the nunmerator of which is the tota
anount paid by the taxpayer in the enterprise zone during the taxable year for
conpensati on, and the denonminator of which is the total conpensation paid by the
taxpayer in this state during the taxable year.

S

(ii) If aloss carryover is allowable pursuant to this section for any taxable
year after the enterprise zone designation has expired, the enterprise zone shal
be deened to remain in existence for purposes of conputing the limtation set
forth in subparagraph (B) and allowi ng a net operating | oss deduction

(D) "Enterprise zone expiration date" means the date the enterprise zone
designation expires, is no |longer binding, or becones inoperative.

(3) The changes nmade to this subdivision by the act adding this paragraph shall
apply to taxable years beginning on or after January 1, 1998.

(b) A person or entity engaged in the conduct of a trade or business within the
Los Angeles Revitalization Zone designated pursuant to Section 7102 of the
Gover nnent Code.

(1) A net operating loss shall not be a net operating |oss carryback for any
taxabl e year, and a net operating loss for any taxable year beginning on or after
the date the area in which the taxpayer conducts a trade or business is
designated the Los Angeles Revitalization Zone shall be a net operating |oss
carryover to each follow ng taxable year that ends before the Los Angel es
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Revitalization Zone expiration date or to each of the 15 taxable years foll ow ng
the taxabl e year of |loss, if |onger

(2) For the purposes of this subdivision:

(A) "Net operating |oss" nmeans the | oss determ ned under Section 172 of the
I nternal Revenue Code, as nodified by Section 17276.1, attributable to the
t axpayer's business activities within the Los Angel es Revitalization Zone (as
defined in Section 7102 of the Government Code) prior to the Los Angel es
Revitalization Zone expiration date. The attributable |oss shall be determ ned
in accordance with Chapter 17 (comrencing with Section 25101) of Part 11
nodi fi ed as foll ows:

(i) Loss shall be apportioned to the Los Angeles Revitalization Zone by
mul tiplying total Ioss fromthe business by a fraction, the nunerator of which is
the property factor plus the payroll factor, and the denom nator of which is two.

(ii1) "The Los Angel es Revitalization Zone" shall be substituted for "this
state."

(B) A net operating |oss carryover shall be a deduction only with respect to
the taxpayer's business inconme attributable to the Los Angel es Revitalization
Zone (as defined in Section 7102 of the Governnment Code) determ ned in accordance
wi t h paragraph (3).

(C© If aloss carryover is allowable pursuant to this section for any taxable
year after the Los Angel es Revitalization Zone designati on has expired, the Los
Angel es Revitalization Zone shall be deemed to remain in existence for purposes
of conmputing the limtation set forth in subparagraph (B) and allow ng a net
operating | oss deducti on.

(3) Attributable incone shall be that portion of the taxpayer's California
source business incone which is apportioned to the Los Angel es Revitalization
Zone. For that purpose, the taxpayer's business incone attributable to sources
inthis state first shall be determ ned in accordance with Chapter 17 (comenci ng
with Section 25101) of Part 11. That busi ness inconme shall be further
apportioned to the Los Angeles Revitalization Zone in accordance with Article 2
(commencing with Section 25120) of Chapter 17 of Part 11, nodified as foll ows:

(A) Business incone shall be apportioned to the Los Angel es Revital zati on Zone
by multiplying total California business inconme of the taxpayer by a fraction,
the nunerator of which is the property factor plus the payroll factor, and the
denom nator of which is two.

(B) The property factor is a fraction, the nunerator of which is the average
val ue of the taxpayer's real and tangi ble personal property owned or rented and
used in the Los Angeles Revitalization Zone during the taxable year and the
denom nator of which is the average value of all the taxpayer's real and tangible
personal property owned or rented and used in this state during the taxable year.

(C The payroll factor is a fraction, the nunerator of which is the tota
anount paid by the taxpayer in the Los Angeles Revitalization Zone during the
t axabl e year for conmpensation, and the denonm nator of which is the total
conpensation paid by the taxpayer in this state during the taxable year

(4) "Los Angeles Revitalization Zone expiration date" nmeans the date the Los
Angel es Revitalization Zone designation expires, is repeal ed, or becones
i noperative pursuant to Section 7102, 7103, or 7104 of the Governnent Code.

(5) This subdivision shall be inoperative on the first day of the taxable year
begi nning on or after the determ nation date, and each taxable year thereafter,
with respect to the taxpayer's business activities within a geographic area that
is excluded fromthe map pursuant to Section 7102 of the Governnent Code, or an
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excluded area determ ned pursuant to Section 7104 of the Governnent Code. The
determnation date is the earlier of the first effective date of a determ nation
under subdivision (c) of Section 7102 of the Governnent Code occurring after
Decenber 1, 1994, or the first effective date of an exclusion of an area fromthe
anended Los Angel es Revitalization Zone under Section 7104 of the Governnent

Code. However, if the taxpayer has any unused | oss ambunt as of the date this
section becones inoperative, that unused | oss anpbunt may continue to be carried
forward as provided in this subdivision.

(6) This subdivision shall cease to be operative on January 1, 1998. However,
any unused net operating |loss may continue to be carried over to follow ng years
as provided in this subdivision

(c) For each taxabl e year beginning on or after January 1, 1995, andbefore
January 1, 2003, a taxpayer engaged in the conduct of a trade or business within
a LAMBRA.

(1) A net operating |loss shall not be a net operating |oss carryback for any
taxabl e year, and a net operating loss for any taxable year beginning on or after
the date the area in which the taxpayer conducts a trade or business is
desi gnated a LAMBRA shall be a net operating |oss carryover to each foll ow ng
taxabl e year that ends before the LAMBRA expiration date or to each of the 15
taxabl e years followi ng the taxable year of loss, if |onger.

(2) For the purposes of this subdivision:

(A) "LAMBRA" neans a |local agency military base recovery area designated in
accordance with Section 7114 of the Governnent Code.

(B) "Taxpayer" nmeans a person or entity that coducts a trade or business
within a LAMBRA and, for the first two taxable years, has a net increase in jobs
(defined as 2,000 paid hours per enployee per year) of one or nore enployees in
the LAMBRA and this state.

(i) The net increase in the nunber of jds shall be determ ned by subtracting
the total number of full-tine enployees (defined as 2,000 paid hours per enpl oyee
per year) the taxpayer enployed in this state in the taxable year prior to
comenci ng busi ness operations in the LAMBRA fromthe total nunber of full-tine
enpl oyees the taxpayer enployed in this state during the second taxable year
after conmenci ng busi ness operations in the LAMBRA. For taxpayers who commence
doing business in this state with their LAVBRA busi ness operation, the nunber of
enpl oyees for the taxable year prior to conmenci ng busi ness operations in the
LAMBRA shall be zero. The deduction shall be allowed only if the taxpayer has a
net increase in jobs in the state, and if one or nore full-time enployees is
enpl oyed within the LAVBRA

(ii) The total nunber of enployees enployed in the LAMBRA shall equal the sum
of both of the foll ow ng:

(I') The total nunmber of hours worked in the LAMBRA for the taxpayer by
enpl oyees (not to exceed 2,000 hours per enployee) who are paid an hourly wage
di vi ded by 2, 000.

(I'l) The total nunber of nmonths worked in the LAMBRA for the taxpayer by
enpl oyees who are sal ari ed enpl oyees di vided by 12.

(iii) I'n the case of a taxpayer who first conmences doi ng business in the
LAMBRA during the taxable year, for purposes of subclauses (1) and (I1),
respectively, of clause (ii) the divisors "2,000" and "12" shall be multiplied by
a fraction, the nunerator of which is the nunber of nonths of the taxable year
that the taxpayer was doing business in the LAMBRA and the denom nator of which
is 12.



Senate Bill 2079

I ntroduced February 20, 1998

Franchi se Tax Board's Proposed Anendnents
Page 8

(C "Net operating |oss" means the | oss determ ned under Section 172 of the
I nternal Revenue Code, as nodified by Section 17276.1, attributable to the
taxpayer's business activities within a LAMBRA prior to the LAMBRA expiration
date. The attributable |oss shall be determ ned in accordance with Chapter 17
(commencing with Section 25101) of Part 11, nodifiedfor purposes of this
subdi vi sion as foll ows:

(i) Loss shall be apportioned to a LAMBRA by nmultiplying total |ossfromthe
busi ness by a fraction, the nunerator of which is the property factor plus the
payroll factor, and the denom nator of which is two.

(ii) "The LAMBRA" shall be substituted for "this state.”

(D) A net operating |loss carryover shall be a deductiononly with respect to
the taxpayer's business incone attributable to a LAVBRA

(E) Attributable incone shall be that portion of the taxpayer's California
source business incone that is apportioned to the LAMBRA. For that purpose, the
t axpayer's business incone attributable to sources in this state first shall be
determ ned in accordance w th theproevisions—of Chapter 17 (commencing with
Section 25101) of Part 11. That business incone shall be further apportioned to
the LAMBRA in accordance with Article 2 (commencing with Section 25120) of
Chapter 17 of Part 11, nodified for purposes of this subdivisionas follows:

(i) Business incone shall be apportioned to a LAMBRA by nultiplying tota
Cal i fornia business inconme of the taxpayer by a fraction, the nunerator of which
is the property factor plus the payroll factor, and the denom nator of which is
two. For purposes of this cl ause:

" H 1] H "

(I') The property factor is a fraction, the nunmerator of which is the average
val ue of the taxpayer's real and tangi ble personal property owned or rented and
used in the LAMBRA during the taxable year, and the denom nator of which is the
average value of all the taxpayer's real and tangi bl e personal property owned or
rented and used in this state during the taxable year.

(I'l1) The payroll factor is a fraction, the nunmerator of which is the tota
anount paid by the taxpayer in the LAMBRA during the taxable year for
conpensati on, and the denonminator of which is the total conpensation paid by the
taxpayer in this state during the taxable year.

&

(ii) If aloss carryover is allowable pursuant to this section for any taxable
year after the LAMBRA designation has expired, the LAMBRA shall be deenmed to
remain in existence for purposes of conputingthist+H-mtatien- the limtation
specified in subparagraph (D) and allowing a net operating | oss deducti on.

(F) "LAMBRA expiration date" neans the date the LAVBRA designation expires, is
no | onger binding, or beconmes inoperative pursuant to Section 7110 of the
Gover nnent Code.

(3) The changes nmade to this subdivision by the act adding this paragraph shall
apply to taxable years beginning on or after January 1, 1998.

(d) (1) For each taxable year beginning on or after Januaryl, 1998, a person
or entity that neets both of the foll ow ng:

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

(B) I's engaged in those |ines of business described in Codes 2000 to 2099,

i nclusive; 2200 to 3999, inclusive; 4200 to 4299, inclusive; 4500 to 4599,
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i nclusive; and 4700 to 5199, inclusive, of the Standard I ndustrial Classification
(SIC Manual published by the United States O fice of Managenment and Budget, 1987
edition. In the case of any passthrough entity, the determ nation of whether a
taxpayer is a qualified taxpayer under this section shall be nmade at the entity

| evel .

(2) A net operating loss shall not be anet operating | oss carryback to any
taxabl e year and a net operating |oss for any taxable year beginning on or after
the date that the area in which the qualified taxpayer conducts a trade or
busi ness is designated as a targeted tax area shall be a net operating | oss
carryover to each of the 15 taxable years follow ng the taxable year of |oss.

(3) For purposes of this subdivision:

(A) "Net operating |oss" means the | oss determ ned under Section 172 of the
I nternal Revenue Code, as nodified by Section 17276.1, attributable to the
qgqualified taxpayer's business activities within the targeted tax area (as defined
in Chapter 12.93 (commencing with Section 7097) of Division 7 of Title 1 of the
Governnment Code) prior to the targeted tax area expiration date. That
attributable | oss shall be determ ned in accordance with Chapter 17 (commenci ng
with Section 25101) of Part 11, nodified for purposes of this subdivision as
fol |l ows:

(i) Loss shall be apportioned to the targeted tax area by nmultiplying total
| oss fromthe business by a fraction, the nunerator of which is the property
factor plus the payroll factor, and the denom nator of which is two.

(ii1) "The targeted tax area" shall be substituted for "this state.”

(B) A net operating |loss carryover shall be a dedud¢ion only with respect to
the qualified taxpayer's business incone attributable to the targeted tax area
(as defined in Chapter 12.93 (commencing with Section 7097) of Division 7 of
Title 1 of the Governnment Cede) Code.

(C Attributable incone shall be that portion of the qualified taxpayer's
California source business incone that is apportioned to the targeted tax area.
For that purpose, the qualified taxpayer's business incone attributable to
sources in this state first shall bedeterm ned in accordance with Chapter 17
(comrencing with Section 25101) of Part 11. That busi ness i ncone shall be
further apportioned to the targeted tax area in accordance with Article 2
(commencing with Section 25120) of Chapter 17 of Part 11, nodified for purposes
of this subdivision as foll ows:

(i) Business inconme shall be apportioned to the targeted tax area by
mul ti plying the total business inconeof the taxpayer by a fraction, the
numerator of which is the property factor plus the payroll factor, and the
denom nator of which is two. For purposes of this cl ause:

(1) The property factor is a fraction, the nunmerator of which is the average
val ue of the taxpayer's real and tangi ble personal property owned or rented and
used in the targeted tax area during the taxable year, and the denom nator of
which is the average value of all the taxpayer's real and tangi bl e personal
property owned or rented and used in this state during the taxable year

(I'l1) The payroll factor is a fraction, the nunmerator of which is the tota
anount paid by the taxpayer in the targeted tax area during the taxable year for
conpensati on, and the denonminator of which is the total conpensation paid by the
taxpayer in this state during the taxable year.

=
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(ii) If aloss carryover is allowable pursuant to this subdivision for any
taxabl e year after the targeted tax area expiration date, the targeted tax area
designation shall be deened to remain in existence for purposes of conputing the
limtation specified in this—subparagraph- subparagraph (B) and allowi ng a net
operating | oss deducti on.

(D) "Targeted tax area expiration date" neans the date the targeted tax area
designation expires, is revoked, is no | onger binding, or becones inoperative.

(4) The changes made to this subdivision by the act adding this paragraph shall
apply to taxable years beginning on or after January 1, 1998.

(e) A taxpayer who qualifies as a "qualified taxpayer"” shall, for the taxable
year of the net operating |loss and any taxable year to which that net operating
| oss may be carried, designate on the original return filed for each year the
subdi vi sion of this section which applies to that taxpayer with respect to that
net operating loss. |If the taxpayer is eligible to qualify under nore than one
subdi vi sion of this section, the designation is to be nade after taking into
account subdivision (f).

(f) If a taxpayer is eligible to qualify under nore than one subdi vi si on of
this section as a "qualified taxpayer,"” with respect to a net operating loss in a
taxabl e year, the taxpayer shall designate which subdivision of this section is
to apply to the taxpayer.

(g) Notwi thstanding Section 17276, the anmount of the |oss determ ned under this
section shall be the only net operating |oss allowed to be carried over fromthat
t axabl e year and the designati on under subdivision (e) shall be included in the
el ection under Section 17276. 1.

AMENDMENT 23

On page 49, nodify lines 6 through 11, as foll ows:

deseri-bedinparagraph{(1) attributable to sources in this state first shall be

determ ned in accordance with Chapter 17 (commencing with Section 25101). That
busi ness i nconme shall be further apportioned to the enterprise zone in accordance
with the provisions of Article 2 (commencing with Section 25120) of Chapter 17,
nodi fied for purposes of this section as foll ows:

AVENDMVENT 24
On page 49, line 14, after "incone" insert:

of the taxpayer

AMENDMENT 25

On page 49, strikeout lines 31 and 32.
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AMENDMENT 26

Stri keout pages 52 and 53.
@ EG.  COUNSEL: Pl ease renunber the remaining subcl auses.

AMENDMENT 27

On page 58, nodify lines 3 through 8, as foll ows:

deseribedinparagraph—{(1) attributable to sources in this state first shall be

determ ned in accordance with Chapter 17 (commencing with Section 25101). That
busi ness i nconme shall be further apportioned to the enterprise zone in accordance
with the provisions of Article 2 (commencing with Section 25120) of Chapter 17,
nodi fied for purposes of this section as foll ows:

ANVENDMENT 28
On page 58, line 11, after "incone" insert:

of the taxpayer

AMENDMENT 29

On page 58, strikeout lines 28 and 29.

AVMENDMENT 30
On page 61, strikeout lines 3 through 6, and insert:

(iii) Any individual who is a nenber of a targeted group as defined in Section
51(d) of the Internal Revenue Code, or its successor

AMENDMENT 31

On page 64, nmodify lines 16 through 20, as foll ows:

busi ness i ncone deseribedinparagraph(1) attributable to sources in this state

first shall be determined in accordance with Chapter 17 (conmmencing with Section
25101)+. That business i nconme shall be further apportioned to the Manufacturing
Enhancenent Area in accordance with the provisions of Article 2 (commencing with
Section 25120) of Chapter 17, nodified for purposes of this section as follows:
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AVMENDMENT 32
On page 64, line 23, after "incone" insert:

of the taxpayer

AVMENDVENT 33

On page 65, strikeout lines 1 and 2.

@a@ad.EG. COUNSEL.: Pl ease renunber the remai ning paragraph
AVENDMVENT 34

On page 65, line 17, strikeout "taxable" and insert:

i ncone

AMENDMENT 35

On page 67, nodify line 40 and on page 68, nodify lines 1 through 3, as
foll ows:

deseri-bedinparagraph—{(1) attributable to sources in this state first shall be
determ ned in accordance with Chapter 17 (commencing with Section 25101). That
busi ness i ncone shall be further apportioned to the targeted tax area in
accordance with the provisions of Article 2 (commencing with Section 25120) of
Chapter 17, nodified for purposes of this section as foll ows:

AVMENDVENT 36
On page 68, line 6, after "incone" insert:

of the taxpayer

AMENDMENT 37

On page 68, strikeout lines 23 and 24.

AVMENDVENT 38
On page 68, between lines 36 and 37, insert:

(h) The changes made to this section by the act adding this subdivision shal
apply to incone years beginning on or after January 1, 1998.
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AMENDMENT 39

On page 70, strikeout lines 33 through 40, strikeout page 71, and on page
72, strikeout lines 1 through 21
@ EG.  COUNSEL : Pl ease renunber the remaining subcl auses.

AMENDMENT 40

On page 76, nmodify lines 34 through 37, as follows:

deseri-bedinparagraph{(1) attributable to sources in this state first shall be

determ ned in accordance with Chapter 17 (commencing with Section 25101). That
busi ness i nconme shall be further apportioned to the targeted tax area in
accordance with the provisions of Article 2 (commencing with Section 25120) of
Chapter 17, nodified for purposes of this section as foll ows:

AVENDMENT 41
On page 76, line 40, after "incone" insert:

of the taxpayer

AMENDMENT 42

On page 77, strikeout lines 17 and 18.

ANVENDMENT 43
On page 77, between lines 29 and 30, insert:

(k) The amendnents nmade to this section by theact adding this subdivision
shal |l apply to incone years beginning on or after January 1, 1998.

AMENDMENT 44

On page 77, strikeout |lines 32 through 40, strikeout pages 78 through 85,
i nclusive, and insert:

24416.2. The term"qualified taxpayer” asused in Section 24416.1 means any of
the foll ow ng:

(a) A corporation engaged in the conduct of a trade or business within an
enterprise zone designated pursuant to Chapter 12.8 (commencing with Section
7070) of Division 7 of Title 1 of the Governnment Code.

(1) A net operating |loss shall not be a net operating |oss carryback for any
i ncome year and a net operating |oss for any inconme year beginning on or after
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the date that the area in which the taxpayer conducts a trade or business is
designated as an enterprise zone shall be a net operating | oss carryover to each
of the 15 inconme years follow ng the inconme year of |oss.

(2) For purposes of this subdivision:

(A) "Net operating |oss" nmeans the | oss determ ned under Section 172 of the
I nternal Revenue Code, as nodified by Section 24416.1, attributable to the
t axpayer's business activities within the enterprise zone (as defined in Chapter
12.8 (comrencing with Section 7070) of Division 7 of Title 1 of the Governnent
Code) prior to the enterprise zone expiration date. That attributable | oss shal
be determ ned in accordance with Chapter 17 (comencing with Section 25101),
nodi fied for purposes of this seetionby substituting enterprise zone"
subdi vi sion as foll ows:

(i) Loss shall be apportioned to the enterprise zone by multiplying total |oss
fromthe business by a fraction, the numerator of which is the property factor
plus the payroll factor, and the denomi nator of which is two.

(ii) "The enterprise zone" shall be substitutedfor "this state.”

(B) A net operating |loss carryover shall be a deduction only with respect to
the taxpayer's business inconme attributable to the enterprise zone (as defined in
Chapter 12.8 (commencing with Section 7070) of Division 7 of Title 1 of the
Gover nnment Cede) Code.

(C Attributable incone shall be that portion of the taxpayer's California
sour ce business incone that is apportioned to the enterprise zone. For that
pur pose, the taxpayer's business incone attributable to sources in this state
first shall be determ ned in accordance with Chapter 17 (conmencing with Section
251061} That business inconme shall be further apportioned to the enterprise zone
in accordance with Article 2 (commencing with Section 25120) of Chapter 17 of,
nodi fied for purposes of this i i i . i . "
state— subdivision as follows:

(i) Business incone shall be apportioned to the enterprise zone by nultiplying
the total California business incone of the taxpayer by a fraction, the nunerator
of which is the property factor plus the payroll factor, and the denon nator of
which is two. For purposes of this clause:

(1) The property factor is a fraction, the nunmerator of which is the average
val ue of the taxpayer's real and tangi ble personal property owned or rented and
used in the enterprise zone during the inconme year, and the denom nator of which
is the average value of all the taxpayer's real and tangi bl e personal property
owned or rented and used in this state during the i ncone year.

(I'l1) The payroll factor is a fraction, the nunmerator of which is the tota
anount paid by the taxpayer in the enterprise zone during the i ncone year for
conpensati on, and the denonminator of which is the total conpensation paid by the
taxpayer in this state during the i ncone year

S

(ii) If aloss carryover is allowable pursuant to this section for any incone
year after the enterprise zone designation has expired, the enterprise zone shal
be deened to remain in existence for purposes of conputing the limtation set
forth in subparagraph (B) and allowi ng a net operating | oss deduction

(D) "Enterprise zone expiration date" nmeans the date the enterprise zone
designation expires, is no |longer binding, or becones inoperative.

(3) The changes nmade to this subdivision by the act adding this paragraph shall
apply to incone years beginning on or after January 1, 1998.
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(b) A corporation engaged in the conduct of a trade or business within the Los
Angel es Revitalization Zone designated pursuant to Section 7102 of the Governnent
Code.

(1) (A A net operating loss shall not be a net operating |oss carryback for
any incone year and, except as provided in subparagraph (B), a net operating |oss
for any income year beginning on or after the date the area in which the taxpayer
conducts a trade or business is designated the Los Angeles Revitalization Zone
shall be a net operating |loss carryover to each foll ow ng i ncone year that ends
before the Los Angel es Revitalization Zone expiration date or to each of the 15
i ncome years follow ng the inconme year of loss, if |onger

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

(2) For the purposes of this subdivision:

(A) "Net operating |oss" nmeans the | oss determ ned under Section 172 of the
I nternal Revenue Code, as nodified by Section 24416.1, attributable to the
t axpayer's business activities within the Los Angel es Revitalization Zone (as
defined in Section 7102 of the Government Code) prior to the Los Angel es
Revitalization Zone expiration date. The attributable |oss shall be determ ned
in accordance with Chapter 17 (comrencing with Section 25101), nodified as
foll ows:

(i) The loss shall be apportioned to the Los Angeles Revitalization Zone by
mul ti plying the oss fromthe business by a fraction, the nunerator of which is
the property factor plus the payroll factor, and the denom nator of which is two.

(ii) "The Los Angeles Revitalization Zone" shall be substituted for this state.

(B) A net operating |loss carryover shall be a deduction only with respect ©
the taxpayer's business inconme attributable to the Los Angel es Revitalization
Zone (as defined in Section 7102 of the Governnment Code) determ ned in accordance
wi t h paragraph (3).

(© If aloss carryover is allowable pursuant to this section for any inome
year after the Los Angeles Revitalization Zone designati on has expired, the Los
Angel es Revitalization Zone shall be deemed to remain in existence for purposes
of conmputing the limtation set forth in subparagraph (B) and allow ng a net
operating | oss deducti on.

(3) Attributable incone shall be that portion of the taxpayer's California
source business incone which is apportioned to the Los Angel es Revitalization
Zone. For that purpose, the taxpayer's business incone attributable to sources
inthis state first shall be determ ned in accordance with Chapter 17 (comenci ng
with Section 25101). That business inconme shall be further apportioned to the
Los Angeles Revitalization Zone in accordance with Article 2 (conmmencing with
Section 25120) of Chapter 17, nodified as foll ows:

(A) Business incone shall be apportioned to the Los Angel es Revitalization Zone
by multiplying total California business inconme of the taxpayer by a fraction,
the nunerator of which is the property factor plus the payroll factor, and the
denom nator of which is two.

(B) The property factor is a fraction, the numerator of which is the average
val ue of the taxpayer's real and tangi ble personal property owned or rented and
used in the Los Angeles Revitalization Zone during the income year and the
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denom nator of which is the average value of all the taxpayer's real and tangible
personal property owned or rented and used in this state during the inconme year

(C The payroll factor is a fraction, the nunerator of which is the tota
anount paid by the taxpayer in the Los Angeles Revitalization Zone during the
i ncome year for compensation, and the denom nator of which is the tota
conpensation paid by the taxpayer in this state during the incone year.

(4) "Los Angeles Revitalization Zone epiration date" nmeans the date the Los
Angel es Revitalization Zone designation expires, is repeal ed, or becones
i noperative pursuant to Section 7102, 7103, or 7104 of the Governnent Code.

(5) This subdivision shall be inoperative on the first day of the hcone year
begi nning on or after the determ nation date, and each incone year thereafter,
with respect to the taxpayer's business activities within a geographic area that
is excluded fromthe map pursuant to Section 7102 of the Governnent Code, or an
excluded area determ ned pursuant to Section 7104 of the Governnent Code. The
determnation date is the earlier of the first effective date of a determ nation
under subdivision (c) of Section 7102 of the Governnent Code occurring after
Decenber 1, 1994, or the first effective date of an exclusion of an area fromthe
anended Los Angel es Revitalization Zone under Section 7104 of the Governnent
Code. However, if the taxpayer has any unused | oss anmpbunt as of the date this
section becones inoperative, that unused | oss anpbunt may continue to be carried
forward as provided in this subdivision.

(6) This subdivision shall cease to be operative on January 1, 1998. However,
any unused net operating |loss may continue to be carried over to follow ng years
as provided in this subdivision

(c) For each incone year beginning on or after January 1, 1995, and before
January 1, 2003, a taxpayer engaged in the conduct of a trade or business within
a LAMBRA.

(1) (A) A net operating |loss shall not be a net operating | oss carrybackfor
any incone year and, except as provided in subparagraph (B), a net operating |oss
for any income year beginning on or after the date the area in which the taxpayer
conducts a trade or business is designated a LAMBRA shall be a net operating |oss
carryover to each follow ng inconme year that ends before the LAVMBRA expiration
date or to each of the 15 incone years follow ng the income year of loss, if
| onger.

(B) In the case of a financial institution to which Section 585, 586, or 593 of
the Internal Revenue Code applies, a net operating |loss for any incone year
begi nning on or after January 1, 1984, shall be a net operating |oss carryover to
each of the five years follow ng the inconme year of the |loss. Subdivision (b) of
Section 24416.1 shall not apply.

(2) For the purposes of this subdivision:

(A) "LAMBRA" neans a |local agency military base recovery area designated in
accordance with Section 7114 of the Governnent Code.

(B) "Taxpayer" nmeans a corporation that conducts a trade or business within a
LAMBRA and, for the first two incone years, has a net increase in jobs (defined
as 2,000 paid hours per enployee per year) of one or nore enployees in the LAVBRA
and this state.

(i) The net increase in the nunber of jobs shall be determ ned by subtracting
the total nunmber of full-tine enployees (defined as 2,000 paid hours per enpl oyee
per year) the taxpayer enployed in this state in the income year prior to
comenci ng busi ness operations in the LAMBRA fromthe total nunber of full-tine
enpl oyees the taxpayer enployed in this state during the second i ncone year after
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comrenci ng busi ness operations in the LAMBRA. For taxpayers who conmence doi ng
business in this state with their LAMBRA busi ness operation, the nunber of

enpl oyees for the inconme year prior to commenci ng business operations in the
LAMBRA shall be zero. The deduction shall be allowed only if the taxpayer has a
net increase in jobs in the state, and if one or nore full-time enpl oyees is
enpl oyed within the LAVBRA

(ii) The total nunber of enployees enployed in the LAMBRA shall equal the sum
of both of the foll ow ng:

(I') The total nunmber of hours worked in the LAMBRA for the taxpayer by
enpl oyees (not to exceed 2,000 hours per enployee) who are paid an hourly wage
di vi ded by 2, 000.

(I'l) The total nunmber of nonths worked in the LAMBRA for the taxpayer by
enpl oyees who are sal ari ed enpl oyees di vided by 12.

(iii) I'n the case of a taxpayer that first commences doi ng business in the
LAMBRA during the income year, for purposes of subclauses (1) and (I11),
respectively, of clause (ii) the divisors "2,000" and "12" shall be multiplied by
a fraction, the nunerator of which is the nunber of nonths of the incone year
that the taxpayer was doing business in the LAMBRA and the denom nator of which
is 12.

(C© "Net operating |loss" neans the | oss determ ned under Section 172 of the
I nternal Revenue Code, as nodified by Section 24416.1, attributable to the
taxpayer's business activities within a LAMBRA prior to the LAMBRA expiration
date. The attributable |oss shall be determ ned in accordance with Chapter 17
(commencing with Section 25101), nodifiedfor purposes of this subdivisionas
foll ows:

(i) Loss shall be apportioned to a LAMBRA by nmultiplyingthe total |oss from
the business by a fraction, the nunerator of which is the property factor plus
the payroll factor, and the denom nator of which is two.

(ii) "The LAMBRA" shall be substituted for "this state.”

(D) A net operating |oss carryover shall be a deduction only with respect to
the taxpayer's business incone attributable to a LAVBRA

(E) Attributable incone shall be that portion of the taxpayer's California
sour ce business incone that is apportioned to the LAMBRA. For that purpose, the
t axpayer's business incone attributable to sources in this state first shall be
determ ned in accordance with Chapter 17 (commencing wth Section25464) 25101).
That busi ness incone shall be further apportioned to the LAMBRA in accordance
wth Article 2 (commencing with Section 25120) of Chapter 17, nodified for
pur poses of this subdivisionas fol |l ows:

(i) Business incone shall be apportioned to a LAMBRA by nultiplying tota
Cal i fornia business inconme of the taxpayer by a fraction, the nunerator of which
is the property factor plus the payroll factor, and the denom nator of which is
two. For purposes of this cl ause:

H)—TFhe LAMBRA" shall—be substituted for "this state”

(1) The property factor is a fraction, the nunmerator of which is the average
val ue of the taxpayer's real and tangi ble personal property owned or rented and
used in the LAVMBRA during the inconme year, and the denom nator of which is the
average value of all the taxpayer's real and tangi bl e personal property owned or
rented and used in this state during the incone year

(I'l1) The payroll factor is a fraction, the nunmerator of which is the tota
anount paid by the taxpayer in the LAMBRA during the incone year for
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conpensati on, and the denonmi nator of which is the total conpensation paid by the
taxpayer in this state during the i ncone year

&

(ii) If aloss carryover is allowable pursuant to this section for any incone
year after the LAMBRA designation has expired, the LAMBRA shall be deenmed to
remain in existence for purposes of conputingthist+H-mtatien- the limtation
specified in subparagraph (D) and allowing a net operating | oss deducti on.

(F) "LAMBRA expiration date" neans the date the LAVBRA designation expires, is
no | onger binding, or becones inoperative pursuant to Section 7110 of the
Gover nnent Code.

(3) The changes nmade to this subdivision by the act adding this paragraph shall
apply to incone years beginning on or after January 1, 1998.

(d) (1) For each income year beginning on or after January 1, 1998, a
corporation that neets both of the foll ow ng:

(A) Is engaged in the conduct of atrade or business within a targeted tax area
desi gnated pursuant to Chapter 12.93 (commencing with Section 7097) of Division 7
of Title 1 of the Governnent Code.

(B) I's engaged in those lines of business described in Codes 2000 to 2099,

i nclusive; 2200 to 3999, inclusive; 4200 to 4299, inclusive; 4500 to 4599,

i nclusive; and 4700 to 5199, inclusive, of the Standard I ndustrial Classification
(SIC Manual published by the United States O fice of Management and Budget, 1987
edition. In the case of any passthrough entity, the determ nation of whether a
taxpayer is a qualified taxpayer shall be nmade at the entity |evel

(2) A net operating loss shall not be a net operating |oss carryback for any
i ncome year and a net operating |oss for any inconme year beginning on or after
the date that the area in which the qualified taxpayer conducts a trade or
busi ness is designated as a targeted tax area shall be a net operating | oss
carryover to each of the 15 income years follow ng the inconme year of |oss.

(3) For purposes of this subdivision:

(A) "Net operating |oss" nmeans the | oss determ ned under Section 172 of the
I nternal Revenue Code, as nodified by Section 24416.1, attributable to the
qualified taxpayer's business activities within the targeted tax area (as defined
in Chapter 12.93 (commencing with Section 7097) of Division 7 of Title 1 of the
Governnment Code) prior to the targeted tax area expiration date. That
attributable | oss shall be determ ned in accordance with Chapter 17 (commenci ng
with Section 25101), nodified for purposes of this subdivision as foll ows:

(i) Loss shall be apportioned to the targeted tax area by multiplying total
| oss fromthe business by a fraction, the nunerator of which is the property
factor plus the payroll factor, and the denom nator of which is two.

(ii) "The targeted tax area" shall be substituted for "this state.”

(B) A net operating |oss carryover shall be a deduction only with respect to
the qualified taxpayer's business incone attributable to the targeted tax area
(as defined in Chapter 12.93 (commencing with Section 7097) of Division 7 of
Title 1 of the Governnent Cede) Code).

(C Attributable incone shall be that portion of the taxpayer's California
sour ce business incone that is apportioned to the targeted tax area. For that
pur pose, the taxpayer's business incone attributable to sources in this state
first shall be determ ned in accordance with Chapter 17 (conmencing with Section
251061} 25101). That business incone shall be further apportioned to the
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targeted tax area in accordance with Article 2 (comencing with Section 25120) of
Chapter 17, nodified for purposes of this subdivision as foll ows:

(i) Business inconme shall be apportioned to the targeted tax area by
mul tiplying the total California business inconme of the taxpayer by a fraction,
the nunerator of which is the property factor plus the payroll factor, and the
denom nator of which is two. For purposes of this cl ause:

(1) The property factor is a fraction, the nunmerator of which is the average
val ue of the taxpayer's real and tangi ble personal property owned or rented and
used in the LAVMBRA during the inconme year, and the denom nator of which is the
average value of all the taxpayer's real and tangi bl e personal property owned or
rented and used in this state during the incone year

(I'l1) The payroll factor is a fraction, the nunmerator of which is the tota
anount paid by the taxpayer in the LAMBRA during the incone year for
conpensati on, and the denonmi nator of which is the total conpensation paid by the
taxpayer in this state during the i ncone year

S

(ii) If aloss carryover is allowable pursuant to this subdivision for any
i ncome year after the targeted tax area expiration date, the targeted tax area
designation shall be deened to remain in existence for purposes of conputing the
limtation specified in this—subparagraph- subparagraph (B) and all owi ng a net
operating | oss deducti on.

(D) "Targeted tax area expiration date" neans the date thetargeted tax area
designation expires, is revoked, is no | onger binding, or becones inoperative.

(3) The changes nmade to this subdivision by the act adding this paragraph shall
apply to incone years beginning on or after January 1, 1998.

(e) A taxpayer who qualifies as a "qualified taxpayer"” shall, for the incone
year of the net operating |loss and any incone year to which that net operating
| oss may be carried, designate on the original return filed for each year the
subdi vi sion of this section which applies to that taxpayer with respect to that
net operating loss. |If the taxpayer is eligible to qualify under nore than one
subdi vi sion of this section, the designation is to be nade after taking into
account subdivision (f).

(f) If a taxpayer is eligible to qualify under nore than one subdi vision of
this section as a "qualified taxpayer,” with respect to a net operating loss in
an income year, the taxpayer shall designate which subdivision of this section is
to apply to the taxpayer.

(g) Notwi thstandi ng Section 24416, the anount of the | oss determ ned under this
section shall be the only net operating |oss allowed to be carried over fromthat
i ncome year and the designati on under subdivision (e) shall be included in the
el ection under Section 24416. 1.




