General Explanation of
California Legislation Affecting
Franchise Tax Board
Enacted in 2007

Prepared by:

Legal Division
of the
Franchise Tax Board

February 19, 2009




Contents

California Fallen Firefighters Assistance Tax Clarification Act of 2006
(Stats. 2007, ch. 1) 1

Public Meetings/Authorizes Special Meetings to Appoint an Interim Executive
Officer of a State Body
(Stats. 2007, ch. 92) 3

Notice to FTB of the Administration of a Decedent's Estate Required by Estate
Representative
(Stats. 2007, ch. 105) 5

Code Maintenance
(Stats. 2007, ch. 130) 8

Court Ordered Debt Collection Program/Reduce Minimum Unpaid Debt Amounts
for Referral to $100/FTB Member of Task Force to Evaluate Criminal & Traffic-
Related Court Ordered Debts

(Stats. 2007, ch. 132) 9

Disallowance of Deduction if Failure to Report Payments for Personal
Services/Technical Clean-Up
(Stats. 2007, ch. 156) 12

Teacher Retention Tax Credit Repeal
(Stats. 2007, ch. 180) 14

Court Records/Abstracts of Judgments or Decrees and Filings Contain only Last
Four Digits of Social Security Number
(Stats. 2007, ch. 189) 15

Disaster Loss Deduction and Excess Loss Carryover for the October 2006,
Riverside County Wildfires
(Stats. 2007, ch. 222) 16

Disaster Loss Deduction and Excess Loss Carryover for Specified Counties for
the Freezing Conditions That Occurred in January 2007
(Stats. 2007, ch. 223) 18

Disaster Loss Deduction and Excess Loss Carryover for 2006 Ventura County
Wildfires and 2007 El Dorado, Santa Barbara, and Ventura County Wildfires
(Stats. 2007, ch. 224) 20

Property Tax Exemption/Fruit and Nut Bearing Trees/January 2007 Freeze
(Stats. 2007, ch. 225) 22




Exempt Organizations/Exempt from State Taxes upon Submission of Notification
Issued by IRS Approving Tax Exempt Status
(Stats. 2007, ch. 238) 23

State Agencies/Bilingual Services
(Stats. 2007, ch. 259) 26

Recordation of Digital Instruments/County Recorder
(Stats. 2007, ch. 277) 29

FTB Postmark Notices of Proposed Deficiency Assessment Mailed to Taxpayers
on or After January 1, 2008
(Stats. 2007, ch. 281) 31

Water’s Edge Audits
(Stats. 2007, ch. 306) 33

Confidentiality of Settlement Negotiations
(Stats. 2007, ch. 309) 35

Use of Last Known Address for Mailing Notices/Reporting Third Party Checking
Businesses/Definition of Check Casher/Change Due Date of Taxpayers’ Bill of
Rights Annual Report to Legislature

(Stats. 2007, Ch. 341) 37
Innocent Spouse/No Credit or Refund Shall be Allowed if Election for Relief of
Liability

(Stats. 2007, ch. 342) 41

Limited Liability Company (LLC) Fee/Remedy for Final Court Decisions
(Stats. 2007, ch. 381) 44

Aggravated White Collar Crime Enhancement/Fraud or Embezzlement
(Stats. 2007, ch. 408) 49

Registered Domestic Partners (RDP)/Tax Treatment Same as Married Couple
Except Where Treatment Would Result in Specified Treatment under Federal Law
(Stats. 2007, ch. 426) 50

California Breast Cancer Research Fund/Extend Repeal Date to January 1, 2013
(Stats. 2007, ch. 486) 54

Civil Rights Act of 2007/Discrimination/Business Expense
Deduction/Discriminating Clubs
(Stats. 2007, ch. 568) 56




Earned Income Tax Credit Information Act/Employers Notify All Employees of the
Federal Earned Income Credit (EITC)
(Stats. 2007, ch. 606) 58

Security of Social Security Numbers/FTB Truncate Social Security Numbers on
Lien Abstracts and any Other Records Created by the Board that are Disclosable
Before Disclosing to Public

(Stats. 2007, ch. 627) 60

State Children’s Trust Fund/ Fish and Game Preservation Fund/Extend Repeal
Dates to January 1, 2013
(Stats. 2007, ch. 665) 64

Disclosure of State Income Tax Data to State Controller’'s Office
(Stats. 2007, ch. 666) 66




INTRODUCTION

This document, prepared by the Technical Resources Bureau staff of the Legal
Division of the California Franchise Tax Board, provides an explanation of state
legislation enacted in 2007 that affects the Franchise Tax Board. The explanation
follows the chronological order of the legislation as signed into law.

For each act, the document includes a description of present law, an explanation
of the provision, and the effective and operative dates of the provision. Present law
describes the law in effect immediately prior to enactment. It does not reflect the
changes to the law made by the provision or subsequent to the enactment of the
provision. For some provisions the reasons for change are also included and, where
legislative history or legislative findings exist, that history or findings is reflected in this
portion of the explanation.

The first footnote in each part sets forth the legislative history of each of the acts
of the 2007 legislative year discussed in this explanation. In addition, links are provided
to California Legislative Counsel's website to the various versions of the act (original bill
and subsequent amendments) and to any official legislative analyses, as well as to any
Franchise Tax Board analyses of the act.

Please note that this document is not an official publication of the Legislature, but
is instead merely a compilation of the various Franchise Tax Board and official
legislative analyses of the enacted legislation affecting the Franchise Tax Board. As
such, it should only be viewed as a research tool useful in ascertaining the history of a
particular act.



California Fallen Firefighters Assistance Tax Clarification Act of 2006
(Stats. 2007, ch. 1)*

Background

On October 26, 2006, a fire in Esperanza, California, claimed the lives of five U.S. Forest
Service firefighters. The fire destroyed 34 homes and caused nearly $10 million in damage.
After the deaths, 5,000 people contributed approximately $1.3 million to assist the fallen
firefighters’ families. The Internal Revenue Service (IRS) allows charitable organizations to
disburse contributed money to named recipients for documented needs (i.e., rent or mortgage
payment, etc.). The United Way determined that any disbursement of contributions over
approximately $500,000 would exceed any documented need, thus violating federal tax laws
and risking the United Way's tax-exempt status. In December 2006, Congress passed
legislation authored by Congressional members Mary Bono, Jerry Lewis, and Ken Calvert and
Senators Dianne Feinstein and Barbara Boxer, providing a one-time only exemption. Congress
passed similar legislation after the September 11, 2001 terrorist attacks.

Existing Federal Tax Law

In uncodified law, the Fallen Firefighters Assistance Tax Clarification Act of 2006 (PL 109-445,
December 21, 2006) treats payments made to a family member before June 1, 2007, by a
charitable organization on behalf of any firefighter who died in the October 2006 Esperanza fire
in southern California, as related to such foundation’s exempt function, and thus tax exempt, if
such payments are made in good faith using a reasonable and objective formula that is
consistently applied. This provision allows tax-exempt organizations to disburse funds to these
families without loss of tax-exempt status.

Reasons for Change

The stated finding of public purpose and retroactive application of this act were to allow a one-
time tax exemption for charitable organizations, i.e., the United Way and the Wildland Firefighter
Foundation, to disburse funds to the families of the five firefighters killed in the 2006 Esperanza
fire without risking loss of the organization’s tax-exempt status.?

Explanation of Provision

Modeled after federal law, this act enacted uncodified law that allows specified payments made
by tax-exempt organizations, as defined in Internal Revenue Code (IRC) section 509(a)(1) or
(2), to family members of any firefighter who died as a result of the October 2006 Esperanza fire
to be treated as payments made in furtherance of the charitable purpose of that organization to
prevent the loss of that organization’s tax-exempt status under California law.

Effective Date

As a tax levy, this act became effective immediately upon enactment on February 7, 2007.
Section 2(b) of the Act expressly provided that the act's provisions are operative for payments
made on or after October 26, 2006, and before June 1, 2007, by charitable organizations to
family members of a firefighter killed in the Esperanza fire.

! SB 41 (Battin) - Senate passed bill on January 8, 2007, with a 36 Aye/0 Noe vote. Assembly passed bill with author's amendments
February 1, 2007, with a 74 Aye/O Noe vote. Senate concurred with Assembly amendments and sent bill to enrollment on February
5, 2007, with a 39 Aye/0 Noe vote. Enrolled and to the Governor on February 6, 2007. Governor signed and bill chaptered on
February 7, 2007.

% Section 3 of SB 41, Stats. 2007, ch. 1.



Bill Text Link

FTB Analysis Link

Committee/Floor Analysis

SB 41 Chaptered 2-07-07 Text

SB 41 Enrolled 2-06-07 Text

SB 41 Legislative Chg

SB 41 Amd 1-29-07 Text

SB 41 Amd 1-29-07

SB 41 Sen UnFB Amd 1-29-07
SB 41 ART Amd 1-29-07

SB 41 Intro 12-21-06 Text

SB 41 Intro 12-21-06

SB 41 Sen Flr Intro 12-21-06



http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_41_bill_20070207_chaptered.pdf
http://www.ftb.ca.gov/law/legis/07legchng/lc_sb41_0701.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_41_bill_20070205_enrolled.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_41_bill_20070129_amended_asm_v98.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB41_012907.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_41_cfa_20070205_104418_sen_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_41_cfa_20070130_090703_asm_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_41_bill_20061221_introduced.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB41_122106.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_41_cfa_20070117_135407_sen_floor.html

Public Meetings/Authorizes Special Meetings to Appoint an Interim Executive
Officer of a State Body
(Stats. 2007, ch. 92)°

Existing State Law

Under the Bagley-Keene Open Meeting Act, Article 9 (commencing with Section 11120) of
Chapter 1, Part 1, Division 3 of Title 1 of the Government Code (GC), existing state law requires
that all meetings of a state body be open and public and all persons be permitted to attend any
meeting of a state body, with specified exceptions for authorized closed sessions. A closed
session meeting is authorized for several purposes, including employment evaluations,
appointments, or dismissals, as well as pending litigation.

To conduct a meeting, state bodies are required to provide a 10-day notice to interested parties
and the general public, including the date, time, and items to be considered. In instances where
compliance with the 10-day notice would impose a substantial hardship on the state body or
when immediate action is required to protect the public interest, state bodies are authorized to
hold special meetings without the 10-day notice. At the commencement of the special meeting,
the body is required to make a finding that the 10-day notice requirement would impose a
substantial hardship on the body or that immediate action is required to protect the public
interest and must provide a factual basis for the finding. The finding must be adopted by a two-
thirds vote and must contain facts that support it. If none of these requirements is followed, then
the body cannot convene the special meeting and the meeting must be adjourned. When
considering the following purposes, the calling of a special meeting is warranted:

Pending litigation

Proposed legislation

Issuance of a legal opinion

Disciplinary action involving a state officer or employee

Purchase, sale, exchange, or lease of real property

License examinations and applications

Action on a loan or grant provided pursuant to Division 31 (commencing with Section
50000) of the Health and Safety Code

Response to a confidential final draft audit report

V. VVVVVVYYVY

Reasons for Change

This act stems from the unexpected death in 2006 of the executive officer of the Tahoe
Conservancy (Conservancy). The Conservancy was bound by the 10-day rule because death of
the executive officer is not a listed purpose, and thus the Conservancy could not expeditiously
appoint an interim executive officer.

Explanation of Provision
This act amended Section 11125.5 of the GC to authorize a state body to call a special meeting

to appoint an interim executive director of the state body upon the death, incapacity, or vacancy
in the office of the executive officer.

3 SB 519 (Senate Committee on Government Organization) - Senate passed bill on May 14, 2007, with a 39 Aye/0 Noe vote.
Assembly passed bill with author’'s amendments July 9, 2007, with a 76 Aye/0 Noe vote and Senate sent bill to enroliment. Enrolled
on July 12, 2007. Governor signed and bill was chaptered on July 20, 2007.
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Effective Date

This act became effective January 1, 2008, and operative on or after that date.

Bill Text Link FTB Analysis Link Committee/Floor Analysis

SB 519 Chaptered 7-20-07 Text | SB 519 Legislative Chg

SB 519 Enrolled 7-12-07 Text

SB 519 Introduced 2-22-07 Text | SB 519 Intro 2-22-07 SB 519 Asm Gov Org
SB 519 Sen Gov Org



http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0501-0550/sb_519_bill_20070720_chaptered.pdf
http://www.ftb.ca.gov/law/legis/07legchng/lc_sb519_0702.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0501-0550/sb_519_bill_20070711_enrolled.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0501-0550/sb_519_bill_20070222_introduced.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB519_022207.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0501-0550/sb_519_cfa_20070626_125706_asm_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0501-0550/sb_519_cfa_20070509_090116_sen_comm.html

Notice to FTB of the Administration of a Decedent’s Estate Required by Estate
Representative
(Stats. 2007, ch. 105)*

Background

Franchise Tax Board's (FTB) method of collecting a decedent’s unpaid tax liability depends on
how the assets of the decedent are disbursed. Generally, three methods are available to
conclude a decedent’s affairs. Depending on the size of the estate and actions taken prior to the
taxpayer's death, assets are transferred (1) by a court probate estate proceeding, (2) using a
trust established prior to the taxpayer’s death, or (3) informally by family members.

FTB's Decedent Unit receives a Notice of Administration of a Decedent’s Estate (notice) in two
ways:

» The representative provides actual notice to FTB as required for reasonably
ascertainable creditors of an estate, or

» FTB’'s Decedent Unit independently identifies an open probate by searching probate
case files in the superior courts of all 58 California counties.

FTB initiates a search for a probate estate when FTB's Decedent Unit determines that a
taxpayer with an income tax liability is deceased. FTB sends a Request for Probate Information
(FTB Form 4777) to the superior court in any of the 58 counties to locate probate information.
The superior court probate clerk must then search the court’s records for probate information
and return the form indicating whether a probate estate was established in that county. If
probate information is located, FTB files a Creditor’s Claim in the proceeding.

The Decedent Unit estimates that of the 50,000 estates probated each year, approximately 65%
are fully compliant with their tax obligations or have no obligations to resolve. The Decedent
Unit estimates that of the remaining 35% of cases probated annually, 25% of those estates, or
4,375 cases, provide notice to FTB or are independently located by FTB staff. Finally, the
approximately 13,125 cases, or 75% of the remaining probate case universe, remain
unidentified by FTB staff.

During the last five years, FTB has pursued approximately 94 transferee assessment cases
where the estate failed to satisfy the decedent’s unpaid state tax liability. These cases had an
estimated value of $1.8 million. The transferee assessment process is a manual collection
procedure that is costly, time consuming, and often not pursued for cost benefit reasons. In
addition, these cases surprise beneficiaries and require the beneficiaries to pay amounts to the
state that they believed were their unencumbered inheritance. In many cases, the beneficiaries
have already committed the assets. FTB discharges approximately 165 probate-related
transferee assessment cases each year with an estimated value of $2.0 million for cost benefit
reasons that could be resolved through FTB's receipt of timely notice and the opportunity to file
timely probate claims.

* AB 361 (Ma) — Assembly passed bill on May 21, 2007, with a 76 Aye/0 Noe vote. Senate passed bill with amendments on July 16,
2007, with a 36 Aye/0 Noe vote. Assembly concurred with Senate amendments and sent bill to enrollment on July 20, 2007, with a
76 Aye/0 Noe vote. Bill enrolled on July 24, 2007. Governor signed and bill chaptered on July 27, 2007.

5



Existing State Law

The administration of a decedent's estate is exclusively a matter of state law. The Internal
Revenue Service (IRS) is treated as a creditor of an estate when an estate has a federal tax
debt.

Probate proceedings are administered in the county where the decedent resided or owned real
property. The personal representative of a decedent’s estate is required to make a reasonably
diligent effort to identify creditors of the decedent and is required to provide any reasonably
ascertainable creditor with a notice. The notice is to be provided within four months after the
date the representative receives letters of administration or within 30 days from when the
representative first has knowledge of the creditor. Additionally, under certain circumstances, the
representative is required to provide specific notice to the Director of Health Services and the
Director of the California Victims Compensation and Government Claims Board.

Creditors of a decedent, including a state agency, are required to file a claim in the estate
proceedings within specific timeframes to obtain payment of a debt. All claims filed in an estate
must be resolved prior to closing the administration of the estate.

After a return is filed reporting both income earned by the decedent and income earned by the
estate, a representative may request a prompt audit of that return by FTB. If FTB proposes to
adjust the amount of tax reported, FTB must issue a notice proposing to assess the additional
tax or commence a proceeding in court without assessment for the collection of tax within 18
months from the date the representative requested the audit. FTB is barred from making a claim
in a probate proceeding after the 18-month period expires.

A claim by a public entity is not barred unless notice has been provided to that entity. Where
written notice is not provided, the claim is enforceable by an action against the beneficiaries of
the estate for the unpaid claim. If property is distributed before expiration of the time allowed a
public entity to file a claim, the public entity has a claim against the beneficiaries of the estate
that received the property. The state’s recourse when estate assets have been distributed
before a claim is filed is to pursue a transferee assessment against the beneficiaries that
received the estate assets.

Reasons for Change

The act allows FTB to codify a process that would assure that an estate representative
discovers and resolves a decedent’s income tax obligation, thus helping to close the tax

gap.
Explanation of Provision

This FTB-sponsored act requires that the personal representative of an estate notify FTB of the
probate proceedings within 90 days of when letters are first issued for the estate. The bill also
requires estates for which no petition for final distribution has been filed by January 1, 2008, to
provide FTB with notice within 90 days of that date.

According to the author, an estate representative often does not know a decedent's financial
affairs and, as a result, is unable to resolve tax obligations. This act codifies a process that
assures that an estate representative discovers and resolves a decedent's income tax
obligation, thus helping to close the tax gap.



Currently, if it is known that a claim is likely, a personal representative of an estate being
probated is required to notify the directors of Health Services and the California Victim
Compensation and Government Claims Board of the decedent's death within 90 days of when
letters for probate administration are first issued. The directors then have four months after
receiving notice to make their claims or pursue collection of outstanding fines. This act expands
that notice requirement to FTB, but does not limit the time period by which the department has
to make a claim against the estate.

Effective Date

This act became effective January 1, 2008, and operative for estates formally opened on or
after July 1, 2008.

Bill Text Link FTB Analysis Link Committee/Floor Analysis

AB 361 Chaptered 7-20-07 Text AB 361 Legislative Chg

AB 361 Enrolled 7-10-07 Text

AB 361 Amd 6-25-07 Text AB 361 Amd 6-25-07 AB 361 Asm Conc Amd 6-25-07

AB 361 Amd 6-04-07 Text AB 361 Amd 6-04-07 AB 361 Sen Jud Amd 6-04-07
AB 361 Amd 3-22-07 Text AB 361 Amd 3-22-07 AB 361 Asm Jud Amd 3-22-07
AB 361 Intro 2-14-07 Text AB 361 Intro 2-14-07 ---



http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_361_bill_20070720_chaptered.pdf
http://www.ftb.ca.gov/law/legis/07legchng/lc_AB361_0703.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_361_bill_20070710_enrolled.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_361_bill_20070625_amended_sen_v96.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB361_062507.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_361_cfa_20070629_153135_asm_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_361_bill_20070604_amended_sen_v97.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB361_060407.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_361_cfa_20070620_155314_sen_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_361_bill_20070322_amended_asm_v98.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB361_032207.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_361_cfa_20070324_123624_asm_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_361_bill_20070214_introduced.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/ab361_021407.pdf

Code Maintenance
(Stats. 2007, ch. 130)°

This act made numerous technical, nonsubstantive changes as a matter of code maintenance to
California law, including the Revenue and Taxation Code. These changes included punctuation,
grammar, and reference corrections.
Existing Law

Unaffected.

Reasons for Change
Each year, California's Legislative Counsel identifies grammatical and other errors of a technical
nature that have been inadvertently enacted into statutory law. The annual "Maintenance of the
Codes" hill is the vehicle for implementing these wholesale corrections. For inclusion into the
bill, the change must be technical only and may not affect or enact substantive law. Any
proposed change identified as having a substantive change is excised from the bill prior to
enactment.

Effective Date

This act became effective January 1, 2008, and operative on or after that date.

Bill Text Link FTB Analysis Link Committee/Floor Analysis

AB 299 Chap 7-27-07 Text |

AB 299 Enrolled 7-23-07 Text | ---

AB 299 Amd 6-11-2007 Text --- AB 299 Asm Concur 7-20-07
AB 299 Sen Jud Amd 6-11-07
AB 299 Intro 2-9-07 Text AB 299 Intro 2-9-07 AB 299 Asm Jud Intro 2-09-07

® AB 299 (Tran) - Assembly passed bill on April 12, 2007, with 74 Aye/ 0 Noe vote. Senate passed bill with amendments on July 9,
2007, with 40 Aye/ 0 Noe vote. Assembly concurred with Senate amendments and sent bill to enrollment on July 20, 2007, with 78
Aye/0 Noe vote. Enrolled and to the Governor on July 25, 2007. Governor signed and bill enacted on July 27, 2007.
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http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_299_bill_20070727_chaptered.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_299_bill_20070723_enrolled.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_299_bill_20070611_amended_sen_v98.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_299_cfa_20070709_163254_asm_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_299_cfa_20070627_155419_sen_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_299_bill_20070209_introduced.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/ab299_020907.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_299_cfa_20070324_123637_asm_comm.html

Court Ordered Debt Collection Program/Reduce Minimum Unpaid Debt Amounts
for Referral to $100/FTB Member of Task Force to Evaluate Criminal & Traffic-
Related Court Ordered Debts
(Stats. 2007, ch. 132)°

Background

Franchise Tax Board (FTB) currently collects debts referred from courts of 43 counties and
maintains an inventory of approximately 1.1 million cases. In August 2004, legislation was
enacted (SB 246, Stats. 2004, ch. 380) making FTB’s Court Ordered Debt program permanent
and requiring FTB to expand patrticipation to all 58 counties and superior courts. To meet this
requirement, FTB initiated the Court Ordered Debt Expansion (CODE) project to develop and
implement a scalable collection and billing system that includes web based electronic payment
capability to provide debtors basic access to their account information and provide online
payment options (i.e., payment by credit/debit card, requests for installment agreements).
CODE project is in development, and the department expects it to be functional by August 2009.
CODE is expected to administer an inventory of approximately 8 million cases from potentially
190 different courts.

Existing State Law

Under current state law, any fines, fees, penalties, forfeitures, restitution orders, or fines, or any
other amounts imposed by a superior or municipal court in California that are delinquent for 90
days or more can be referred to FTB for collection. The delinquent amount must be at least
$250 and includes debts imposed for criminal offenses, including violations of the Vehicle Code,
but excluding parking, registration, or offenses by bicyclists or pedestrians.

After issuing a preliminary notice to the debtor, FTB is authorized to collect the debts referred by
the courts in the same manner as authorized for collection of a delinquent personal income tax
liability. FTB’s costs attributable to this collection program are reimbursed through the amount
FTB collects for the program, not to exceed 15%. In general, the county or state fund originally
owed the debt receives the net collections after reduction by the amount of FTB’s departmental
costs.

Reasons for Change

The purpose of this act is to improve the overall process related to the imposition and collection
of court ordered fines, fees, and penalties, and increase the revenue derived from these
sources.

This act, sponsored by the Judicial Council of California, codified recommendations that were
made by the Collaborative Court-County Working Group on Enhanced Collection Status. This
act made minor changes to existing programs and established a new task force to review and
recommend changes that will improve the assessment and enforcement of criminal and traffic
court-related fines and penalties. This task force on criminal and traffic court fines and penalties
will make recommendations for simplifying California's criminal and traffic fine and penalty
assessment, collection, and distribution system, and address issues such as priority of
payments, cost recovery practices, and the expansion of comprehensive collection programs.
The author explained that the criminal fine structure has become so complicated with the

® AB 367 (DelLeon) - Assembly passed bill on May 21, 2007, with a 76 Aye/O Noe vote. Senate passed bill July 16, 2007, with
amendments on with 36 Aye/0 Noe vote. Assembly passed bill with Senate amendments and sent bill to enrollment on July 24,
2007. Enrolled and to the Governor on July 24, 2007. Governor signed and bill enacted on July 27, 2007.
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various add-ons, surcharges, and penalty assessments that an offense with a $100 base fine
can result in an actual fine of nearly $400. According to supporters, the American Federation of
State, County, and Municipal Employees, "[t]his legislation would make various adjustments to
current trial court policy that would result in more effective and efficient revenue generation."

Explanation of Provision

This act made the following substantive changes to the existing CODE project:

>

Reduced the minimum amount of court ordered debts referred for collection to FTB from
$250 to $100,

Added public defender fees to the county collection programs for court ordered debts,

Eliminated a county level working group that had been convened to examine collection
issues, and

Authorized the referral of debts based on violations for parking and registration and
offenses by pedestrians and bicyclists.

This act required establishing a task force to evaluate criminal court ordered debts imposed
against adult and juvenile offenders. The task force membership will include a representative
appointed by FTB, and will do the following:

>

Identify all criminal and traffic related court ordered fees, fines, forfeitures, penalties, and
assessments imposed under law.

Identify the distribution of revenue derived from those debts.

Consult with state and local entities that could be affected by a simplification and
consolidation of criminal court ordered debts.

Evaluate and make recommendations to the Judicial Council for consolidating and
simplifying the imposition of criminal court ordered debts and the distribution of the
revenue derived from those debts with the goal of improving the process for those
entities that benefit from the revenues but with no intention to redistribute the funds that
will have a detrimental affect on those entities.

Evaluate and make recommendations to the Judicial Council on or before December 31,
2009, regarding the priority in which court ordered debts should be satisfied and the use
of a comprehensive collection program including cost recovery practices.

Effective Date

This act became effective January 1, 2008, and operative as of that date.
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Bill Text Link

FTB Analysis Link

Committee/Floor Analysis

AB 367 Chap 7-28-07 Text

AB 367 Leqislative Chng

AB 367 Enrolled 7-24-07 Text

AB 367 Amd 6-28-07 Text

AB 367 Amd 6-28-07

AB 367 Asm Concur Amd 6-28-07
AB 367 Sen FIr Amd 6-28-07

AB 367 Amd 6-25-07 Text

AB 367 Amd 6-25-07

AB 367 Amd 5-15-07 Text

AB 367 Amd 5-15-07

AB 367 Sen Jud Amd 5-15-07

AB 367 Amd 4-17-07 Text

AB 367 Amd 4-17-07

AB 367 Asm Jud Amd 4-17-07

AB 367 Amd 3-22-07 Text

AB 367 Amd 3-22-07

AB 367 Intro 2-14-07 Text

AB 367 Intro 2-14-07

Additional links of interest:

http://www.courtinfo.ca.gov/jc/documents/reports/0804item5. pdf

http://sccounty0l.co.santa-

cruz.ca.us/BDS/GovStream/BDSvData/non_legacy/agendas/2006/20060613/PDF/015.pdf

Enhanced Collections: Home
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http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_367_bill_20070727_chaptered.pdf
http://www.ftb.ca.gov/law/legis/07legchng/lc_AB367_0704.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_367_bill_20070723_enrolled.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_367_bill_20070628_amended_sen_v94.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB367_062807.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_367_cfa_20070716_171137_asm_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_367_cfa_20070711_111948_sen_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_367_bill_20070625_amended_sen_v95.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB367_062507.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_367_bill_20070515_amended_asm_v96.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/ab367_051507.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_367_cfa_20070620_161759_sen_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_367_bill_20070417_amended_asm_v97.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/ab367_041707.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_367_cfa_20070423_112623_asm_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_367_bill_20070322_amended_asm_v98.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/ab367_032207.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0351-0400/ab_367_bill_20070214_introduced.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/ab367_021407.pdf
http://www.courtinfo.ca.gov/jc/documents/reports/0804item5.pdf
http://sccounty01.co.santa-cruz.ca.us/BDS/GovStream/BDSvData/non_legacy/agendas/2006/20060613/PDF/015.pdf
http://sccounty01.co.santa-cruz.ca.us/BDS/GovStream/BDSvData/non_legacy/agendas/2006/20060613/PDF/015.pdf
http://www2.courtinfo.ca.gov/collections/

Disallowance of Deduction if Failure to Report Payments for Personal
Services/Technical Clean-Up
(Stats. 2007, ch. 156)’

Background

California law generally follows federal law by requiring businesses to file information returns
reporting payments made by or to other persons (Forms W-2 and 1099). This information is
matched against income tax returns and generally used for purposes of identifying taxpayers
that have underreported or failed to report corresponding amounts received as income and to
verify certain deductions.

The provision disallowing a deduction if the taxpayer failed to file information returns was
enacted as part of the original California tax amnesty legislation in 1984 and was amended
several years later to make the provision discretionary rather than mandatory in its application.
AB 2892 (Assembly Committee on Revenue & Taxation, Stats. 2000, ch. 863) added, amended,
renumbered, and repealed various sections of the Revenue and Taxation Code (RTC) to
conform more closely to the language and structure of the Internal Revenue Code (IRC).

Existing State Law

Existing state law provides that Franchise Tax Board (FTB) may disallow a deduction for
payments made to an individual or entity as remuneration for personal services if those
payments are not reported on Forms W-2 (Wage and Tax Statement) or 1099 (payment
reporting) as required and as further described under Background. In addition, current state law
imposes a penalty if any person or entity fails to report amounts paid as remuneration for
personal services.

Reasons for Change

This FTB-sponsored act deleted obsolete cross-references to clarify that deductions may be
disallowed for payments for personal services if the paying taxpayer fails to report the payments
as required by law, and that penalties might be imposed for such failure to report. This act
removed ambiguity regarding the authority of FTB to disallow deductions for unreported
payments made for personal services, thereby potentially eliminating disputes between
taxpayers and the department.

Explanation of Provision

This act amended RTC sections 17299.8, 19175, and 24447 to refer to current RTC section
18631 instead of repealed RTC sections 18637 and 18638.

Effective Date

This act became effective January 1, 2008, and operative for taxable years beginning on or after
that date.

! SB 1044 (SRT) - Senate passed bill on May 7, 2007, with a 38 Aye/0 Noe vote. Assembly passed bill on July 12, 2007, with an 80
Aye/0 Noe vote. Enrolled and to the Governor on July 16, 2007. Governor signed and bill chaptered on July 27, 2007.
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Bill Text Link

FTB Analysis Link

Committee/Floor Analysis

SB 1044 Chap 7-27-07 Text

SB 1044 Leqislative Chg

SB 1044 Enrolled 7-13-07 Text

SB 1044 Intro 3-14-07 Text

SB 1044 Intro 3-14-07

SB 1044 ART Intro 3-14-07

SB 1044 SRT Intro 3-14-07
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http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_1001-1050/sb_1044_bill_20070727_chaptered.pdf
http://www.ftb.ca.gov/law/legis/07legchng/lc_sb1044_0705.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_1001-1050/sb_1044_bill_20070713_enrolled.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_1001-1050/sb_1044_bill_20070314_introduced.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB1044_031407.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_1001-1050/sb_1044_cfa_20070629_105026_asm_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_1001-1050/sb_1044_cfa_20070424_105943_sen_comm.html

Teacher Retention Tax Credit Repeal
(Stats. 2007, ch. 180)®

Existing Federal and State Law

Existing federal and state laws provide various tax credits designed to provide tax relief for
taxpayers that incur certain expenses (e.g., child adoption) or to influence behavior, including
business practices and decisions (e.g., research credits or economic development area hiring
credits). These credits generally are designed to provide incentives for taxpayers to perform
various actions or activities that they might not otherwise undertake.

Current state law allows a tax credit for credentialed teachers that is the lesser of 50% of the
amount of tax imposed on a teacher’s salary or the amount based upon the years of service as
a credentialed teacher, as follows:

» Atleast 4, but less than 6, years: $250

» At least 6, but less than 11, years: $500

» Atleast 11, but less than 20, years: $1,000
» 20 or more years: $1,500

The Teacher Retention Tax Credit was enacted in 2000 and first operative for the 2000 taxable
year. It was subsequently suspended for the 2002, 2004, 2005, and 2006 taxable years

Reasons for Change
According to committee staff®, repealing this credit will provide a general fund savings. The last
year the Teacher Retention Tax Credit was allowed in 2003, the credit usage totaled
approximately $155 million. The number of credentialed teachers has increased approximately
2.5% annually. For example, applying this annual growth to the 2003 credit usage would result
in a credit usage of approximately $170 million for the 2007 taxable year.
Explanation of Provision

This act repealed the Teacher Retention Tax Credit for taxable years beginning on or after
January 1, 2007.

Effective Date

As an urgency statute, this act became effective upon enactment on August 24, 2007, and
operative for taxable years beginning on or after January 1, 2007.

Bill Text Link FTB Analysis Link Committee/Floor Analysis

SB 87 Chap 8-24-07 Text SB 87 Legqislative Chg

SB 87 8-22-07 Enrolled Text

SB 87 7-19-07 Amd Text SB 87 Amd 7-19-07 SB 87 Sen UnFB Amd 7-19-07

SB 87 7-16-07 Amd Text - -

SB 87 Intro 1-17-07 Text SB 87 Sen UnFB Intro 1-17-07

8 SB 87 (Committee on Budget & Fiscal Review) Senate passed bill on April 19, 2007, with a 30Aye/6 Noe vote. Assembly passed
bill on with 64 Aye/21 Noe vote. Senate passed bill with Assembly amendments on August 21, 2007. Enrolled, approved by the
Governor, and chaptered on August 24, 2007.

o SB 87 Sen UnFB Amd July 19, 2007, page 3, under Fiscal Effects
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http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0051-0100/sb_87_bill_20070824_chaptered.pdf
http://www.ftb.ca.gov/law/legis/07legchng/lc_sb87_0706.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0051-0100/sb_87_bill_20070822_enrolled.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0051-0100/sb_87_bill_20070719_amended_asm_v97.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB87_071907.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0051-0100/sb_87_cfa_20070720_104420_sen_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0051-0100/sb_87_bill_20070716_amended_asm_v98.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0051-0100/sb_87_bill_20070117_introduced.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0051-0100/sb_87_cfa_20070417_120103_sen_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0051-0100/sb_87_cfa_20070720_104420_sen_floor.html

Court Records/Abstracts of Judgments or Decrees and Filings Contain only Last
Four Digits of Social Security Number

(Stats. 2007, ch. 189)*°

Existing State Law

Under existing state law, when an abstract of judgment or decree requiring payment of money is
certified by the clerk of the court, certain information is required to be shown in the abstract,

including the following:

VVVYYYVY

Title of court where judgment or decree is entered,

Date of entry of judgment,

Name and last known address of judgment debtor,

Name and address of judgment creditor,

The amount of the judgment, and

Social security number and driver's license number of debtor, if known.

Reasons for Change

According to the author’s office, the purpose of this act is to prevent identity theft.

Explanation of Provision

This act removed the requirement that an abstract of judgment contain the debtor’s full social

security number (SSN) and replaced it with the requirement that only the last four digits of that
debtor's SSN be shown. This requirement to show only the last four digits of the SSN would be
applicable to other related court documents, such as Amendments to an Abstract of Judgment.

Effective Date

This act became effective on January 1, 2008, and operative for abstracts filed on or after that

date.

Bill Text Link

FTB Analysis Link Committee/Floor Analysis

SB 644 Chap 8-31-07 Text

SB 644 Leqislative Chg

SB 644 Enrolled Text

SB 644 Amd 3-29-07 Text

SB 644 Amd 3-29-07 SB 644 Sen 3d Amd 3-29-07
SB 644 Asm Jud Amd 3-29-07

SB 644 Intro 2-22-07 Text

SB 644 Sen Jud Intro 2-22-07

10 SB 644 (Ackerman) — Senate passed bill on May 24, 2007, with a 36 Aye/0 Noe vote. Assembly passed bill on August 21, 2007,
with a 76 Aye/0 Noe vote. The bill was enrolled on August 24, and chaptered on August 31, 2007.
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http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0601-0650/sb_644_bill_20070831_chaptered.pdf
http://www.ftb.ca.gov/law/legis/07legchng/lc_sb644_0707.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0601-0650/sb_644_bill_20070822_enrolled.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0601-0650/sb_644_bill_20070329_amended_sen_v98.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB644_032907.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0601-0650/sb_644_cfa_20070713_152424_asm_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0601-0650/sb_644_cfa_20070702_111657_asm_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0601-0650/sb_644_bill_20070222_introduced.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0601-0650/sb_644_cfa_20070328_160232_sen_comm.html

Disaster Loss Deduction and Excess Loss Carryover for the October 2006,
Riverside County Wildfires
(Stats. 2007, ch. 222)**

Program Background

On October 26, 2006, the Riverside County wildfires were declared by Governor
Schwarzenegger to be a disaster; President Bush did not declare these fires to be a federal
disaster.

Existing Federal and State Law

Under federal and state law, a casualty loss is defined as the damage, destruction, or loss of
property resulting from an identifiable event that is sudden, unexpected, or unusual. A disaster
loss occurs when business or personal property is completely or partially destroyed as a result
of a fire, storm, flood, or other natural event in an area declared to be a disaster by the
President of the United States.

An individual taxpayer with a non-business casualty/disaster loss that is not reimbursed, by
insurance or otherwise, may deduct such losses to the extent that each loss exceeds $100 and
aggregate net losses for the taxable year exceed 10% of adjusted gross income. Additionally, a
taxpayer can elect to file an amended return to deduct a casualty loss in the taxable year prior
to the loss year to receive a refund more quickly. However, this election only applies to casualty
losses occurring in a Presidentially-declared disaster area.

Under federal and state law, a net operating loss (NOL) is created when business deductions
exceed gross income. Thus, as a general rule, an individual taxpayer cannot have an NOL
unless the return contains business deductions. A significant exception exists for casualty
losses. Any deductible personal casualty loss is treated as a business deduction for the purpose
of calculating an NOL.

Under federal law, an NOL may be carried back up to two years to generate a refund. Any
remaining NOL may be carried forward for up to 20 years to reduce future income tax liabilities.
If a taxpayer elects to deduct a disaster loss in the preceding year and that deduction creates an
NOL for that preceding year, the taxpayer can carry back that disaster loss to the two years
preceding the year in which the taxpayer deducted the loss. An election to deduct a disaster
loss in the preceding year could potentially provide refunds for three taxable years.

Under current state law, no carryback is allowed and the carry forward period for NOLs is limited
to 10 years.

State tax law identifies specific events as disasters and excess disaster losses are allowed
special carry forward treatment. That is, 100% of the excess disaster loss may be carried over
for up to five taxable years, and if any excess loss remains after the five-year period, the
remaining excess loss may be carried over for up to 10 additional years. In addition, for
disasters that were the subject of a Governor’'s proclamation but not the subject of a Presidential
disaster declaration, enactment of state law identifying a specific event as a disaster for state
tax law purposes authorizes the taxpayer to elect to deduct the disaster loss on the return for

'SB 38 (Battin) — Senate Floor passed the bill on June 6, 2007, with a vote of Ayes: 40, Noes: 0; Assembly Floor passed the bill
on August 30, 2007, with a vote of Ayes: 78, Noes; Concurrence on September 5, 2007, with a vote of Ayes: 38, Noes: 0. This bill
was enrolled on September 11, 2007, and enacted September 21, 2007.
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the prior taxable year. Disaster losses subject to the special treatment under state law may not
be taken into account in computing an NOL for state tax purposes.

Reasons for Change

According to the author’s staff, the purpose of the act is to provide immediate tax relief to
individuals and businesses affected by the Riverside County wildfires.

Explanation of Provision

This act added wildfires that occurred in Riverside County in October 2006 to the current list of
specified disasters under the Personal Income Tax and Corporation Tax Laws.

This act allows special disaster treatment of losses sustained as a result of those wildfires.
Specifically, since the President has not proclaimed a disaster for any of these fires, this act
allows a taxpayer to elect to claim the loss either in the year the loss occurred or in the year
preceding the loss. If a taxpayer elects to take the loss in the preceding year, this act allows the
taxpayer to file an amended return immediately for the prior year. This act also allows special
disaster loss carryover treatment. A taxpayer may elect to claim the loss either in the year the
loss occurred or in the year preceding the loss. If a taxpayer elects to take the loss in the
preceding year, this act allows the taxpayer to file an amended return immediately for the
prior year.

This act also contained triple jointing language™? that incorporated provisions from SB 114
(Florez) and AB 62 (Nava) that allows taxpayers affected by the freeze of 2007, and those
affected by the fires that occurred in Ventura County in 2006 and El Dorado County, Santa
Barbara and Ventura Counties in 2007, disaster loss treatment for their losses.

Effective Date

As an urgency measure, this act was effective and operative immediately upon enactment on
September 21, 2007.

Bill Text Link FTB Analysis Link Committee/Floor Analysis
SB 38 Chap 9-21-07 Text SB 38 Legislative Chg

SB 38 Enrolled Text

SB 38 Amd 8-27-07 Text SB 38 Amd 8-27-07 & 8-20-07 SB 38 Sen UnFB 8-27-07
SB 38 Amd 8-20-07 Text SB 38 Asm App 8-20-07
SB 38 Amd 7-12-07 Text SB 38 Amd 7-12-07 ---

SB 38 Intro 12-11-06 Text SB 38 Intro 12-11-06 SB 38 SRT Intro 12-11-06

SB 38 ART Intro 12-11-06

12 When the provisions of one or more chaptered bills amend the same code section, the language of both bills may be amended to
provide for "double jointing.” “Double jointing” adds provisions to all the affected bills that would make effective all of the changes in
a section of a code or general law proposed by that bill and one or more other bills, if each bill is chaptered. Absent "double jointing"
language, the code section as amended by the bill with the higher chapter number takes effect and "chapters out" the code section
as amended by the bill with the lower chapter number.

http://www.senate.ca.qov/ftp/SEN/COMMITTEE/STANDING/LOC GOV/ home/DOUBLEJOINING.HTM,
http://www.assembly.ca.gov/clerk/BILLSLEGISLATURE/glossary.asp?valid=1&target=1
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http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_38_bill_20070921_chaptered.pdf
http://www.ftb.ca.gov/law/legis/07legchng/lc_sb38_0708.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_38_bill_20070906_enrolled.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_38_bill_20070827_amended_asm_v96.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB38_082007.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_38_cfa_20070831_143922_sen_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_38_bill_20070820_amended_asm_v97.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_38_cfa_20070821_125021_asm_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_38_bill_20070712_amended_asm_v98.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB38_071207.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_38_bill_20061211_introduced.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB38_121106.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_38_cfa_20070423_181653_sen_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0001-0050/sb_38_cfa_20070706_115739_asm_comm.html
http://www.senate.ca.gov/ftp/SEN/COMMITTEE/STANDING/LOC_GOV/_home/DOUBLEJOINING.HTM
http://www.assembly.ca.gov/clerk/BILLSLEGISLATURE/glossary.asp?valid=1&target=1
http://www.assembly.ca.gov/clerk/BILLSLEGISLATURE/glossary.asp?valid=1&target=1

Disaster Loss Deduction and Excess Loss Carryover for Specified Counties for
the Freezing Conditions That Occurred in January 2007
(Stats. 2007, ch. 223)*®

Program Background

On February 15, 2007, Governor Schwarzenegger proclaimed 18 counties to be in a state of
emergency due to the freeze of January 2007. The 18 counties designated in the proclamation
include El Dorado, Fresno, Imperial, Kern, Kings, Madera, Merced, Monterey, Riverside, San
Bernardino, San Diego, San Luis Obispo, Santa Barbara, Santa Clara, Stanislaus, Tulare,
Ventura, and Yuba.

On March 13, 2007, President George W. Bush declared 12 counties in California as a federal
disaster as a result of the January 2007 freeze®, 11 of which were also declared by the
Governor. The 12 counties designated as federal disaster areas include Fresno, Imperial, Kern,
Los Angeles, Monterey, Riverside, San Bernardino, San Diego, San Luis Obispo, Santa
Barbara, Tulare, and Ventura Counties. Los Angeles County was excluded from the Governor’s
proclamation. The President’s declaration excludes El Dorado, Kings, Madera, Santa Clara,
Stanislaus, and Yuba Counties. As a result, these six counties would need state legislation to be
enacted to deduct the disaster loss on the prior year’s return and receive disaster loss
treatment.

Existing Federal and State Law

Under federal and state law, a casualty loss is defined as the damage, destruction, or loss of
property resulting from an identifiable event that is sudden, unexpected, or unusual. A disaster
loss occurs when business or personal property is completely or partially destroyed as a result
of a fire, storm, flood, or other natural event in an area declared to be a disaster by the
President of the United States.

An individual taxpayer with a non-business casualty/disaster loss that is not reimbursed, by
insurance or otherwise, may deduct such losses to the extent that each loss exceeds $100 and
aggregate net losses for the taxable year exceed 10% of adjusted gross income. Additionally, a
taxpayer can elect to file an amended return to deduct a casualty loss in the taxable year prior
to the loss year to receive a refund more quickly. However, this election only applies to casualty
losses occurring in a Presidentially-declared disaster area.

Under federal and state law, a net operating loss (NOL) is created when business deductions
exceed gross income. Thus, as a general rule, an individual taxpayer cannot have an NOL
unless the return contains business deductions. A significant exception exists for casualty
losses. Any deductible personal casualty loss is treated as a business deduction for the purpose
of calculating an NOL.

Under federal law, an NOL may be carried back up to two years to generate a refund. Any
remaining NOL may be carried forward for up to 20 years to reduce future income tax liabilities.
If a taxpayer elects to deduct a disaster loss in the preceding year and that deduction creates an

13 SB 114 (Florez) - Senate Floor passed the bill on March 28, 2007, with a vote of Ayes: 36, Noes: 0; Assembly Floor passed the
bill on September 5, 2007, with a vote of Ayes: 78, Noes; Concurrence on September 7, 2007, with a vote of Ayes: 39, Noes: 0.
This bill was enrolled on September 12, 2007, and enacted September 21, 2007.

4 http://www.fema.gov/news/dfrn.fema?id=7628, http://www.fema.gov/news/dfrn.fema?id=7766
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NOL for that preceding year, the taxpayer can carry back that disaster loss to the two years
preceding the year in which the taxpayer deducted the loss. An election to deduct a disaster
loss in the preceding year could potentially provide refunds for three taxable years.

Under current state law, no carryback is allowed and the carry forward period for NOLs is limited
to 10 years.

State tax law identifies specific events as disasters and excess disaster losses are allowed
special carry forward treatment. That is, 100% of the excess disaster loss may be carried over
for up to five taxable years, and if any excess loss remains after the five-year period, the
remaining excess loss may be carried over for up to 10 additional years. In addition, for
disasters that were the subject of a Governor’'s proclamation but not the subject of a Presidential
disaster declaration, enactment of state law identifying a specific event as a disaster for state
tax law purposes authorizes the taxpayer to elect to deduct the disaster loss on the return for
the prior taxable year. Disaster losses subject to the special treatment under state law may not
be taken into account in computing an NOL for state tax purposes.

Reasons for Change

According to the author’s office, the purpose of the act is to provide immediate tax relief to
individuals and businesses affected by the freezing conditions of January 11, 2007.

Explanation of Provision

This act added the freezing conditions that occurred in California commencing January 11,
2007, to the current list of specified disasters under the Personal Income Tax Law and the
Corporation Tax Law. The counties included in the bill's provision are El Dorado, Fresno,
Imperial, Kern, Kings, Madera, Merced, Monterey, Riverside, San Bernardino, San Diego, San
Luis Obispo, Santa Barbara, Santa Clara, Stanislaus, Tulare, Ventura, and Yuba Counties.
Specifically, this act allows a taxpayer to elect to claim the loss either in the year the loss
occurred or in the year preceding the loss. If a taxpayer elects to take the loss in the preceding
year, this act allows the taxpayer to file an amended return immediately for the prior year.

This act contained triple jointing language that incorporates provisions from SB 38 (Battin) and
AB 62 (Nava) that allows taxpayers affected by the fires that occurred in Riverside and Ventura
Counties in 2006 and El Dorado, Santa Barbara, and Ventura Counties in 2007, disaster loss
treatment for their losses.

Effective Date

As an urgency measure, this act became effective and operative immediately upon enactment
on September 7, 2007.

Bill Text Link FTB Analysis Link Committee/Floor Analysis

SB 114 Chap 9-07-07 Text SB 114 Leqislative Chg

SB 114 Enrolled Text --- ---

SB 114 Amd 8-31-07 Text SB 114 Amd 8-31-07 SB 114 Sen UnFB Amd 8-31-07
SB 114 Sen 3d Amd 8-31-07

SB 114 Amd 7-03-07 Text SB 114 Amd 7-03-07 SB 114 Asm App Amd 7-03-07

SB 114 Amd 3-07-07 Text SB 114 Amd 3-07-07 SB 114 ART Amd 3-07-07

SB 114 Amd 2-20-07 Text SB 114 Amd 2-20-07 SB 114 SRT Amd 2-20-07

SB 114 Intro 1-22-07 Text SB 114 Intro 1-22-07
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http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0101-0150/sb_114_bill_20070921_chaptered.pdf
http://www.ftb.ca.gov/law/legis/07legchng/lc_sb114_0709.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0101-0150/sb_114_bill_20070910_enrolled.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0101-0150/sb_114_bill_20070831_amended_asm_v95.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB114_083107.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0101-0150/sb_114_cfa_20070906_102932_sen_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0101-0150/sb_114_cfa_20070904_210535_asm_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0101-0150/sb_114_bill_20070703_amended_asm_v96.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB114_070307.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0101-0150/sb_114_cfa_20070717_150133_asm_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0101-0150/sb_114_bill_20070307_amended_sen_v97.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB114_030707.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0101-0150/sb_114_cfa_20070615_120626_asm_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0101-0150/sb_114_bill_20070220_amended_sen_v98.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB114_022007.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0101-0150/sb_114_cfa_20070323_145555_sen_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0101-0150/sb_114_bill_20070122_introduced.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/SB114_012207.pdf

Disaster Loss Deduction and Excess Loss Carryover for 2006 Ventura County
Wildfires and 2007 El Dorado, Santa Barbara, and Ventura County Wildfires
(Stats. 2007, ch. 224)*

Program Background

Governor Schwarzenegger proclaimed a state of emergency for the Ventura County wildfire on
September 24, 2006, the El Dorado County wildfire on July 25, 2007, and the Ventura/Santa
Barbara Counties wildfires on August 3 and August 19, 2007.

The President did not declare a disaster for any of the wildfires discussed above. However,
federal fire management assistance was provided through the President’s Disaster Relief Fund
and made available by FEMA to assist in fighting the fire.

Existing Federal and State Law

Under federal and state law, a casualty loss is defined as the damage, destruction, or loss of
property resulting from an identifiable event that is sudden, unexpected, or unusual. A disaster
loss occurs when business or personal property is completely or partially destroyed as a result
of a fire, storm, flood, or other natural event in an area declared to be a disaster by the
President of the United States.

An individual taxpayer with a non-business casualty/disaster loss that is not reimbursed, by
insurance or otherwise, may deduct such losses to the extent that each loss exceeds $100 and
aggregate net losses for the taxable year exceed 10% of adjusted gross income. Additionally, a
taxpayer can elect to file an amended return to deduct a casualty loss in the taxable year prior
to the loss year to receive a refund more quickly. However, this election only applies to casualty
losses occurring in a Presidentially-declared disaster area.

Under federal and state law, a net operating loss (NOL) is created when business deductions
exceed gross income. Thus, as a general rule, an individual taxpayer cannot have an NOL
unless the return contains business deductions. A significant exception exists for casualty
losses. Any deductible personal casualty loss is treated as a business deduction for the purpose
of calculating an NOL.

Under federal law, an NOL may be carried back up to two years to generate a refund. Any
remaining NOL may be carried forward for up to 20 years to reduce future income tax liabilities.
If a taxpayer elects to deduct a disaster loss in the preceding year and that deduction creates an
NOL for that preceding year, the taxpayer can carry back that disaster loss to the two years
preceding the year in which the taxpayer deducted the loss. An election to deduct a disaster
loss in the preceding year could potentially provide refunds for three taxable years.

Under current state law, no carryback is allowed and the carry forward period for NOLSs is limited
to 10 years.

5 AB 62 (Nava) - Assembly passed bill on May 3, 2007, with a 40 Aye/0 Noe vote. Senate passed bill with amendments on
September 5, 2007, with a 38 Aye/0 Noe vote. Assembly concurred with Senate amendments and sent bill to enroliment on
September 6, 2007, with a 78 Aye/0 Noe vote. Bill enrolled on September 14, 2007. Governor signed and bill chaptered on

September 21, 2007.
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State tax law identifies specific events as disasters and excess disaster losses are allowed
special carry forward treatment. That is, 100% of the excess disaster loss may be carried over
for up to five taxable years, and if any excess loss remains after the five-year period, the
remaining excess loss may be carried over for up to 10 additional years. In addition, for
disasters that were the subject of a Governor’'s proclamation but not the subject of a Presidential
disaster declaration, enactment of state law identifying a specific event as a disaster for state
tax law purposes authorizes the taxpayer to elect to deduct the disaster loss on the return for
the prior taxable year. Disaster losses subject to the special treatment under state law may not
be taken into account in computing an NOL for state tax purposes.

Reasons for Change

According to the author’s staff, this provides immediate tax relief to individuals and businesses
affected by the wildfires.

Explanation of Provision

This act added the wildfires that occurred in Ventura County in 2006 and in El Dorado, Santa
Barbara, and Ventura Counties during 2007 to the current list of specified disasters under the
Personal Income Tax Law and the Corporation Tax Law.

This act allowed special disaster treatment of losses sustained as a result of those wildfires.
Specifically, because the President did not proclaim a disaster for any of these fires, this act
allows a taxpayer to elect to claim the loss either in the year the loss occurred or in the year
preceding the loss. If a taxpayer elects to take the loss in the preceding year, this act allows the
taxpayer to file an amended return immediately for the prior year.

This act contained triple-jointing language that incorporated provisions from SB 38 (Battin) and
SB 114 (Florez) to which AB 62 prevailed. Those acts allow taxpayers affected by the fires that
occurred in Riverside County in 2006 or by the freeze of 2007 disaster loss treatment for their
losses.

Effective Date

As an urgency measure, this act became effective and operative immediately upon enactment
on September 21, 2007.

Bill Text Link FTB Analysis Link Committee/Floor Analysis

AB 62 Chap 9-21-07 Text AB 62 Legislative Chg

AB 62 Enrolled Text

AB 62 Amd 8-27-07 Text AB 62 Amd 8-27-07 AB 62 Asm Concur Amd 8-27-07

AB 62 Sen 3d 8-27-07
AB 62 Sen App Amd 8-27-07

AB 62 Amd 7-20-07 Text AB 62 Amd 7-20-07 AB 62 Sen App Amd 7-20-07
AB 62 Amd 7-03-07 Text AB 62 Amd 7-03-07 AB 62 SRT Amd 7-03-07

AB 62 Amd 6-12-07 Text AB 62 Amd 6-12-07

AB 62 Amd 5-15-07 Text AB 62 Amd 5-15-07

AB 62 Amd 4-09-07 Text AB 62 Amd 4-09-07 AB 62 Asm 3d 4-09-07

AB 62 Amd 2-22-07 Text AB 62 Amd 2-22-07 AB 62 ART Amd 2-22-07

AB 62 Intro 12-04-06 Text AB 62 Intro 12-04-06
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http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_bill_20070921_chaptered.pdf
http://www.ftb.ca.gov/law/legis/07legchng/lc_AB62_0710.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_bill_20070910_enrolled.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_bill_20070827_amended_sen_v92.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB62_082707.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_cfa_20070905_200500_asm_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_cfa_20070831_142945_sen_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_cfa_20070830_141410_sen_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_bill_20070720_amended_sen_v93.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB62_072007.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_cfa_20070822_103014_sen_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_bill_20070703_amended_sen_v94.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB62_070307.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_cfa_20070709_170333_sen_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_bill_20070612_amended_sen_v95.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB62_061207.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_bill_20070515_amended_sen_v96.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB62_051507.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_bill_20070409_amended_asm_v97.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB62_040907.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_cfa_20070502_171111_asm_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_bill_20070222_amended_asm_v98.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB62_022207.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_cfa_20070323_103025_asm_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0051-0100/ab_62_bill_20061204_introduced.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/AB62_120406.pdf

Property Tax Exemption/Fruit and Nut Bearing Trees/January 2007 Freeze
(Stats. 2007, ch. 225)*®

Existing State Law

Existing state law exempts from property taxation fruit and nut trees until four years after the
season in which planted in orchard form and exempts grapevines until three years after the
season in which planted in vineyard form.
For purposes of this property tax exemption, any fruit-or nut-bearing tree or any grapevine
severely damaged during the exemption period by the December 1990 or December 1998
freeze, so as to require pruning to the trunk or bud union to establish a new shoot as a
replacement for the damaged tree or grapevine, shall be considered a new planting in orchard
or vineyard form.

Reasons for Change

The intent of this act is to extend an existing property tax exemption for certain newly-planted
fruit and nut bearing trees to existing trees that were damaged during the January 2007 freeze.

Explanation of Provision

This act added fruit and nut trees that were severely damaged by the freeze of January 2007 to
the current property tax exemptions allowed for trees subject to other specified freezes.

Effective Date

As a tax levy, this act became effective immediately upon enactment on September 21, 2007,
and operative for taxable years beginning on and after January 1, 2007.

Bill Text Link FTB Analysis Link Committee/Floor Analysis

AB 297 Chap 12-21-07 Text AB 297 Legqislative Chg

AB 297 Enrolled Text --- ---

AB 297 Intro 2-09-07 Text AB 297 Intro 2-09-07 AB 297 Sen 3d Intro 2-09-07
AB 297 SRT Intro 2-09-07
AB 297 ART Intro 2-09-07

'® AB 297 (Maze - Assembly passed bill on April 26, 2007, with a 74 Aye/0 Noe vote. Senate passed bill with amendments on
August 30, 2007, with a 39 Aye/0 Noe vote. Bill enrolled on September 6, 2007. Governor signed and bill chaptered on September
21, 2007.
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http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_297_bill_20070921_chaptered.pdf
http://www.ftb.ca.gov/law/legis/07legchng/lc_AB297_0711.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_297_bill_20070904_enrolled.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_297_bill_20070209_introduced.pdf
http://www.ftb.ca.gov/law/legis/07_08bills/ab297_020907.pdf
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_297_cfa_20070821_091938_sen_floor.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_297_cfa_20070709_170406_sen_comm.html
http://www.leginfo.ca.gov/pub/07-08/bill/asm/ab_0251-0300/ab_297_cfa_20070323_103018_asm_comm.html

Exempt Organizations/Exempt from State Taxes upon Submission of Notification
Issued by IRS Approving Tax Exempt Status
(Stats. 2007, ch. 238)"

Program Background

The department receives approximately 7,000 requests for tax-exempt status determinations
annually. Of these requests, 10% are rejected either for failing to include all required
documentation or for failing to meet the requirements for exemption.

Existing Federal Law

Under the Internal Revenue Code (IRC), certain entities, often referred to as tax-exempt
organizations, are exempt from federal income tax. A tax-exempt organization can be a trust,
unincorporated association, or nonprofit corporation.

The terms “nonprofit” and “tax-exempt” have different meanings. Nonprofit status is a matter of
state law, which governs the organization and creation of the entity. All tax-exempt
organizations are nonprofit, but not all nonprofits are tax-exempt.

IRC 501(c)(3) organizations make up the largest category of tax-exempt entities. They are
organized and operated for one or more of the following purposes:

Charitable

Educational

Religious

Scientific

Literary

Testing for public safety

Fostering national or international amateur sports competition
Preventing cruelty to children or animals

VVVVVVYY

To qualify for exempt status with the Internal Revenue Service (IRS), an IRC 501(c)(3)