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CHAPTER 42

An act to amend Sections 42885 and 42889 of the Public Resources Code,
and to amend Sections 6902.5, 17039, and 23036 of, to add Sections 17039.4,
17276.24, 23036.4, and 24416.24 to, and to add and repeal Sections 17039.5
and 23036.5 of, the Revenue and Taxation Code, relating to taxation, and
making an appropriation therefor, to take effect immediately, bill related to
the budget.

[Approved by Governor June 29, 2024. Filed with Secretary of
State June 29, 2024.]

LEGISLATIVE COUNSEL’S DIGEST

SB 175, Committee on Budget and Fiscal Review. Taxation.

(1) The Personal Income Tax Law and the Corporation Tax Law, in
modified conformity with federal incometax laws, allow various deductions
in computing the income that is subject to the taxes imposed by those laws,
including a deduction for a net operating loss, as specified. Existing law
disalows the net operating loss deduction, as specified, for taxable years
beginning on or after January 1, 2020, and before January 1, 2022.

Senate Bill 167 of the 2023-24 Regular Session (Senate Bill 167) proposes
to disallow the net operating loss deduction for taxable years beginning on
or after January 1, 2024, and before January 1, 2027.

This bill would provide that the disallowance of the net operating loss
deduction proposed by Senate Bill 167 would not apply for taxable years
inwhich the Director of Finance determinesthat General Fund money over
the multiyear forecast is sufficient without the revenue impact of the net
operating loss suspension and credit limitation, and there is legidlation in
the annual Budget Act not applying those provisions, as specified.

(2) ThePersona Income Tax Law and the Corporation Tax Law authorize
various credits against the taxes imposed by those laws. Existing law, for
taxable years beginning on or after January 1, 2020, and before January 1,
2022, limits the total tax reduction by all business credits, as defined, to
$5,000,000 per taxable year, and allows the amounts disallowed by that
limit to be carried over, as specified.

Senate Bill 167 proposesto similarly apply a $5,000,000 business credit
limit and related carryover provisionsto taxable years beginning on or after
January 1, 2024, and before January 1, 2027, as provided, unless a specified
exception applies.

Thisbill would provide that the $5,000,000 business credit limit proposed
by Senate Bill 167 would not apply for taxable yearsin which the Director
of Finance determinesthat General Fund money over the multiyear forecast
issufficient without the revenue impact of the net operating | oss suspension
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and credit limitation, and there is legislation in the annual Budget Act not
applying those provisions, as specified.

Thishill, for aqualified taxpayer who electsto receive a specified refund
under the motion picture credit, would allow the amount of the credit under
the mation picture credit that exceeds the $5,000,000 limitation proposed
in Senate Bill 167 to be refunded in thefirst taxable year that the limitation
is not operative, subject to certain conditions.

This bill, for taxable years beginning on or after January 1, 2024, and
before January 1, 2027, would allow a taxpayer to make an irrevocable
election to receive an annual refundable credit amount, beginning the 3rd
taxable year after the election is made, equal to 20% of the qualified credits
that would have otherwise been available to the taxpayer but for the
$5,000,000 limitation proposed in Senate Bill 167. The bill would require
the annual refundable credit amount to be allowed as acredit for the taxable
year, as specified, and would require the balance, if any, to be paid from
the Tax Relief and Refund A ccount to the taxpayer. By authorizing arefund
to be paid from the Tax Relief and Refund Account, a continuously
appropriated fund, the bill would make an appropriation.

(3) TheSalesand UseTax Law, inlieu of specified creditsallowed under
the Personal Income Tax Law and the Corporation Tax Law for qualified
expenditures paid or incurred by ataxpayer for the production of aqualified
motion picture, allowsaqualified taxpayer or affiliate to make anirrevocable
election to apply that income tax credit amount against qualified sales and
use taxes imposed on the qualified taxpayer in the reporting periodsin the
following 5 years. Under existing law, anountsincluded in the election are
excluded from the $5,000,000 business credit limitation described above.

Existing law, for irrevocable elections made on and after June 29, 2020,
imposes, until January 1, 2022, a cap of $5,000,000 per taxable year on
those tax credit amounts the taxpayer would otherwise be alowed to apply
against those sales and use taxes for taxable years beginning on or after
January 1, 2020, and before January 1, 2022, as specified.

Senate Bill 167 similarly proposes to impose a $5,000,000 limitation on
those tax credit amounts applied against qualified sales and use taxes, as
specified.

This bill would specify that the $5,000,000 credit limitation applies for
the 2024, 2025, and 2026 calendar years. The bill would provide that the
$5,000,000 tax credit cap proposed by Senate Bill 167 would not apply in
the 2025 or 2026 calendar yearsif the Director of Finance determines that
General Fund money over the multiyear forecast is sufficient without the
revenue impact of the net operating loss suspension and credit limitation,
and there is legidation in the annual Budget Act not applying those
provisions, as specified.

(4) The CdliforniaTire Recycling Act, until January 1, 2034, requires a
person who purchases a new tire, as defined, to pay a Californiatire fee of
$1.75 per tire, for deposit, except for 1%,% retained by retailers and as
provided below, in the California Tire Recycling Management Fund for
expenditure by the Department of Resources Recycling and Recovery upon

96



—3— Ch. 42

appropriation by the Legislature for prescribed purposes related to disposal
and use of used tires. Commencing January 1, 2034, existing law reduces
the Cdifornia tire fee to $0.75 per tire and changes the retailers' share to
3%. Existing law authorizes the department, in carrying out the act, to solicit
and use any and all expertise availablein, and to contract or cooperate with,
other state agencies, as provided. Existing law authorizes the department
to contract with the California Department of Tax and Fee Administration
to collect the fees imposed under the division. Existing law requires the
department, or its authorized agent, to be reimbursed for its costs of
collection, auditing, and making refunds associated with the CaliforniaTire
Recycling Management Fund, in an amount not to exceed 3% of the total
annual revenue deposited in the fund.

Existing law requires the payment of sales and use taxes, and specified
taxes, fees, and surcharges that are administered by the California
Department of Tax and Fee Administration under the provisions of the Sales
and Use Tax Law and the Fee Collection Procedures Law, respectively. A
violation of the Fee Collection Procedures Law isacrime.

Senate Bill 167 proposes, among other things, to require the California
Department of Tax and Fee Administration to collect specified feesimposed
by the Cdifornia Tire Recycling Act pursuant to the Fee Collection
Procedures Law.

This bill, if Senate Bill 167 becomes operative, would instead specify
that the California Department of Tax and Fee Administration is required
to collect the Californiatire fee pursuant to the Fee Collection Procedures
Law. By expanding the scope of crimes, the bill would impose a
state-mandated local program. The bill would make additiona nonsubstantive
changes to the California Tire Recycling Act amendments proposed by
Senate Bill 167.

(5) This bill would make additional conforming changes related to tax
administration.

(6) The California Consgtitution requires the state to reimburse local
agenciesand school districtsfor certain costs mandated by the state. Statutory
provisions establish procedures for making that reimbursement.

This bill would provide that no reimbursement is required by this act for
a specified reason.

(7) Thisbill would providethat it would become operativeonly if Senate
Bill 167 of the 2023—-24 Regular Session is enacted and becomes effective.

(8) Thisbill would declare that it is to take effect immediately as a bill
providing for appropriations related to the Budget Bill.

Appropriation: yes.

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

SECTION 1. Section 42885 of the Public Resources Code, as amended
by Section 20 of Chapter 355 of the Statutes of 2022, is amended to read:
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42885. (@) For purposes of this section, “Californiatire fee” meansthe
fee imposed pursuant to this section.

(b) (1) A personwho purchasesanew tire, asdefined in subdivision (g),
shall pay a Californiatire fee of one dollar and seventy-five cents ($1.75)
per tire.

(2) The retail seller shall charge the retail purchaser the amount of the
Cdliforniatirefee asachargethat is separate from, and not included in, any
other fee, charge, or other amount paid by the retail purchaser.

(3) The retail seller shall collect the California tire fee from the retail
purchaser at the time of sale and may retain 1%, percent of the fee as
reimbursement for any costs associated with the collection of the fee. The
retail seller shall remit the remainder to the state on a quarterly schedule
for deposit in the California Tire Recycling Management Fund, which is
hereby created in the State Treasury.

(c) TheCdiforniaDepartment of Tax and Fee Administration shall collect
the Californiatire fee pursuant to the Fee Collection Procedures Law (Part
30 (commencing with Section 55001)) of Division 2 of the Revenue and
Taxation Code. For purposes of this section, the reference in the Fee
Collection Procedures Law to “feepayer” shall include a person required to
pay the fee imposed by this section, which includes the retail seller.

(d) The Californiatire fee imposed pursuant to subdivision (b) shall be
separately stated by the retail seller on the invoice given to the customer at
the time of sale. Any other disposal or transaction fee charged by the retail
seller related to the tire purchase shall be identified separately from the
Cdliforniatirefee.

() A person or business who knowingly, or with reckless disregard,
makes a false statement or representation in a document used to comply
with this section is liable for a civil penalty for each violation or, for
continuing violations, for each day that the violation continues. Liability
under this section may be imposed in a civil action and shall not exceed
twenty-five thousand dollars ($25,000) for each violation.

(f) In addition to the civil penalty that may be imposed pursuant to
subdivision (€), the department may impose an administrative penalty in an
amount not to exceed five thousand dollars ($5,000) for each violation of
a separate provision or, for continuing violations, for each day that the
violation continues, on a person who intentionally or negligently violates a
permit, rule, regulation, standard, or requirement issued or adopted pursuant
to this chapter. The department shall adopt regulations that specify the
amount of the administrative penalty and the procedure for imposing an
administrative penalty pursuant to this subdivision.

(g) For purposes of this section, “new tire” means a pneumatic or solid
tire intended for use with onroad or off-road motor vehicles, motorized
equipment, construction equipment, or farm equipment that issold separately
from the motorized equipment, or anew tire sold with anew or used motor
vehicle, asdefined in Section 42803.5, including the sparetire, construction
equipment, or farm equipment. “New tire’ does not include retreaded,
reused, or recycled tires.
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(h) The Cdliforniatire fee shall not be imposed on atire sold with, or
sold separately for use on, any of the following:

(1) A sef-propelled wheelchair.

(2) A motorized tricycle or motorized quadricycle, asdefined in Section
407 of the Vehicle Code.

(3) A vehicle that is similar to a motorized tricycle or motorized
guadricycle and is designed to be operated by a person who, by reason of
the person’s physical disability, is otherwise unable to move about as a
pedestrian.

(i) Thissection shall remainin effect only until January 1, 2034, and as
of that dateisrepealed, unless alater enacted statute, that is enacted before
January 1, 2034, deletes or extends that date.

SEC. 2. Section 42885 of the Public Resources Code, as amended by
Section 21 of Chapter 355 of the Statutes of 2022, is amended to read:

42885. (a) For purposes of this section, “ Californiatire fee” meansthe
fee imposed pursuant to this section.

(b) (1) Every personwho purchasesanew tire, asdefined in subdivision
(9), shall pay aCaliforniatire fee of seventy-five cents ($0.75) per tire.

(2) Theretail seller shall charge the retail purchaser the amount of the
Californiatirefee asachargethat is separate from, and not included in, any
other fee, charge, or other amount paid by the retail purchaser.

(3) The retail seller shall collect the California tire fee from the retail
purchaser at the time of sale and may retain 3 percent of the fee as
reimbursement for any costs associated with the collection of the fee. The
retail seller shall remit the remainder to the state on a quarterly schedule
for deposit in the California Tire Recycling Management Fund, which is
hereby created in the State Treasury.

(c) TheCdiforniaDepartment of Tax and Fee Administration shall collect
the Californiatire fee pursuant to the Fee Collection Procedures Law (Part
30 (commencing with Section 55001)) of Division 2 of the Revenue and
Taxation Code. For purposes of this section, the reference in the Fee
Collection Procedures Law to “feepayer” shall include a person required to
pay the fee imposed by this section, which includes the retail seller.

(d) The Cdiforniatire fee imposed pursuant to subdivision (b) shall be
separately stated by the retail seller on the invoice given to the customer at
the time of sale. Any other disposal or transaction fee charged by the retail
seller related to the tire purchase shall be identified separately from the
Cdiforniatirefee.

(e) Any person or business who knowingly, or with reckless disregard,
makes any false statement or representation in any document used to comply
with this section is liable for a civil penalty for each violation or, for
continuing violations, for each day that the violation continues. Liability
under this section may be imposed in a civil action and shall not exceed
twenty-five thousand dollars ($25,000) for each violation.

() In addition to the civil penalty that may be imposed pursuant to
subdivision (€), the department may impose an administrative penalty in an
amount not to exceed five thousand dollars ($5,000) for each violation of
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a separate provision or, for continuing violations, for each day that the
violation continues, on any person who intentionally or negligently violates
any permit, rule, regulation, standard, or requirement issued or adopted
pursuant to this chapter. The department shall adopt regulationsthat specify
the amount of the administrative penalty and the procedure for imposing
an administrative penalty pursuant to this subdivision.

(g) For purposes of this section, “new tire” means a pneumatic or solid
tire intended for use with onroad or off-road motor vehicles, motorized
equipment, construction equipment, or farm equipment that is sold separately
from the motorized equipment, or anew tire sold with a new or used motor
vehicle, asdefined in Section 42803.5, including the sparetire, construction
equipment, or farm equipment. “New tire’ does not include retreaded,
reused, or recycled tires.

(h) The Californiatire fee may not be imposed on any tire sold with, or
sold separately for use on, any of the following:

(1) Any self-propelled wheelchair.

(2) Any motorized tricycle or motorized quadricycle, asdefined in Section
407 of the Vehicle Code.

(3) Any vehicle that is similar to a motorized tricycle or motorized
guadricycle and is designed to be operated by a person who, by reason of
the person’s physical disability, is otherwise unable to move about as a
pedestrian.

(i) Thissection shall become operative on January 1, 2034.

SEC. 3. Section 42889 of the Public Resources Code, as amended by
Section 22 of Chapter 355 of the Statutes of 2022, is amended to read:

42889. (a) All revenues, interest, and penalties derived from the
California Tire Fee, less refunds and reimbursement to the California
Department of Tax and Fee Administration for expenses incurred in the
administration and collection of the fee imposed by this article, shall be
deposited as follows:

(1) Anamount equal to seventy-five cents ($0.75) per tire on which the
fee is imposed shall be deposited in the Air Pollution Control Fund. The
state board shall expend those moneys, or alocate those moneys to the
districts for expenditure, to fund programs and projects that mitigate or
remediate air pollution caused by tires in the state, to the extent that the
state board or the applicable district determines that the program or project
remediates air pollution harms created by tires upon which the fee described
in Section 42885 isimposed.

(2) The remaining moneys collected pursuant to Section 42885 shall be
deposited in the California Tire Recycling Management Fund to fund the
waste tire program, and shall be appropriated to the department in the annual
Budget Act in a manner consistent with the five-year plan adopted and
updated by the department. These moneys shall be expended for the payment
of refunds under this chapter and for the following purposes:

(A) To pay the administrative overhead cost of this chapter, not to exceed
6 percent of the total revenue deposited in the fund annually, or an amount
otherwise specified in the annual Budget Act.
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(B) To pay the costs associated with operating thetire recycling program
specified in Article 3 (commencing with Section 42870).

(C) To pay the costs associated with the development and enforcement
of regulations relating to the storage of waste tires and used tires. The
department shall consider designating a city, county, or city and county as
the enforcement authority of regulations relating to the storage of waste
tires and used tires, as provided in subdivision (c) of Section 42850, and
regulations relating to the hauling of waste and used tires, as provided in
subdivision (b) of Section 42963. If the department designatesalocal entity
for that purpose, the department shall provide sufficient, stable, and
noncompetitive funding to that entity for that purpose, based on available
resources, as provided in thefive-year plan adopted and updated as provided
in subdivision (a) of Section 42885.5. The department may consider and
create, asappropriate, financial incentivesfor citizenswho report theillegal
hauling or disposal of wastetires asameans of enhancing local and statewide
waste tire and used tire enforcement programs.

(D) To pay the costs of cleanup, abatement, removal, or other remedial
action related to waste tire stockpiles throughout the state, including all
approved costsincurred by other public agenciesinvolved inthese activities
by contract with the department. Not less than six million five hundred
thousand dollars ($6,500,000) shall be expended by the department during
each of the following fiscal years for this purpose: 2001-02 to 200607,
inclusive.

(E) To make studies and conduct research directed at promoting and
developing alternatives to the landfill disposal of wastetires.

(F) To assist in developing markets and new technologies for used tires
and waste tires. The department’s expenditure of funds for purposes of this
subdivision shall reflect the priorities for waste management practices
specified in subdivision (@) of Section 40051.

(G) To pay the costs associated with implementing and operating awaste
tire and used tire hauler program and manifest system pursuant to Chapter
19 (commencing with Section 42950).

(H) To pay the coststo create and maintain an emergency reserve, which
shall not exceed one million dollars ($1,000,000).

(I) To pay the costs of cleanup, abatement, or other remedial action
related to the disposal of wastetiresinimplementing and operating the Farm
and Ranch Solid Waste Cleanup and Abatement Grant Program established
pursuant to Chapter 2.5 (commencing with Section 48100) of Part 7.

(J) To fund border region activities specified in paragraph (8) of
subdivision (b) of Section 42885.5.

(K) For expenditure pursuant to paragraph (3) of subdivision (a) of, and
paragraph (3) of subdivision (b) of, Section 17001.

(b) Thissection shall remain in effect only until January 1, 2034, and as
of that date is repealed, unless alater enacted statute that is enacted before
January 1, 2034, deletes or extends that date.

SEC. 4. Section 42889 of the Public Resources Code, as amended by
Section 23 of Chapter 355 of the Statutes of 2022, is amended to read:
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42889. (a) All revenues, interest, and penalties derived from the
Cdlifornia tire fee, less refunds and reimbursement to the California
Department of Tax and Fee Administration for expenses incurred in the
administration and collection of the fee imposed by this article, shall be
deposited in the California Tire Recycling Management Fund in the State
Treasury. Funding for the waste tire program shall be appropriated to the
department in the annual Budget Act. The moneys in the fund shall be
expended for the following purposes:

(1) To pay the administrative overhead cost of this chapter, not to exceed
5 percent of the total revenue deposited in the fund annually, or an amount
otherwise specified in the annual Budget Act.

(2) To pay the costs associated with operating thetire recycling program
specified in Article 3 (commencing with Section 42870).

(3) To pay the costs associated with the development and enforcement
of regulations relating to the storage of waste tires and used tires. The
department shall consider designating a city, county, or city and county as
the enforcement authority of regulations relating to the storage of waste
tires and used tires, as provided in subdivision (c) of Section 42850, and
regulations relating to the hauling of waste and used tires, as provided in
subdivision (b) of Section 42963. If the department designatesalocal entity
for that purpose, the department shall provide sufficient, stable, and
noncompetitive funding to that entity for that purpose, based on available
resources, as provided in thefive-year plan adopted and updated as provided
in subdivision (a) of Section 42885.5. The department may consider and
create, as appropriate, financial incentivesfor citizenswho report theillegal
hauling or disposal of wastetires asameans of enhancing local and statewide
waste tire and used tire enforcement programs.

(4) To pay the costs of cleanup, abatement, removal, or other remedial
action related to waste tire stockpiles throughout the state, including all
approved costsincurred by other public agenciesinvolved inthese activities
by contract with the department. Not less than six million five hundred
thousand dollars ($6,500,000) shall be expended by the department during
each of the following fiscal years for this purpose: 2001-02 to 200607,
inclusive.

(5) To fund border region activities specified in paragraph (8) of
subdivision (b) of Section 42885.5.

(6) For expenditure pursuant to paragraph (3) of subdivision (a) of, and
paragraph (3) of subdivision (b) of, Section 17001.

(b) This section shall become operative on January 1, 2034.

SEC. 5. Section 6902.5 of the Revenue and Taxation Code, as proposed
to be amended by Section 13 of Senate Bill 167 of the 2023-24 Regular
Session, is amended to read:

6902.5. (a) For the purposes of this section:

(1) “Qualified taxpayer” means a person who is a qualified taxpayer
within the meaning of paragraph (17) of subdivision (b) of Section 17053.85,
17053.95, 23685, or 23695, paragraph (19) of subdivision (b) of Section
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17053.98 or 23698, or paragraph (20) of subdivision (b) of Section
17053.98.1 or 23698.1.

(2) “Affiliate” means a qualified taxpayer’'s affiliated corporation that
has been assigned any portion of the credit amount by the qualified taxpayer
pursuant to subdivision (c) of Section 23685, subdivision (c) of Section
23695, subdivision (c) of Section 23698, or subdivision (c) of Section
23698.1.

(3) “Credit amount” meansan amount equal to thetax credit amount that
would otherwise be allowed to a qualified taxpayer pursuant to Section
17053.85, 17053.95, 17053.98, 17053.98.1, 23685, 23695, 23698, or
23698.1, but for the election made pursuant to this section.

(4) “Production period” means the production period as defined in
paragraph (12) of subdivision (b) of Section 17053.85, 17053.95, 23685,
or 23695, in paragraph (14) of subdivision (b) of Section 17053.98 or 23698,
or in paragraph (15) of subdivision (b) of Section 17053.98.1 or Section
23698.1.

(5) (A) “Qualified sales and use taxes’ means any state sales and use
taxesimposed by Part 1 (commencing with Section 6001), on the operative
date of the act adding this section.

(B) Notwithstanding subparagraph (A), “qualified sales and use taxes’
does not mean taxes imposed by Section 6051.2, 6051.5, 6201.2, 6201.5,
Part 1.5 (commencing with Section 7200), Part 1.6 (commencing with
Section 7251), or Section 35 of Article X1I1 of the California Constitution.

(b) (1) A qualified taxpayer may, in lieu of claiming the credit allowed
by Section 17053.85, 17053.95, 17053.98, 17053.98.1, 23685, 23695, 23698,
or 23698.1, make an irrevocabl e el ection to apply the credit amount agai nst
qualified sales and use taxesimposed on the qualified taxpayer in accordance
with this section.

(2) Anaffiliatemay, inlieu of claiming the assigned portion of the credit
allowed by Section 23685, 23695, 23698, or 23698.1, make an irrevocable
election to apply the assigned portion of the credit amount against qualified
sales and use taxes imposed on the affiliate in accordance with this section.

(c) (1) A qualified taxpayer or affiliate shall submit to the California
Department of Tax and Fee Administration an irrevocable election, in a
form as prescribed by the California Department of Tax and Fee
Administration, which shall include, but not be limited to, the following
information:

(A) Representation that the claimant isaqualified taxpayer or an &ffiliate.

(B) Statement of the dates on which the production period began and
ended.

(C) Thecredit amount, and if an affiliate, the portion of the credit amount
assigned to it and documentation supporting the assignment of that portion
of the credit amount.

(D) Theamount of qualified sales and use taxes the claimant remitted to
the California Department of Tax and Fee Administration during the period
commencing on the first day of the caendar quarter commencing
immediately before the beginning of the production period, and ending on
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the date the claimant was required to file its most recent sales and use tax
return with the California Department of Tax and Fee Administration.

(E) A copy of the credit certificate issued pursuant to subparagraph (C)
of paragraph (2) of subdivision (g) of Section 17053.85 or 23685 or
subparagraph (D) of paragraph (3) of subdivision (g) of Section 17053.95,
17053.98, 23695, 23698, or subparagraph (C) of paragraph (3) of subdivision
(g) of Section 17053.98.1 or 23698.1.

(2) Theédlection shall befiled on or before the date on which the qualified
taxpayer or affiliate would first be allowed to claim a credit pursuant to
Section 17053.85, 17053.95, 17053.98, 17053.98.1, 23685, 23695, 23698,
or 23698.1 on itstax return.

(3) (A) For those amounts for which an irrevocable election ismade in
lieu of tax creditsallowed pursuant to Section 17053.85, 17053.95, 17053.98,
23685, 23695, or 23698 that would otherwise be allowed for any taxable
year beginning on or after January 1, 2020, and before January 1, 2022,
subdivision (d) and paragraph (1) of subdivision (€) shall only apply to those
in-lieu credit amounts that do not exceed five million dollars ($5,000,000)
for that taxable year.

(B) For those amounts for which an irrevocable election ismadein lieu
of tax credits allowed pursuant to Section 17053.85, 17053.95, 17053.98,
23685, 23695, or 23698 that would otherwise be allowed for any taxable
year beginning on or after January 1, 2020, and before January 1, 2022, that
are in excess of five million dollars ($5,000,000) for that taxable year,
subdivision (f) shall apply.

(d) (1) Theclaimant may elect to obtain arefund of qualified sales and
usetaxes paid during the period described in subparagraph (D) of paragraph
(2) of subdivision (c). If the claimant elects to obtain a refund of qualified
sales and use taxes, the claimant shall file a claim for refund with the
irrevocable election described in subdivision (c). The refund amount shall
not exceed, for a qualified taxpayer, the credit amount, or for an affiliate,
the portion of the credit amount assigned to it.

(2) Nointerest shall be paid on any amount refunded or credited pursuant
to paragraph (1).

(e) (1) If the claimant does not elect to obtain a refund or in the case
where the credit amount, or assigned portion, exceeds the amount of its
claim for refund for the qualified sales and use taxes, the claimant may, for
the reporting periodsin the five years following the last reporting period as
described in subparagraph (D) of paragraph (1) of subdivision (c), offset
any remaining credit amount, or assigned portion, against the qualified sales
and use taxes imposed during those reporting periods.

(2) Notwithstanding paragraph (1), the total amount of refunds or credit
offsets claimed under subdivision (d) and paragraph (1) of this subdivision
in lieu of tax credits allowed pursuant to Section 17053.85, 17053.95,
17053.98, 23685, 23695, or 23698 that would otherwise be alowed for a
taxable year beginning on or after January 1, 2020, and before January 1,
2022, shall not exceed five million dollars ($5,000,000).
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(f) Notwithstanding subdivision (d) and paragraph (1) of subdivision (€),
for those amounts for which an irrevocable election is made in lieu of tax
credits allowed pursuant to Section 17053.85, 17053.95, 17053.98, 23685,
23695, or 23698 that would otherwise be allowed for any taxable year
beginning on or after January 1, 2020, and before January 1, 2022, that are
in excess of five million dollars ($5,000,000) for that taxable year, both of
the following shall apply:

(1) The claimant may elect to obtain arefund of the qualified sales and
usetaxespaid or offset that excess credit amount, or assigned portion against
the qualified sales and use taxes imposed, during the reporting periods that
occur during the 2021 calendar year. The total amount of refunds or credit
offsets claimed under this paragraph, subdivision (d), and paragraph (1) of
subdivision () shall not exceed five million dollars ($5,000,000) in the
2021 calendar year for each claimant.

(2) If the claimant has not exhausted the excess credit amount, or assigned
portion, as provided by paragraph (1), the claimant may offset the remaining
excess credit amount, or assigned portion, against the qualified sales and
use taxes imposed during the reporting periods in the five years following
and including the reporting period beginning on and after January 1, 2022.

(g) Notwithstanding any other provision of this section or any other law,
for the 2024, 2025, and 2026 calendar years, al of thefollowing shall apply:

(1) The total amount of refunds or credit offsets under subdivision (d)
and paragraph (1) of subdivision (€) in lieu of tax credits allowed pursuant
to Sections 17053.85, 17053.95, 17053.98, 17053.98.1, 23685, 23695,
23698, and 23698.1 shall not exceed five million dollars ($5,000,000) in
each of the 2024, 2025, and 2026 calendar years for each claimant.

(2) For refunds or credit offsets claimed under subdivision (d) and
paragraph (1) of subdivision (e) for which an irrevocable election is made
in lieu of tax credits allowed pursuant to Sections 17053.85, 17053.95,
17053.98, 17053.98.1, 23685, 23695, 23698, and 23698.1 that arein excess
of five million dollars ($5,000,000), both of the following shall apply:

(A) The claimant may elect to obtain arefund of the qualified sales and
usetaxespaid or offset that excess credit amount, or assigned portion against
the qualified sales and use taxes imposed, during the reporting periods that
occur during the 2024, 2025, and 2026 calendar years. The total amount of
refunds or credit offsets claimed under this paragraph, subdivision (d), and
paragraph (1) of subdivision (€), shall not exceed five million dollars
($5,000,000) in each of the 2024, 2025, and 2026 calendar years for each
claimant.

(B) If theclaimant has not exhausted the excess credit amount, or assigned
portion, as provided by subparagraph (A), the claimant may offset the
remaining excess credit amount, or assigned portion, against the qualified
sales and use taxes imposed during the reporting periods in the five years
following and including the reporting period beginning on and after January
1, 2027.

(3) For purposes of this subdivision, “claimant” means a qualified
taxpayer together with its affiliates.
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(h) Section 6961 shall apply to any refund, or part thereof, that is
erroneously made and any credit, or part thereof, that iserroneously allowed
pursuant to this section.

(i) The California Department of Tax and Fee Administration shall
provide an annual listing to the Franchise Tax Board, in aform and manner
agreed upon by the California Department of Tax and Fee Administration
and the Franchise Tax Board, of the qualified taxpayers, or affiliates that
have been assigned a portion of the credit allowed under Section 23685
pursuant to subdivision (c) of Section 23685, Section 23695 pursuant to
subdivision (c) of Section 23695, Section 23698 pursuant to subdivision (c)
of Section 23698, or Section 23698.1 pursuant to subdivision (c) of Section
23698.1, who, during the year, have made an irrevocable election pursuant
to this section and the credit amount, or portion of the credit amount, claimed
by each qualified taxpayer or affiliate.

(i) The Cadlifornia Department of Tax and Fee Administration may
prescribe rules and regulations for the administration of this section.

(k) The amendments made to this section by Chapter 8 of the Statutes
of 2020 shall not apply to irrevocable el ections made before June 29, 2020.

() The amendments made to this section by Chapter 3 of the Statutes of
2022 shall apply to irrevocable elections made on and after June 29, 2020.

(m) (1) Thelimitationsset forthin subdivision (g) for the 2025 calendar
year only shall not apply if, pursuant to paragraph (1) of subdivision (k) of
Section 17039.4 and paragraph (1) of subdivision (j) of Section 23036.4,
the Director of Finance determines that General Fund money over the
multiyear forecast is sufficient without the revenue impact of the net
operating loss suspension and credit limitation, and pursuant to legislation
inthe annua Budget Act to not apply the limitations set forth in subdivision

(9).

(2) Thelimitationsset forthin subdivision (g) for the 2026 calendar year
only shall not apply if, pursuant to paragraph (2) of subdivision (k) of Section
17039.4 and paragraph (2) of subdivision (j) of Section 23036.4, the Director
of Finance determinesthat General Fund money over the multiyear forecast
issufficient without the revenue impact of the net operating | oss suspension
and credit limitation, and pursuant to legislation in the annual Budget Act
to not apply the limitations set forth in subdivision (g).

(n) The amendments made to this section by the act adding this
subdivision shall not apply to irrevocabl e el ections made before the operative
date of the act adding this section.

SEC. 6. Section 17039 of the Revenue and Taxation Code is amended
to read:

17039. (a) Notwithstanding any provision in this part to the contrary,
for the purposes of computing tax credits, the term “net tax” means the tax
imposed under either Section 17041 or 17048 plus the tax imposed under
Section 17504 (relating to lump-sum distributions) less the credits allowed
by Section 17054 (relating to persona exemption credits) and any amount
imposed under paragraph (1) of subdivision (d) and paragraph (1) of
subdivision (e) of Section 17560. Notwithstanding the preceding sentence,
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the “net tax” shall not be less than the tax imposed under Section 17504
(relating to the separate tax on lump-sum distributions), if any. Credits shall
be alowed against “net tax” in the following order:

(1) Creditsthat do not contain carryover or refundable provisions, except
those described in paragraphs (4) and (5).

(2) Creditsthat contain carryover provisionsbut do not contain refundable
provisions, except for those that are allowed to reduce “net tax” below the
tentative minimum tax, as defined by Section 17062.

(3) Creditsthat contain both carryover and refundabl e provisions, except
the credit described in paragraph (9).

(4) The minimum tax credit allowed by Section 17063 (relating to the
aternative minimum tax).

(5) (A) For taxable years beginning on or after January 1, 2002, and
before January 1, 2022, credits that are allowed to reduce “net tax” below
the tentative minimum tax, as defined by Section 17062.

(B) For taxable years beginning on or after January 1, 2022, credits that
areallowedto reducenet tax” below the tentative minimum tax, as defined
by Section 17062, except the credit described in paragraph (7) and the credit
described in paragraph (9).

(6) Credits for taxes paid to other states allowed by Chapter 12
(commencing with Section 18001).

(7) For taxable years beginning on or after January 1, 2022, the credit
allowed by Section 17052.10 (relating to the elective tax under the Small
Business Relief Act).

(8) Creditsthat contain refundable provisionsbut do not contain carryover
provisions.

(9) For taxable years beginning on or after January 1, 2025, the credit
allowed by Section 17053.98.1.

(10) For taxable years beginning on or after January 1, 2027, the credit
allowed by Section 17039.5.

(11) Thecreditsprovided by Sections 17061 (relating to refunds pursuant
to the Unemployment Insurance Code) and 19002 (relating to tax
withholding).

(b) Theorder within each paragraph of subdivision (a) shall be determined
by the Franchise Tax Board.

(¢) (1) Notwithstanding any other provision of this part, no tax credit
shall reduce the tax imposed under Section 17041 or 17048 plus the tax
imposed under Section 17504 (relating to the separate tax on lump-sum
distributions) bel ow the tentative minimum tax, as defined by Section 17062,
except the following credits:

(A) The credit allowed by former Section 17052.2 (relating to teacher
retention tax credit, repealed on August 24, 2007).

(B) The credit allowed by former Section 17052.4 (relating to solar
energy, repealed on December 1, 1989).

(C) The credit allowed by former Section 17052.5 (relating to solar
energy, repealed on January 1, 1987).
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(D) The credit allowed by former Section 17052.5 (relating to solar
energy, repealed on December 1, 1994).

(E) The credit alowed by Section 17052.12 (relating to research
expenses).

(F) Thecredit allowed by former Section 17052.13 (relating to salesand
use tax credit, repealed on January 1, 1997).

(G) The credit alowed by former Section 17052.15 (relating to Los
Angeles Revitalization Zone salestax credit, repealed on December 1, 1998).

(H) The credit alowed by Section 17052.25 (relating to the adoption
costs credit).

() Thecredit allowed by Section 17053.5 (relating to the renter’s credit).

(J) Thecredit allowed by former Section 17053.8 (relating to enterprise
zone hiring credit, repealed on October 3, 1997).

(K) The credit alowed by former Section 17053.10 (relating to Los
Angeles Revitalization Zone hiring credit, repealed on December 1, 1998).

(L) Thecredit allowed by former Section 17053.11 (relating to program
area hiring credit, repealed on January 1, 1997).

(M) For each taxable year beginning on or after January 1, 1994, the
credit allowed by former Section 17053.17 (relating to Los Angeles
Revitalization Zone hiring credit, repealed on December 1, 1998).

(N) Thecredit allowed by former Section 17053.33 (relating to targeted
tax area sales or use tax credit, repealed on December 1, 2015).

(O) The credit allowed by former Section 17053.34 (relating to targeted
tax area hiring credit, repealed on December 1, 2019).

(P) Thecredit allowed by former Section 17053.49 (relating to qualified
property, repealed on January 1, 2004).

(Q) Thecredit allowed by former Section 17053.70 (relating to enterprise
zone sales or use tax credit, repealed on December 1, 2015).

(R) Thecredit allowed by former Section 17053.74 (relating to enterprise
zone hiring credit, repealed on December 1, 2019).

(S) Thecredit allowed by Section 17054 (relating to credits for personal
exemption).

(T) The credit allowed by Section 17054.5 (relating to the credits for a
qualified joint custody head of household and a qualified taxpayer with a
dependent parent).

(U) The credit alowed by Section 17054.7 (relating to the credit for a
senior head of household).

(V) The credit alowed by former Section 17057 (relating to clinical
testing expenses, repealed on December 1, 1993).

(W) The credit allowed by Section 17058 (relating to low-income
housing).

(X) For taxable years beginning on or after January 1, 2014, the credit
allowed by Section 17059.2 (relating to GO-Biz California Competes Credit).

(Y) The credit allowed by Section 17061 (relating to refunds pursuant
to the Unemployment Insurance Code).

(2) Credits for taxes paid to other states alowed by Chapter 12
(commencing with Section 18001).
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(AA) Thecredit allowed by Section 19002 (relating to tax withholding).

(AB) For taxable years beginning on or after January 1, 2014, the credit
allowed by former Section 17053.86 (relating to the College Access Tax
Credit Fund, repealed on December 1, 2017).

(AC) For taxable years beginning on or after January 1, 2017, the credit
allowed by Section 17053.87 (relating to the College Access Tax Credit
Fund).

(AD) For taxable years beginning on or after January 1, 2021, the credit
allowed by Section 17052.10 (relating to the elective tax under the Small
Business Relief Act).

(AE) For taxable years beginning on or after January 1, 2020, the credit
allowed by Section 17053.98 (relating to the California Motion Picture and
Television Production Credit).

(AF) For taxable years beginning on or after January 1, 2025, the credit
allowed by Section 17053.98.1 (relating to the California Motion Picture
and Television Production Credit).

(AG) For taxable years beginning on or after January 1, 2027, the credit
allowed by Section 17039.5.

(2) Any credit that ispartially or totally denied under paragraph (1) shall
be alowed to be carried over and applied to the net tax in succeeding taxable
years, if the provisions relating to that credit include a provision to allow a
carryover when that credit exceeds the net tax.

(d) Unless otherwise provided, any remaining carryover of a credit
allowed by a section that has been repealed or made inoperative shall
continueto be allowed to be carried over under the provisions of that section
asit read immediately before being repealed or becoming inoperative.

() (1) Unlessotherwise provided, if two or more taxpayers (other than
spouses) sharein costs that would be eligible for atax credit allowed under
this part, each taxpayer shall be digibleto receivethetax credit in proportion
to the taxpayer’s respective share of the costs paid or incurred.

(2) Inthe case of a partnership, the credit shall be allocated among the
partners pursuant to a written partnership agreement in accordance with
Section 704 of the Internal Revenue Code, relating to partner’s distributive
share.

(3) In the case of spouses who file separate returns, the credit may be
taken by either or equally divided between them.

(f) Unless otherwise provided, in the case of a partnership, any credit
alowed by this part shall be computed at the partnership level, and any
limitation on the expenses qualifying for the credit or limitation upon the
amount of the credit shall be applied to the partnership and to each partner.

(9) (1) With respect to any taxpayer that directly or indirectly owns an
interest in a business entity that is disregarded for tax purposes pursuant to
Section 23038 and any regulations thereunder, the amount of any credit or
credit carryforward allowable for any taxable year attributable to the
disregarded business entity shall be limited in accordance with paragraphs
(2) and (3).
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(2) Theamount of any credit otherwise allowed under this part, including
any credit carryover from prior years, that may be applied to reduce the
taxpayer's“net tax,” as defined in subdivision (a), for the taxable year shall
be limited to an amount equal to the excess of the taxpayer’s regular tax (as
defined in Section 17062), determined by including income attributable to
the disregarded business entity that generated the credit or credit carryover,
over the taxpayer’'s regular tax (as defined in Section 17062), determined
by excluding the income attributable to that disregarded business entity. A
credit shall not be allowed if the taxpayer’sregular tax (as defined in Section
17062), determined by including the income attributabl e to the disregarded
business entity, isless than the taxpayer’s regular tax (as defined in Section
17062), determined by excluding the income attributable to the disregarded
business entity.

(3) If theamount of acredit allowed pursuant to the section establishing
the credit exceedsthe amount alowable under this subdivisionin any taxable
year, the excess amount may be carried over to subsequent taxable years
pursuant to subdivisions (c) and (d).

(h) (1) Unlessotherwise specifically provided, in the case of ataxpayer
that is a partner or shareholder of an eligible pass-thru entity described in
paragraph (2), any credit passed through to the taxpayer in the taxpayer’'s
first taxable year beginning on or after the date the credit is no longer
operative may be clamed by the taxpayer in that taxable year,
notwithstanding the repeal of the statute authorizing the credit before the
close of that taxable year.

(2) For purposes of this subdivision, “eligible pass-thru entity” means
any partnership or “S’ corporation that filesits return on afiscal year basis
pursuant to Section 18566, and that is entitled to a credit pursuant to this
part for the taxable year that begins during the last year the credit is
operative.

(3) Thissubdivision appliesto creditsthat becomeinoperative on or after
January 1, 2002.

(i) The amendments made to this section by Chapter 3 of the Statutes of
2022 shall apply asfollows:

(1) The amendments to subdivisions (a), (€), and (h) shall be operative
for taxable years beginning on or after January 1, 2022.

(2) The amendments to subdivision (c) shall be operative for taxable
years beginning on or after January 1, 2021.

(1) The amendments made to this section by Chapter 56 of the Statutes
of 2023 shall apply asfollows:

(1) The amendments to paragraphs (3), (5), and (9) of subdivision (@)
shall be operative for taxable years beginning on or after January 1, 2025.

(2) Theamendmentsto subparagraph (AE) of paragraph (1) of subdivision
(c) shall be operative for taxable years beginning on or after January 1,
2020.

(3) Theamendmentsto subparagraph (AF) of paragraph (1) of subdivision
(c) shall be operative for taxable years beginning on or after January 1,
2025.
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SEC. 7. Section 17039.4 of the Revenue and Taxation Code, as proposed
to be added by Section 15 of Senate Bill 167 of the 2023—24 Regular Session,
is amended to read:

17039.4. (@) Notwithstanding any provision of this part or Part 10.2
(commencing with Section 18401) to the contrary, for taxpayers not required
to be included in a combined report under Section 25101 or 25110, or
taxpayers not authorized to be included in a combined report under Section
25101.15, for each taxable year beginning on or after January 1, 2024, and
before January 1, 2027, the total of all business credits otherwise allowable
under any provision of Chapter 2 (commencing with Section 17041),
including the carryover of any business credit under a former provision of
that chapter, for the taxable year shall not reduce the “net tax,” as defined
in Section 17039, by more than five million dollars ($5,000,000).

(b) Notwithstanding any provision of thispart or Part 10.2 (commencing
with Section 18401) to the contrary, for taxpayers required to be included
in acombined report under Section 25101 or 25110, or taxpayers authorized
to beincluded in acombined report under Section 25101.15, for each taxable
year beginning on or after January 1, 2024, and before January 1, 2027, the
total of all business credits otherwise alowable under any provision of
Chapter 2 (commencing with Section 17041), including the carryover of
any business credit under aformer provision of that chapter, by all members
of the combined report shall not reduce the aggregate amount of “tax,” as
defined in Section 23036, of all members of the combined report by more
than five million dollars ($5,000,000).

(c) For purposesof thissection, “businesscredit” meansacredit alowable
under any provision of Chapter 2 (commencing with Section 17041) other
than the following credits:

(1) The credit allowed by Section 17052 (relating to credit for earned
income).

(2) The credit allowed by Section 17052.1 (relating to credit for young
child).

(3) The credit alowed by Section 17052.2 (relating to credit for foster
youth).

(4) Thecredit alowed by Section 17052.6 (relating to credit for household
and dependent care).

(5) The credit alowed by Section 17052.10 (relating to the elective tax
under the Small Business Relief Act).

(6) Thecredit allowed by Section 17052.25 (relating to credit for adoption
costs).

(7) Thecredit alowed by Section 17053.5 (relating to renter’stax credit).

(8) The credit allowed by Section 17054 (relating to credit for personal
exemption).

(9) Thecredit allowed by Section 17054.5 (relating to credit for qualified
joint custody head of household and a qualified taxpayer with a dependent
parent).

(10) Thecredit alowed by Section 17054.7 (relating to credit for qualified
senior head of household).
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(11) The credit alowed by Section 17058 (relating to credit for
low-income housing).

(12) The credit alowed by Section 17061 (relating to refunds pursuant
to the Unemployment Insurance Code).

(d) Any amounts included in an election pursuant to Section 6902.5,
relating to an irrevocable election to apply credit amounts under Section
17053.85, 17053.95, 17053.98, 17053.98.1, 23685, 23695, 23698, or 23698.1
against qualified sales and use tax, as defined in Section 6902.5, are not
included in the five-million-dollar ($5,000,000) limitation set forth in
subdivision (a) or (b).

(e) The amount of any credit otherwise alowable for the taxable year
under Section 17039 that is not allowed due to application of this section
shall remain a credit carryover amount under this part.

(f) The carryover period for any credit that is not alowed due to the
application of this section shall beincreased by the number of taxable years
the credit or any portion thereof was not allowed.

(9) Notwithstanding anything to the contrary in this part or Part 10.2
(commencing with Section 18401), the creditslisted in subdivision (c) shall
be applied after any business credits, as limited by subdivision (a) or (b),
are applied.

(h) For taxpayersthat make the el ection under subdivision (k) of Section
17053.98.1, any amount of refundable credits pursuant to that subdivision
over the five million dollar ($5,000,000) limitation under this section shall
beallowed in thefirst taxable year for which the limitation under this section
is not operative.

(i) If a taxpayer makes the election under both Section 17039.5 and
subdivision (k) of Section 17053.98.1 with respect to the credit amount
under Section 17053.98.1, the total amount of credit allowed pursuant to
both elections shall not exceed the credit amount allowed under subdivision
(a) of Section 17053.98.1.

(j) Chapter 3.5 (commencing with Section 11340) of Part 1 of Division
3 of Title 2 of the Government Code does not apply to any standard,
criterion, procedure, determination, rule, notice, or guideline established or
issued by the Franchise Tax Board pursuant to this section.

(k) (1) For taxable years beginning on or after January 1, 2025, and
before January 1, 2026, this section shall not apply if, by May 14, 2025, the
Director of Finance determinesthat General Fund money over the multiyear
forecast is sufficient without the revenue impact of the net operating loss
suspension and credit limitation, and pursuant to legislation in the annual
Budget Act to not apply this section of law.

(2) For taxable years beginning on or after January 1, 2026, and before
January 1, 2027, this section shall not apply if, by May 14, 2026, the Director
of Finance determinesthat General Fund money over the multiyear forecast
is sufficient without the revenueimpact of the net operating loss suspension
and credit limitation, and pursuant to legislation in the annual Budget Act
to not apply this section of law.
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SEC. 8. Section 17039.5 is added to the Revenue and Taxation Code,
to read:

17039.5. (a) (1) For taxable years beginning on or after January 1,
2024, and before January 1, 2027, a taxpayer may make an election to
receive an annual refundable credit amount of qualified credits for each
taxable year to be allowed pursuant to paragraph (2).

(2) In each taxable year of the refundable period, the annual refundable
credit amount shall be allowed as a credit against the “net tax” computed
under this part for the taxabl e year, and the excess, if any, shall be credited
against other amountsdue, if any, and the balance, if any, shall be paid from
the Tax Relief and Refund Account to the taxpayer.

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

(1) “Annual refundable credit amount” means 20 percent of the credit
amount for the taxable year.

(2) (A) “Credit amount” means the amount of the qualified credits that
would have otherwise been available to reduce net tax in the taxable year
of the election but for the limitation under Section 17039.4.

(B) Inthe case of apass-thru entity, the* credit amount” refersto the pro
rata share or distributive share of the credit passed through to the partner
or shareholder of the qualified taxpayer. For purposes of this subparagraph,
theterm “ pass-thru entity” meansany partnership, “S’ corporation, or limited
liability company treated as a partnership.

(C) In the case of an assigned credit, the “credit amount” refers to the
credit amount that was assigned to the taxpayer.

(D) Inthe caseof taxpayersrequired to beincluded in acombined report
under Section 25101 or 25110, or taxpayers authorized to be included in a
combined report under Section 25101.15, the “credit amount” refersto the
credit amount of al members of the combined report.

(3) “Quadlified credits’ means the credits subject to the limitation under
Section 17039.4.

(4) “Refundable period” means the first five consecutive taxable years
beginning the third taxable year after the taxable year that the taxpayer
makes an election under this section.

(c) No portion of the annual refundable credit amount can be assigned
to another taxpayer.

(d) The following shall apply for purposes of the election pursuant to
this section:

(1) The taxpayer may make an election for each taxable year beginning
on or after January 1, 2024, and before January 1, 2027.

(2) Each election shall be irrevocable and shall be made on an original,
timely filed return required under Part 10.2 (commencing with Section
18401) for the taxabl e year that the el ection ismade in the form and manner
as prescribed by the Franchise Tax Board.

(e) (1) Any adjustment of an annual refundable credit amount shall be
treated as a mathematical error appearing on the return. This includes, but
isnot limited to, al of the following:

(A) A valid election as required under this section was not made.

96



Ch. 42 — 20—

(B) The Franchise Tax Board determines that credit amount
overstatements in any taxable year resulted in an overstatement in any
carryover amount or an overstatement of any refundable credit amount.

(C) The Franchise Tax Board determines that the credit amount was
overstated as a result of any subsequent adjustment in the amount of net
tax, including, but not limited to, an audit adjustment or claim for refund.

(2) Any amount of tax due resulting from such disallowance may be
assessed by the Franchise Tax Board in the same manner as provided by
Section 19051.

(f) (1) TheFranchise Tax Board may prescribe regulations necessary or
appropriate to carry out the purposes of this section.

(2) Chapter 3.5 (commencing with Section 11340) of Part 1 of Division
3 of Title 2 of the Government Code shall not apply to any rule, guideline,
or procedure prescribed by the Franchise Tax Board pursuant to this section.

(g) Thissection shall remain in effect only until December 1, 2034, and
as of that dateis repealed.

SEC. 9. Section 17276.24 of the Revenue and Taxation Code, as
proposed to be added by Section 23 of Senate Bill 167 of the 2023-24
Regular Session, is amended to read:

17276.24. (a) Notwithstanding Sections 17276, 17276.1, 17276.4,
17276.7, and 17276.22, Sections 17276.2, 17276.5, and 17276.6, as those
sectionsread on November 29, 2014, Section 17276.20, as that section read
on December 31, 2015, and Section 172 of the Internal Revenue Code, a
net operating loss deduction shall not be alowed for any taxable year
beginning on or after January 1, 2024, and before January 1, 2027.

(b) For any net operating loss or carryover of a net operating loss for
which adeduction is denied by subdivision (@), the carryover period under
Section 172 of the Internal Revenue Code shall be extended as follows:

(1) By oneyear, forlossesincurred in taxable years beginning on or after
January 1, 2025, and before January 1, 2026.

(2) By two years, for losses incurred in taxable years beginning on or
after January 1, 2024, and before January 1, 2025.

(3) By threeyears, for lossesincurred in taxable years beginning before
January 1, 2024.

(c) For ataxable year beginning on or after January 1, 2024, and before
January 1, 2027, this section shall not apply to ataxpayer that has either of
the following:

(1) Net business income of less than one million dollars ($1,000,000)
for the taxable year.

(2) Modified adjusted gross income of less than one million dollars
($1,000,000) for the taxable year.

(d) For purposes of this section:

(1) “Businessincome” means any of the following:

(A) Incomefrom atrade or business, whether conducted by the taxpayer
or by a passthrough entity owned directly or indirectly by the taxpayer.

(B) Income from renta activity.

(C) Income attributable to afarming business.

96



21— Ch. 42

(2) “Modified adjusted gross income” means the amount described in
paragraph (2) of subdivision (h) of Section 17024.5, determined without
regard to the deduction allowed under Section 172 of the Internal Revenue
Code, relating to net operating loss deduction.

(3) “Passthrough entity” means a partnership or an S corporation.

(e) (1) For taxable years beginning on or after January 1, 2025, and
before January 1, 2026, this section shall not apply if, by May 14, 2025, the
Director of Finance determinesthat General Fund money over the multiyear
forecast is sufficient without the revenue impact of the net operating loss
suspension and credit limitation, and pursuant to legislation in the annual
Budget Act to not apply this section of law.

(2) For taxable years beginning on or after January 1, 2026, and before
January 1, 2027, this section shall not apply if, by May 14, 2026, the Director
of Finance determinesthat General Fund money over the multiyear forecast
issufficient without the revenue impact of the net operating | oss suspension
and credit limitation, and pursuant to legislation in the annual Budget Act
to not apply this section of law.

SEC. 10. Section 23036 of the Revenue and Taxation Code, as proposed
to be amended by Section 32 of Senate Bill 167 of the 2023-24 Regular
Session, is amended to read:

23036. (a) (1) Theterm “tax” includesany of the following:

(A) Thetax imposed under Chapter 2 (commencing with Section 23101).

(B) Thetax imposed under Chapter 3 (commencing with Section 23501).

(C) Thetax on unrelated businesstaxableincome, imposed under Section
23731

(D) Thetax on*“S’ corporations imposed under Section 23802.

(2) Theterm“tax” doesnot include any amount imposed under paragraph
(2) of subdivision (€) of Section 24667 or paragraph (2) of subdivision (f)
of Section 24667.

(b) For purposes of Article 5 (commencing with Section 18661) of
Chapter 2, Article 3 (commencing with Section 19031) of Chapter 4, Article
6 (commencing with Section 19101) of Chapter 4, and Chapter 7
(commencing with Section 19501) of Part 10.2, and for purposes of Sections
18601, 19001, and 19005, the term “tax” also includes all of the following:

(1) Thetax on limited partnerships, imposed under Section 17935, the
tax on limited liability companies, imposed under Section 17941, and the
tax on registered limited liability partnerships and foreign limited liability
partnerships imposed under Section 17948.

(2) Theaternative minimum tax imposed under Chapter 2.5 (commencing
with Section 23400).

(3) Thetax onbuilt-ingainsof “S’ corporations, imposed under Section
238009.

(4) The tax on excess passive investment income of “S’ corporations,
imposed under Section 23811.

(c) Notwithstanding any other provision of this part, credits are allowed
against the “tax” in the following order:

(1) Creditsthat do not contain carryover provisions.
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(2) Credits that, when the credit exceeds the “tax,” allow the excess to
be carried over to offset the “tax” in succeeding taxable years, except for
those credits that are allowed to reduce the “tax” below the tentative
minimum tax, as defined by Section 23455. The order of creditswithin this
paragraph shall be determined by the Franchise Tax Board.

(3) The minimum tax credit allowed by Section 23453.

(4) Credits that are allowed to reduce the “tax” below the tentative
minimum tax, as defined by Section 23455, except the credit described in
paragraph (5). o .

(5) For taxable years beginning on or after January 1, 2025, the credit
allowed by Section 23698.1.

(6) For taxable years beginning on or after January 1, 2027, the credit
allowed by Section 23036.5.

(7) Creditsfor taxes withheld under Section 18662.

(d) Notwithstanding any other provision of thispart, each of thefollowing
applies:

(1) A credit may not reduce the “tax” below the tentative minimum tax
(as defined by paragraph (1) of subdivision (a) of Section 23455), except
the following credits:

(A) Thecredit allowed by former Section 23601 (relating to solar energy).

(B) The credit allowed by former Section 23601.4 (relating to solar
energy).

(C) The credit allowed by former Section 23601.5 (relating to solar
energy).

(D) The credit allowed by Section 23609 (relating to research
expenditures).

(E) The credit alowed by former Section 23609.5 (relating to clinical
testing expenses).

(F) The credit allowed by Section 23610.5 (relating to low-income
housing).

(G) The credit allowed by former Section 23612 (relating to sales and
usetax credit).

(H) The credit allowed by Section 23612.2 (relating to enterprise zone
sales or use tax credit).

(I) Thecredit alowed by former Section 23612.6 (relating to LosAngeles
Revitalization Zone sales tax credit).

(J) The credit alowed by former Section 23622 (relating to enterprise
zone hiring credit).

(K) The credit allowed by Section 23622.7 (relating to enterprise zone
hiring credit).

(L) The credit alowed by former Section 23623 (relating to program
area hiring credit).

(M) The credit alowed by former Section 23623.5 (relating to Los
Angeles Revitalization Zone hiring credit).

(N) Thecredit alowed by former Section 23625 (relating to LosAngeles
Revitalization Zone hiring credit).
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(O) The credit allowed by Section 23633 (relating to targeted tax area
sales or use tax credit).

(P) The credit allowed by Section 23634 (relating to targeted tax area
hiring credit).

(Q) The credit alowed by former Section 23649 (relating to qualified
property).

(R) For taxable years beginning on or after January 1, 2011, the credit
allowed by Section 23685 (relating to qualified motion pictures).

(S) For taxable years beginning on or after January 1, 2014, the credit
allowed by Section 23689 (relating to GO-Biz California Competes Credit).

(T) For taxable years beginning on or after January 1, 2016, the credit
allowed by Section 23695 (relating to qualified motion pictures).

(V) For taxable years beginning on or after January 1, 2014, the credit
allowed by Section 23686 (relating to the College Access Tax Credit Fund).

(V) For taxable years beginning on or after January 1, 2017, the credit
allowed by Section 23687 (relating to the College Access Tax Credit Fund).

(W) For taxable years beginning on or after January 1, 2020, and before
January 1, 2031, the credit alowed by Section 23636 (relating to the new
advanced strategic aircraft credit).

(X) For taxable years beginning on or after January 1, 2020, the credit
allowed by Section 23698 (relating to the California Motion Picture and
Television Production Credit).

(Y) For taxable years beginning on or after January 1, 2025, the credit
allowed by Section 23698.1 (relating to the California Motion Picture and
Television Production Credit).

(Z2) For taxable years beginning on or after January 1, 2027, the credit
allowed by Section 23036.5.

(2) A credit against the tax may not reduce the minimum franchise tax
imposed under Chapter 2 (commencing with Section 23101).

(e) Any credit which is partially or totally denied under subdivision (d)
is alowed to be carried over to reduce the “tax” in the following year, and
succeeding yearsif necessary, if the provisionsrelating to that credit include
aprovision to allow acarryover of the unused portion of that credit.

(f) Unless otherwise provided, any remaining carryover from a credit
that has been repealed or made inoperative is alowed to be carried over
under the provisions of that section as it read immediately prior to being
repealed or becoming inoperative.

(g) Unless otherwise provided, if two or more taxpayers share in costs
that would be eligible for atax credit allowed under this part, each taxpayer
iseligible to receive the tax credit in proportion to their respective share of
the costs paid or incurred.

(h) Unless otherwise provided, in the case of an “S’ corporation, any
credit allowed by this part is computed at the“S” corporation level, and any
limitation on the expenses qualifying for the credit or limitation upon the
amount of the credit appliestothe“S’ corporation and to each sharehol der.

(i) (1) With respect to any taxpayer that directly or indirectly owns an
interest in a business entity that is disregarded for tax purposes pursuant to

96



Ch. 42 24

Section 23038 and any regulations thereunder, the amount of any credit or
credit carryforward allowable for any taxable year attributable to the
disregarded business entity islimited in accordance with paragraphs (2) and
(3).
(2) Theamount of any credit otherwise allowed under this part, including
any credit carryover from prior years, that may be applied to reduce the
taxpayer’s“tax,” asdefined in subdivision (a), for the taxableyear islimited
to an amount equal to the excess of the taxpayer’s regular tax (as defined
in Section 23455), determined by including income attributable to the
disregarded business entity that generated the credit or credit carryover,
over the taxpayer’'s regular tax (as defined in Section 23455), determined
by excluding the income attributable to that disregarded business entity. A
credit is not allowed if the taxpayer’s regular tax (as defined in Section
23455), determined by including the income attributabl e to the disregarded
business entity is less than the taxpayer’s regul ar tax (as defined in Section
23455), determined by excluding the income attributabl e to the disregarded
business entity.

(3) If theamount of acredit allowed pursuant to the section establishing
the credit exceeds the amount allowable under thissubdivisionin any taxable
year, the excess amount may be carried over to subsequent taxable years
pursuant to subdivisions (d), (€), and (f).

(i) (1) Unless otherwise specifically provided, in the case of ataxpayer
that is a partner or shareholder of an eligible pass-thru entity described in
paragraph (2), any credit passed through to the taxpayer in the taxpayer’'s
first taxable year beginning on or after the date the credit is no longer
operative may be clamed by the taxpayer in that taxable year,
notwithstanding the repeal of the statute authorizing the credit prior to the
close of that taxable year.

(2) For purposes of this subdivision, “eligible pass-thru entity” means
any partnership or “S” corporation that filesits return on afiscal year basis
pursuant to Section 18566, and that is entitled to a credit pursuant to this
part for the taxabl e year that begins during thelast year acredit is operative.

(3) Thissubdivision appliesto creditsthat becomeinoperative on or after
the operative date of the act adding this subdivision.

(k) The amendments made to this section by Chapter 56 of the Statutes
of 2023 shall apply asfollows:

(1) The amendments to subdivision (c) shall be operative for taxable
years beginning on or after January 1, 2025.

(2) Theamendmentsto subparagraph (X) of paragraph (1) of subdivision
(d) shall be operative for taxable years beginning on or after January 1,
2020.

(3) Theamendmentsto subparagraph (Y) of paragraph (1) of subdivision
(d) shall be operative for taxable years beginning on or after January 1,
2025.

SEC. 11. Section 23036.4 of the Revenue and Taxation Code, as
proposed to be added by Section 33 of Senate Bill 167 of the 2023-24
Regular Session, is amended to read:
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23036.4. (a) Notwithstanding any provision of this part or Part 10.2
(commencing with Section 18401) to the contrary, except as provided in
subdivision (d), for taxpayers not required to be included in a combined
report under Section 25101 or 25110, or taxpayers not authorized to be
included in a combined report under Section 25101.15, for each taxable
year beginning on or after January 1, 2024, and before January 1, 2027, the
total of all credits otherwise alowable under any provision of Chapter 3.5
(commencing with Section 23604) including the carryover of any credit
under aformer provision of that chapter, for the taxable year shall not reduce
the “tax,” as defined in Section 23036, by more than five million dollars
($5,000,000).

(b) Notwithstanding any provision of thispart or Part 10.2 (commencing
with Section 18401) to the contrary, except as provided in subdivision (d),
for taxpayers required to be included in a combined report under Section
25101 or 25110, or taxpayers authorized to beincluded in acombined report
under Section 25101.15, for each taxable year beginning on or after January
1, 2024, and before January 1, 2027, the total of all credits otherwise
allowable under any provision of Chapter 3.5 (commencing with Section
23604), including the carryover of any credit under a former provision of
that chapter, by all members of the combined report shall not reduce the
aggregate amount of “tax,” as defined in Section 23036, of all members of
the combined report by more than five million dollars ($5,000,000).

(c) Any amounts included in an election pursuant to Section 6902.5,
relating to an irrevocable election to apply credit amounts under Section
17053.85, 17053.95, 17053.98, 17053.98.1, 23685, 23695, 23698, or 23698.1
against qualified sales and use tax, as defined in Section 6902.5, are not
included in the five million dollar ($5,000,000) limitation set forth in
subdivision (a) or (b).

(d) Thelimitation under subdivision (a) or (b) shall not apply to the credit
allowed by Section 23610.5 (relating to credit for low-income housing).

(e) The amount of any credit otherwise alowable for the taxable year
under Section 23036 that is not allowed dueto the application of thissection
shall remain a credit carryover amount under this part.

(f) The carryover period for any credit that is not alowed due to the
application of this section shall beincreased by the number of taxable years
the credit or any portion thereof was not allowed.

(g) For taxpayersthat make the election under subdivision (k) of Section
23698.1, any amount of refundabl e credits pursuant to that subdivision over
the five million dollar ($5,000,000) limitation under this section shall be
allowed in the first taxable year for which the limitation under this section
is not operative.

(h) If a taxpayer makes the election under both Section 23036.5 and
subdivision (k) of Section 23698.1 with respect to the credit amount under
Section 23698.1, thetotal amount of credit allowed pursuant to both elections
shall not exceed the credit amount allowed under subdivision (a) of Section
23698.1.
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(i) Chapter 3.5 (commencing with Section 11340) of Part 1 of Division
3 of Title 2 of the Government Code does not apply to any standard,
criterion, procedure, determination, rule, notice, or guideline established or
issued by the Franchise Tax Board pursuant to this section.

() (1) Fortaxableyearsbeginning onor after January 1, 2025, and before
January 1, 2026, this section shall not apply if, by May 14, 2025, the Director
of Finance determinesthat General Fund money over the multiyear forecast
is sufficient without the revenueimpact of the net operating loss suspension
and credit limitation, and pursuant to legislation in the annual Budget Act
to not apply this section of law.

(2) For taxable years beginning on or after January 1, 2026, and before
January 1, 2027, this section shall not apply if, by May 14, 2026, the Director
of Finance determinesthat General Fund money over the multiyear forecast
is sufficient without the revenueimpact of the net operating loss suspension
and credit limitation, and pursuant to legislation in the annual Budget Act
to not apply this section of law.

SEC. 12. Section 23036.5 is added to the Revenue and Taxation Code,
to read:

23036.5. (&) (1) For taxable years beginning on or after January 1,
2024, and before January 1, 2027, a taxpayer may make an election to
receive an annua refundable credit amount of qualified credits for each
taxable year to be allowed pursuant to paragraph (2).

(2) In each taxable year of the refundable period, the annual refundable
credit amount shall be allowed as a credit against the “tax” computed under
thispart for the taxable year, and the excess, if any, shall be credited against
other amounts due, if any, and the balance, if any, shall be paid from the
Tax Relief and Refund Account to the taxpayer.

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

(1) “Annual refundable credit amount” means 20 percent of the credit
amount for the taxable year.

(2) (A) “Credit amount” means the amount of the qualified credits that
would have otherwise been available to reduce net tax in the taxable year
of the election but for the limitation under Section 23036.4.

(B) Inthe case of apass-thru entity, the“ credit amount” refersto the pro
rata share or distributive share of the credit passed through to the partner
or shareholder of the qualified taxpayer. For purposes of this subparagraph,
theterm “ pass-thru entity” meansany partnership, “ S’ corporation, or limited
liability company treated as a partnership.

(C) In the case of an assigned credit, the “credit amount” refers to the
credit amount that was assigned to the taxpayer.

(D) Inthe case of taxpayersrequired to beincluded in acombined report
under Section 25101 or 25110, or taxpayers authorized to beincluded in a
combined report under Section 25101.15, the “credit amount” refersto the
credit amount of al members of the combined report.

(3) “Qualified credits’ means the credits subject to the limitation under
Section 23036.4.
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(4) “Refundable period” means the first five consecutive taxable years
beginning the third taxable year after the taxable year that the taxpayer
makes an election under this section.

(c) No portion of the annual refundable credit amount can be assigned
to another taxpayer.

(d) The following shall apply for purposes of the election pursuant to
this section:

(1) Thetaxpayer may make an election for each taxable year beginning
on or after January 1, 2024, and before January 1, 2027.

(2) Each election shall be irrevocable and shall be made on an original,
timely filed return required under Part 10.2 (commencing with Section
18401) for the taxabl e year that the el ection ismade in the form and manner
as prescribed by the Franchise Tax Board.

(e) (1) Any adjustment of an annual refundable credit amount shall be
treated as a mathematical error appearing on the return. This includes, but
isnot limited to, al of the following:

(A) A valid election as required under this section was not made.

(B) The Franchise Tax Board determines that credit amount
overstatements in any taxable year resulted in an overstatement in any
carryover amount or an overstatement of any refundable credit amount.

(C) The Franchise Tax Board determines that the credit amount was
overstated as a result of any subsequent adjustment in the amount of net
tax, including, but not limited to, an audit adjustment or claim for refund.

(2) Any amount of tax due resulting from such disallowance may be
assessed by the Franchise Tax Board in the same manner as provided by
Section 19051.

(f) (1) TheFranchise Tax Board may prescribe regulations necessary or
appropriate to carry out the purposes of this section.

(2) Chapter 3.5 (commencing with Section 11340) of Part 1 of Division
3 of Title 2 of the Government Code shall not apply to any rule, guideline,
or procedure prescribed by the Franchise Tax Board pursuant to this section.

(g) Thissection shall remainin effect only until December 1, 2034, and
as of that date is repealed.

SEC. 13. Section 24416.24 of the Revenue and Taxation Code, as
proposed to be added by Section 36 of Senate Bill 167 of the 2023-24
Regular Session, is amended to read:

24416.24. (@) Notwithstanding Sections 24416, 24416.1, 24416.4,
24416.7, and 24416.22, former Sections 24416.2, 24416.5, 24416.6, and
24416.20, and Section 172 of the Internal Revenue Code, a net operating
loss deduction shall not be allowed for any taxable year beginning on or
after January 1, 2024, and before January 1, 2027.

(b) For any net operating loss or carryover of a net operating loss for
which adeduction is denied by subdivision (@), the carryover period under
Section 172 of the Internal Revenue Code shall be extended as follows:

(1) By oneyear, for lossesincurred in taxabl e years beginning on or after
January 1, 2025, and before January 1, 2026.
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(2) By two years, for losses incurred in taxable years beginning on or
after January 1, 2024, and before January 1, 2025.

(3) By threeyears, for lossesincurred in taxable years beginning before
January 1, 2024.

(c) Thedisalowance of any net operating loss deduction for any taxable
year beginning on or after January 1, 2024, and before January 1, 2027,
pursuant to subdivision (a) shall not apply to ataxpayer with income subject
to tax under this part of less than one million dollars ($1,000,000) for the
taxable year.

(d) (1) For taxable years beginning on or after January 1, 2025, and
before January 1, 2026, this section shall not apply if, by May 14, 2025, the
Director of Finance determinesthat General Fund money over the multiyear
forecast is sufficient without the revenue impact of the net operating loss
suspension and credit limitation, and pursuant to legislation in the annual
Budget Act to not apply this section of law.

(2) For taxable years beginning on or after January 1, 2026, and before
January 1, 2027, this section shall not apply if, by May 14, 2026, the Director
of Finance determinesthat General Fund money over the multiyear forecast
issufficient without the revenue impact of the net operating | oss suspension
and credit limitation, and pursuant to legislation in the annual Budget Act
to not apply this section of law.

SEC. 14. No reimbursement is required by this act pursuant to Section
6 of Article X111 B of the California Constitution because the only costs that
may beincurred by alocal agency or school district will beincurred because
this act creates a new crime or infraction, eliminates a crime or infraction,
or changes the penalty for a crime or infraction, within the meaning of
Section 17556 of the Government Code, or changesthe definition of acrime
within the meaning of Section 6 of Article XIII B of the California
Constitution.

SEC. 15. Thisact shall become operative only if Senate Bill 167 of the
2023-24 Regular Session is enacted and becomes effective.

SEC. 16. This act is a bill providing for appropriations related to the
Budget Bill within the meaning of subdivision (€) of Section 12 of Article
IV of the California Constitution, has been identified asrelated to the budget
in the Budget Bill, and shall take effect immediately.
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