AMENDED IN SENATE APRIL 24, 2013
AMENDED IN SENATEAPRIL 1, 2013

SENATE BILL No. 434

Introduced by-Senater Senators Hill and Wolk
(Coauthors: Assembly Members Gordon and Mullin)

February 21, 2013

An act to amend and repeal Sections 17053.34, 17053.46, 17053.47,
17053.74, 23622.7, 23622.8, 23634, and 23646 of ,-and to add Section
41 to, and to add and repeal Sections 17053.90 and 23690 of the
Revenue and Taxation Code, relating to taxation, to take effect
immediately, tax levy.

LEGISLATIVE COUNSEL’S DIGEST

SB 434, as amended, Hill. Personal income and corporation taxes:
hiring credits. enterprise zones, LAMBRAS, manufacturing enhancement
areas, and targeted tax areas.

The Personal Income Tax Law and the Corporation Tax Law allow
creditsfor hiring employees, based on qualified wages, in an enterprise
zone, aLAMBRA, a manufacturing enhancement area, and a targeted
tax area.

Thishbill would, among other things, revise the percentage of qualified
wages allowed per year of employment with regard to determining the
credit-ameunt; amount, limit the application of these creditsto only the
qualified wages for each net increase of qualified employees, as
specified, limit credit eligibility—fer with respect to taxpayers that
relocate to an enterprise zone, a LAMBRA, a manufacturing
enhancement area, or atargeted tax area from within the state to those
taxpayers that offer each employee from the previous location or

locations a written-benafide offer-of-employmentinthe newlocation;
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notice of transfer to the new location with comparable compensation,
revise the definitions of “qualified wages’ and “qualified taxpayer,”
cap the aggregate amount of credit allowed per taxable year for specified
hiring credits, as provided, and require the Franchise Tax Board to
publish specified information on its Internet Web site, as provided.

This bill would make the credit inoperative on January 1, 2019, and,
as of December 1, 2019, would repeal the credit for a taxpayer who
employs a qualified employee in an enterprise zone, as specified. The
bill would instead allow a credit for a taxpayer who hires a qualified
full-time employee, as specified, and allow a credit for a taxpayer who,
among other things, maintains a net increase in qualified full-time
employees, as specified.

This bill would additionally prohibit a person from charging a
contingent fee, as defined, for services rendered in connection with a
tax credit relating to enterprise zones, LAMBRAS, manufacturing
enhancement areas, or targeted tax areas and would impose a penalty
for the violation of this prohibition, as specified. Thisbill would require
that, upon request of the Franchise Tax Board, that a person rendering
these services provide, under penalty of perjury, awritten certification
that afee for those services does not include a contingent fee.

By expanding the definition of an existing crime, this bill imposes a
state-mandated local program.

The Cdlifornia Constitution requires the state to reimburse local
agencies and school districts for certain costs mandated by the state.
Statutory provisions establish proceduresfor making that reimbursement.

Thisbill would provide that no reimbursement isrequired by this act
for a specified reason.

This bill would include a change in state statute that would result in
ataxpayer paying ahigher tax within the meaning of Section 3 of Article
XIII A of the California Constitution, and thuswould require for passage
the approval of 7 of the membership of each house of the Legislature.

This bill would take effect immediately as atax levy.

Vote: 2%;. Appropriation: no. Fiscal committee: yes.
State-mandated local program: yes.

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

1 SECTION 1. Section 41 isadded to the Revenue and Taxation
2 Code, to read:
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41. (@) Notwithstanding any other law, a person shall not
charge a contingent fee for services rendered in connection with
a tax credit relating to an enterprise zone, a LAMBRA, a
manufacturing enhancement area, or atargeted tax area.

(b) For purposesof thissection, “contingent fee” meansany fee
charged upon the occurrence of a contingency and includes, but
isnot limited to, afee that is based on a percentage of the refund
reported on areturn, afeethat isbased on apercentage of the taxes
reduced, or afee that depends upon the specific tax result attained.

(c) A penaty shall be imposed under this section upon the
person charging a contingent fee for services rendered in
connection with a tax credit relating to an enterprise zone, a
LAMBRA, a manufacturing enhancement area, or a targeted tax
area in an amount that is the greater of five thousand dollars
($5,000) or 100 percent of the contingent fee charged, whether or
not any contingent fee was actually paid or otherwise received,
directly or indirectly, by the service provider.

(d) (1) The penalty imposed under subdivision (c) shall be due
and payabl e upon notice and demand by the Franchise Tax Board.

(2) Article 3 (commencing with Section 19031) of Part 10.2
shall not apply with respect to the assessment or collection of any
penalty imposed under subdivision (c).

(e) The Legidature finds and declares that contingent fees for
services rendered in connection with a tax credit relating to an
enterprise zone, aLAMBRA, amanufacturing enhancement area,
or atargeted tax area are against public policy and any contract or
arrangement that provides for a contingent fee is void and
unenforceable.

(f) Any person rendering servicesin connection with atax credit
relating to an enterprise zone, a LAMBRA, a manufacturing
enhancement area, or a targeted tax area may be required to
provide, upon request of the board of the Franchise Tax Board, a
written certification, submitted under penalty of perjury, that the
fee for those services does not include, in whole or in part, a
contingent fee.

(9) The Franchise Tax Board may prescribe rules, guidelines,
or procedures necessary or appropriate to carry out the purposes
of this section.

(h) Thissection shall apply toall contractsor arrangementsthat
provide for a fee for services rendered in connection with a tax
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credit relating to an enterprise zone, aLAMBRA, amanufacturing
enhancement area, or atargeted tax area on or after the effective
date of this act.

SEC. 2. Section 17053.34 of the Revenue and Taxation Code
is amended to read:

17053.34. (a) (1) For each taxable year beginning on or after
January 1, 1998, and before January 1, 2013, there shall be alowed
a credit against the “net tax” (as defined in Section 17039) to a
qualified taxpayer who employsaqualified employeein atargeted
tax area during the taxable year. The credit shall be equal to the
sum of each of the following:

(A) Fifty percent of qualified wages in the first year of
employment.

(B) Forty percent of qualified wages in the second year of
employment.

(C) Thirty percent of qualified wages in the third year of
employment.

(D) Twenty percent of qualified wages in the fourth year of
employment.

(E) Ten percent of qualified wages in the fifth year of
employment.

(2) (A) For each taxable year beginning on or after January 1,
2013, and before January 1, 2019, there shall be allowed a credit
against the “net tax,” as defined in Section 17039, to a qualified
taxpayer who employs aqualified employeein atargeted tax area
during the taxable year. The credit shall be equal to the sum of
each of the following:

(i) Ten percent of qualified wages in the first year of
employment.

(if) Ten percent of qualified wages in the second year of
employment.

(iii) Thirty percent of qualified wages in the third year of
employment.

(iv) Forty percent of qualified wages in the fourth year of
employment.

(v) Fifty percent of qualified wages in the fifth year of
employment.

(B) The credit shall be allowed only with respect to qualified
wages paid for each net increase in qualified employees. A net
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increase shall be determined by subtracting from the amount
determined in clause (i) the amount determined in clause (ii).

(i) The total number of qualified employees employed in the
state in the preceding taxable year by the qualified taxpayer and
by any trade or business acquired by the qualified taxpayer during
the preceding taxable year.

(if) The total number of qualified employees employed in the
state in the current taxable year by the qualified taxpayer and by
any trade or business acquired by the qualified taxpayer during
the current taxable year.

(C) If aqualified taxpayer relocated to atargeted tax areafrom
within the state during the taxable year for which the credit is
claimed, the qualified taxpayer shall be alowed a credit with
respect to qualified wages for each net increase in qualified
employees only if the qualified taxpayer—makes provides each
employee at the previous location or locations a written-benafide
effer-of-employment-at-the-newtecation: notice of transfer to the
new location with comparable compensation. The qualified
taxpayer shall provide self-certification with documentation when
submitting a voucher application.

(b) For purposes of this section:

(1) “Qualified wages’ means.

(A) That portion of wages paid or incurred by the qualified
taxpayer during the taxable year to qualified employees that
exceeds 200 percent of the minimum wage and does not exceed
500 percent of the minimum wage.

(B) Wagesreceived during the 60-month period beginning with
the first day the employee commences employment with the
qualified taxpayer. Reemployment in connection with any increase,
including a regularly occurring seasonal increase, in the trade or
business operations of the qualified taxpayer does not constitute
commencement of employment for purposes of this section.

(C) Qualified wages do not include any wages paid or incurred
by the qualified taxpayer on or after the targeted tax area expiration
date. However, wages paid or incurred with respect to qualified
employees who are employed by the qualified taxpayer within the
targeted tax area within the 60-month period prior to the targeted
tax area expiration date shall continue to qualify for the credit
under this section after the targeted tax area expiration date, in
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accordance with all provisions of this section applied as if the
targeted tax area designation were still in existence and binding.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the
Labor Code.

(3) “Targeted tax area expiration date” means the date the
targeted tax area designation expires, is revoked, is no longer
binding, or becomes inoperative.

(4) (A) “Qualified employee” means an individual who meets
all of the following requirements:

(i) At least 90 percent of his or her services for the qualified
taxpayer during thetaxable year are directly related to the conduct
of the qualified taxpayer’s trade or business located in a targeted
tax area.

(ii) Performs at least 50 percent of his or her services for the
qualified taxpayer during the taxable year in atargeted tax area.

(iii) Ishired by the qualified taxpayer after the date of original
designation of the area in which services were performed as a
targeted tax area.

(iv) Isany of thefollowing:

() Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
a person eligible for services under the federal Job Training
Partnership Act (29 U.S.C. Sec. 1501 et seq.), or its successor,
who isreceiving, or iseligibleto receive, subsidized employment,
training, or servicesfunded by the federal HA '
Aet; Workforce Investment Act of 1998 (29 U.SC. Sec. 2801 et
seg.), or its successor.

(1) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
a person eligible to be a voluntary or mandatory registrant under
the Greater Avenues for Independence Act of 1985 (GAIN)
provided for pursuant to Article 3.2 (commencing with Section
11320) of Chapter 2 of Part 3 of Division 9 of the Welfare and
Institutions Code, or its successor.

(1) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
an economically disadvantaged individual 14 yearsof age or older.
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(IV) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
adislocated worker who meets any of the following:

(ia) Hasbeenterminated or laid off or who hasreceived anotice
of termination or layoff from employment, is eligible for or has
exhausted entitlement to unemployment insurance benefits, and
isunlikely to return to his or her previous industry or occupation.

(ib) Hasbeen terminated or hasreceived anotice of termination
of employment as a result of any permanent closure or any
substantial layoff at a plant, facility, or enterprise, including an
individual who has not received written notification but whose
employer has made a public announcement of the closure or layoff.

(ee)

(ic) Islong-term unemployed and has limited opportunities for
employment or reemployment in the same or asimilar occupation
inthe areain which theindividual resides, including an individual
55 years of age or older who may have substantial barriers to
employment by reason of age.

(id) Was self-employed (including farmers and ranchers) and
is unemployed as a result of general economic conditions in the
community in which he or she resides or because of natural
disasters.

(ie) Was a civilian employee of the Department of Defense
employed at amilitary installation being closed or realigned under
the Defense Base Closure and Realignment Act of 1990.

H

(if) Was an active member of the Armed Forces or National
Guard as of September 30, 1990, and was either involuntarily
separated or separated pursuant to a special benefits program.

{ee)

(ig) Isaseasona or migrant worker who experiences chronic
seasona unemployment and underemployment in the agriculture
industry, aggravated by continual advancementsin technology and
mechanization.

thh)
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(ih) Has been terminated or laid off, or has received a notice of
termination or layoff, as a consequence of compliance with the
Clean Air Act.

(V) Immediately preceding the quaified employee's
commencement of employment with the qualified taxpayer, was
a disabled individual who is eligible for or enrolled in, or has
completed a state rehabilitation plan or is a service-connected
disabled veteran, veteran of the Vietnam era, or veteran who is
recently separated from military service.

(V1) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
an ex-offender. An individual shall be treated as convicted if he
or she was placed on probation by a state court without a finding
of guilty.

(VII) Immediately preceding the qualified employee’'s
commencement of employment with the qualified taxpayer, was
aperson eligible for or arecipient of any of the following:

tea)

(ia) Federal Supplemental Security Income benefits.
(ib) Aid to Familieswith Dependent Children.

{eey |

(ic) CaFresh benefits.

(id) State and local general assistance.

(V1) Immediately preceding the qualified employee’'s
commencement of employment with the qualified taxpayer, was
a member of afederally recognized Indian tribe, band, or other
group of Native American descent.

(IX) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
aresident of atargeted tax area.

(X) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was a member
of a targeted group as defined in Section 51(d) of the Internal
Revenue Code, or its successor.

(B) Priority for employment shall be provided to an individual
who is enrolled in a qualified program under the federa Job
Training Partnership Act or the Greater Avenuesfor | ndependence
Act of 1985 or who is €ligible as a member of a targeted group
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under the Work Opportunity Tax Credit (Section 51 of the Internal
Revenue Code), or its successor.

(5) (A) “Qualified taxpayer” meansaperson or entity that meets
both of the following:

(i) Isengaged in atrade or business within atargeted tax area
designated pursuant to Chapter 12.93 (commencing with Section
7097) of Division 7 of Title 1 of the Government Code.

(i) Is engaged in those lines of business described in Codes
2000 to 2099, inclusive; 2200 to 3999, inclusive; 4200 to 4299,
inclusive; 4500 to 4599, inclusive; and 4700 to 5199, inclusive,
of the Standard Industrial Classification (SIC) Manual published
by the United States Office of Management and Budget, 1987
edition.

(B) In the case of any passthrough entity, the determination of
whether ataxpayer is aqualified taxpayer under this section shall
be made at the entity level and any credit under this section or
Section 23634 shall be allowed to the passthrough entity and passed
through to the partners or shareholders in accordance with
applicable provisions of this part or Part 11 (commencing with
Section 23001). For purposes of this subdivision, the term
“passthrough entity” means any partnership or “S’ corporation.

(C) “Quadlified taxpayer” shall not include employers that
provide temporary help services, as described in Code 561320 of
the North American Industry Classification System (NAICS).

(6) “Seasona employment” means employment by a qualified
taxpayer that has regular and predictable substantial reductionsin
trade or business operations.

(c) If the qualified taxpayer is alowed a credit for qualified
wages pursuant to this section, only one credit shall be allowed to
the taxpayer under this part with respect to those qualified wages.

(d) The qualified taxpayer shall do both of the following:

(1) Obtain from the Employment Devel opment Department, as
permitted by federal law, the local county or city Job Training
Partnership Act administrative entity, theloca county GAIN office
or social services agency, or the local government administering
the targeted tax area, a certification that provides that a qualified
employee meets the dligibility requirements specified in clause
(iv) of subparagraph (A) of paragraph (4) of subdivision (b). The
Employment Development Department may provide preliminary
screening and referral to a certifying agency. The Department of
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Housing and Community Development shall develop regulations
governing the issuance of certificates pursuant to subdivision (g)
of Section 7097 of the Government Code, and shall develop forms
for this purpose.

(2) Retain a copy of the certification and provide it to the
Franchise Tax Board annually.

(e) (1) For purposes of this section:

(A) All employees of trades or businesses, which are not
incorporated, that are under common control shall be treated as
employed by a single taxpayer.

(B) The credit, if any, allowable by this section with respect to
each trade or business shall be determined by reference to its
proportionate share of the expense of the qualified wages giving
rise to the credit, and shall be allocated in that manner.

(C) Principles that apply in the case of controlled groups of
corporations, as specified in subdivision (d) of Section 23634,
shall apply with respect to determining employment.

(2) If an employer acquires the mgor portion of a trade or
business of another employer (hereinafter in this paragraph referred
to as the “ predecessor”) or the major portion of a separate unit of
atrade or business of apredecessor, then, for purposes of applying
this section (other than subdivision (f)) for any calendar year ending
after that acquisition, the employment relationship between a
qualified employee and an employer shal not be treated as
terminated if the employee continues to be employed in that trade
or business.

(f) (1) (A) If theemployment, other than seasona employment,
of any qualified employee, with respect to whom qualified wages
are taken into account under subdivision (@) is terminated by the
qualified taxpayer at any time during the first 270 days of that
employment (whether or not consecutive) or before the close of
the 270th calendar day after the day in which that employee
completes 90 days of employment with the qualified taxpayer, the
tax imposed by this part for the taxable year in which that
employment is terminated shall be increased by an amount equal
to the credit allowed under subdivision (a) for that taxable year
and all prior taxable years attributable to qualified wages paid or
incurred with respect to that employee.

(B) If the seasona employment of any qualified employee, with
respect to whom qualified wages are taken into account under
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subdivision (@) is not continued by the qualified taxpayer for a
period of 270 days of employment during the 60-month period
beginning with the day the qualified empl oyee commences seasonal
employment with the qualified taxpayer, the tax imposed by this
part, for the taxable year that includes the 60th month following
the month in which the qualified employee commences seasonal
employment with the qualified taxpayer, shall be increased by an
amount equal to the credit allowed under subdivision (a) for that
taxable year and all prior taxable years attributable to qualified
wages paid or incurred with respect to that qualified employee.

(2) (A) Subparagraph (A) of paragraph (1) shall not apply to
any of the following:

(i) A termination of employment of a qualified employee who
voluntarily leaves the employment of the qualified taxpayer.

(if) A termination of employment of aqualified employee who,
before the close of the period referred to in subparagraph (A) of
paragraph (1), becomes disabled and unableto perform the services
of that employment, unless that disability is removed before the
close of that period and the qualified taxpayer fails to offer
reemployment to that employee.

(iii) A termination of employment of a qualified employee, if
it isdetermined that the termination was due to the misconduct (as
defined in Sections 1256-30 to 1256-43, inclusive, of Title 22 of
the California Code of Regulations) of that employee.

(iv) A termination of employment of aqualified employee due
to asubstantial reduction in the trade or business operations of the
qualified taxpayer.

(v) A termination of employment of a qualified employee, if
that employee is replaced by other qualified employees so as to
create a net increase in both the number of employees and the
hours of employment.

(B) Subparagraph (B) of paragraph (1) shall not apply to any
of the following:

(i) A failureto continuethe seasonal employment of aqualified
employee who voluntarily fails to return to the seasonal
employment of the qualified taxpayer.

(i) A failureto continuethe seasonal employment of aqualified
employee who, before the close of the period referred to in
subparagraph (B) of paragraph (1), becomes disabled and unable
to perform the services of that seasonal employment, unless that

97



SB 434 —12—

OCO~NOUITPA,WNE

disability is removed before the close of that period and the
qualified taxpayer fails to offer seasonal employment to that
qualified employee.

(iii) A failureto continuethe seasona employment of aqualified
employee, if it is determined that the failure to continue the
seasona employment was due to the misconduct (as defined in
Sections 1256-30 to 1256-43, inclusive, of Title 22 of the California
Code of Regulations) of that qualified employee.

(iv) A failure to continue seasonal employment of a qualified
employee due to a substantial reduction in the regular seasonal
trade or business operations of the qualified taxpayer.

(v) A failureto continuethe seasona employment of aqualified
employee, if that qualified employeeisreplaced by other qualified
employees so as to create a net increase in both the number of
seasonal employees and the hours of seasonal employment.

(C) For purposesof paragraph (1), the employment relationship
between the qualified taxpayer and a qualified employee shall not
be treated as terminated by reason of a mere change in the form
of conducting the trade or business of the qualified taxpayer, if the
qualified employee continues to be employed in that trade or
business and the qualified taxpayer retains a substantial interest
in that trade or business.

(3) Any increasein tax under paragraph (1) shall not be treated
astax imposed by thispart for purposes of determining the amount
of any credit alowable under this part.

(9) Inthecaseof an estate or trust, both of the following apply:

(1) Thequalified wagesfor any taxableyear shall be apportioned
between the estate or trust and the beneficiaries on the basis of the
income of the estate or trust alocable to each.

(2) Any beneficiary to whom any qualified wages have been
apportioned under paragraph (1) shall be treated, for purposes of
this part, as the employer with respect to those wages.

(h) For purposes of this section, “targeted tax area” means an
area designated pursuant to Chapter 12.93 (commencing with
Section 7097) of Division 7 of Title 1 of the Government Code.

(i) In the case where the credit otherwise allowed under this
section exceeds the “net tax” for the taxable year, that portion of
the credit that exceedsthe” net tax” may be carried over and added
to the credit, if any, in succeeding taxable years, until the creditis
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exhausted. The credit shall be applied first to the earliest taxable
years possible.

() (1) The amount of the credit otherwise allowed under this
section and Section 17053.33, including any credit carryover from
prior years, that may reduce the“net tax” for the taxable year shall
not exceed the amount of tax that would be imposed on the
qualified taxpayer’s business income attributable to the targeted
tax area determined as if that attributable income represented all
of the income of the qualified taxpayer subject to tax under this
part.

(2) Attributable income shall be that portion of the taxpayer’s
Cdlifornia source business income that is apportioned to the
targeted tax area. For that purpose, the taxpayer’s businessincome
attributable to sources in this state first shall be determined in
accordance with Chapter 17 (commencing with Section 25101) of
Part 11. That business income shall be further apportioned to the
targeted tax area in accordance with Article 2 (commencing with
Section 25120) of Chapter 17 of Part 11, modified for purposes
of this section in accordance with paragraph (3).

(3) Business income shall be apportioned to the targeted tax
area by multiplying the total California business income of the
taxpayer by a fraction, the numerator of which is the property
factor plusthe payroll factor, and the denominator of which istwo.
For purposes of this paragraph:

(A) The property factor isafraction, the numerator of whichis
the average value of the taxpayer’s real and tangible personal
property owned or rented and used in the targeted tax area during
the taxable year, and the denominator of which isthe average value
of all the taxpayer’sreal and tangible personal property owned or
rented and used in this state during the taxable year.

(B) The payroll factor is afraction, the numerator of which is
thetotal amount paid by the taxpayer in the targeted tax areaduring
the taxable year for compensation, and the denominator of which
isthe total compensation paid by the taxpayer in this state during
the taxable year.

(4) Theportion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable
years, as if it were an amount exceeding the “net tax” for the
taxable year, as provided in subdivision (h).
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(5) In the event that a credit carryover is alowable under
subdivision (h) for any taxable year after the targeted tax area
expiration date, the targeted tax area shall be deemed to remainin
existence for purposes of computing the limitation specified in
this subdivision.

(k) (1) For-ea

2013-and-before the 2014 caI endar year, and each cal endar year
thereafter until January 1, 2019, the total aggregate amount of
credits allowed pursuant to this section shall not exceed the total
aggregate amount of credits clal med pursuant tothissectionin the

:]aﬁtrary—l—zei—?}- 2013 cal endar year as determr ned by the
Franchise Tax Board.

(2) Uponreceipt of atimely filed original return, the Franchise
Tax Board shall alocate the credit to the qualified taxpayer on a
first-come-first-served basis.

() (1) TheFranchiseTax Board shall compilethe certifications
submitted pursuant to paragraph (2) of subdivision (d) and shall
provide as a searchable database on its Internet Web site, for each
taxable year beginning on or after January 1,-2013; 2014, and
before January 1, 2019, the employer names, amounts of tax credit
claimed, and number of new jobs created for each taxable year
pursuant to this section, Sections 17053.46, 17053.47, 17053.74,
23622.7, 23622.8, 23634, and 23646.

(2) The Franchise Tax Board may prescribe rules, guidelines,
or procedures necessary or appropriate to carry out the purposes
of this section, including any guidelines regarding the allocation
of the credit allowed under this section.

(m) This section shall remain in effect only until December 1,
2019, and as of that date is repealed.

SEC. 3. Section 17053.46 of the Revenue and Taxation Code
isamended to read:

17053.46. (a) (1) For each taxableyear beginning on or after
January 1, 1995, and before January 1, 2013, there shall be allowed
asacredit against the “net tax” (as defined in Section 17039) to a
gualified taxpayer for hiring aqualified disadvantaged individual
or a qualified displaced employee during the taxable year for
employment inthe LAMBRA. Thecredit shall beequal to thesum
of each of the following:
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(A) Fifty percent of the qualified wages in the first year of
employment.

(B) Forty percent of the qualified wages in the second year of
employment.

(C) Thirty percent of the qualified wages in the third year of
employment.

(D) Twenty percent of the qualified wagesin the fourth year of
employment.

(E) Ten percent of the qualified wages in the fifth year of
employment.

(2) (A) For each taxable year beginning on or after January 1,
2013, and before January 1, 2019, there shall be allowed asacredit
against the “net tax,” as defined in Section 17039, to a qualified
taxpayer for hiring a qualified disadvantaged individual or a
qualified displaced employee during the taxable year for
employment inthe LAMBRA.. The credit shall be equal to the sum
of each of the following:

(i) Ten percent of qualified wages in the first year of
employment.

(if) Ten percent of qualified wages in the second year of
employment.

(iii) Thirty percent of qualified wages in the third year of
employment.

(iv) Forty percent of qualified wages in the fourth year of
employment.

(v) Fifty percent of qualified wages in the fifth year of
employment.

(B) The credit shall be allowed only with respect to qualified
wages paid for each net increase in qualified employees. A net
increase shall be determined by subtracting from the amount
determined in clause (i) the amount determined in clause (ii). For
purposes of this subparagraph, “qualified employees’ means
qualified disadvantaged individuals and qualified displaced
employees.

(i) The total number of qualified employees employed in the
state in the preceding taxable year by the qualified taxpayer and
by any trade or business acquired by the qualified taxpayer during
the preceding taxable year.

(if) The total number of qualified employees employed in the
state in the current taxable year by the qualified taxpayer and by
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any trade or business acquired by the qualified taxpayer during
the current taxable year.

(C) If a qualified taxpayer relocated to
LAMBRA from within the state during the taxable year for which
the credit is claimed, the qualified taxpayer shall be allowed a
credit with respect to qualified wages for each net increase in
qualified employeesonly if the qualified taxpayer-makes provides
each employee at the previous|ocation or locations awritterHbena

i ten: notice of transfer to
the new location with comparable compensation.

(b) For purposes of this section:

(1) “Qualified wages’ means.

(A) That portion of wages paid or incurred by the employer
during the taxable year to qualified disadvantaged individuals or
qualified displaced employees that exceeds 200 percent of the
minimum wage and does not exceed 500 percent of the minimum
wage.

(B) The total amount of qualified wages which may be taken
into account for purposes of claiming the credit allowed under this
section shall not exceed two million dollars ($2,000,000) per
taxable year.

(C) Wagesreceived during the 60-month period beginning with
the first day the individual commences employment with the
taxpayer. Reemployment in connection with any increase, including
a regularly occurring seasonal increase, in the trade or business
operations of the qualified taxpayer does not constitute
commencement of employment for purposes of this section.

(D) Qualified wages do not include any wages paid or incurred
by the qualified taxpayer on or after the LAMBRA expiration date.
However, wages paid or incurred with respect to qualified
disadvantaged individuals or qualified displaced employees who
areemployed by the qualified taxpayer withinthe LAMBRA within
the 60-month period prior to the LAMBRA expiration date shall
continue to qualify for the credit under this section after the
LAMBRA expiration date, in accordance with al provisions of
this section applied as if the LAMBRA designation were still in
existence and binding.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
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(commencing with Section 1171) of Part 4 of Division 2 of the
Labor Code.

(3) “LAMBRA” means a local agency military base recovery
areadesignated in accordance with Section 7114 of the Government
Code.

(4) “Qualified disadvantaged individua” means an individual
who satisfies all of the following requirements:

(A) (i) At least 90 percent of whose services for the taxpayer
during the taxable year are directly related to the conduct of the
taxpayer’strade or businesslocated ina LAMBRA.

(i) Who performs at least 50 percent of his or her services for
the taxpayer during the taxable year in the LAMBRA.

(B) Who is hired by the employer after the designation of the
area as a LAMBRA in which the individua’s services were
primarily performed.

(C) Who is any of the following immediately preceding the
individual’s commencement of employment with the taxpayer:

(i) Anindividua who has been determined eligiblefor services
under the federal-JebT+atningParthrership Workforce I nvestment
Act of 1998 (29 U.S.C. Sec.-1501 2801 et seq.).

(i) Any voluntary or mandatory registrant under the Greater
Avenues for Independence Act of 1985 as provided pursuant to
Article 3.2 (commencing with Section 11320) of Chapter 2 of Part
3 of Division 9 of the Welfare and I nstitutions Code.

(ii1) Aneconomically disadvantaged individual age 16 years or
older.

(iv) A dislocated worker who meets any of the following
conditions:

(I) Hasbeenterminated or laid off or who has received anotice
of termination or layoff from employment, is eligible for or has
exhausted entitlement to unemployment insurance benefits, and
isunlikely to return to his or her previousindustry or occupation.

(I1) Hasbeen terminated or has received anotice of termination
of employment as a result of any permanent closure or any
substantial layoff at a plant, facility, or enterprise, including an
individual who has not received written notification but whose
employer has made a public announcement of the closure or layoff.

(111) Islong-term unemployed and has limited opportunitiesfor
employment or reemployment in the same or asimilar occupation
inthe areainwhich theindividual resides, including an individual
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55 years of age or older who may have substantial barriers to
employment by reason of age.

(V) Was self-employed (including farmers and ranchers) and
is unemployed as a result of general economic conditions in the
community in which he or she resides or because of natural
disasters.

(V) Was a civilian employee of the Department of Defense
employed at amilitary install ation being closed or realigned under
the Defense Base Closure and Realignment Act of 1990.

(V1) Was an active member of the Armed Forces or National
Guard as of September 30, 1990, and was either involuntarily
separated or separated pursuant to a specia benefits program.

(V1) Experiences chronic seasonal unemployment and
underemployment in the agriculture industry, aggravated by
continual advancements in technology and mechanization.

(VIII) Has been terminated or laid off or has received a notice
of termination or layoff as a consequence of compliance with the
Clean Air Act.

(v) Anindividual who is enrolled in or has completed a state
rehabilitation plan or is a service-connected disabled veteran,
veteran of the Vietnam era, or veteran who is recently separated
from military service.

(vi) Anex-offender. Anindividual shall betreated as convicted
if he or she was placed on probation by a state court without a
finding of guilty.

(vii) A recipient of:

(I) Federal Supplemental Security Income benefits.

(I1) Aidto Families with Dependent Children.

(1) CaFresh benefits.

(IV) State and local general assistance.

(viii) Isamember of afederally recognized Indian tribe, band,
or other group of Native American descent.

(5) “Qualified taxpayer” means a taxpayer or partnership that
conducts a trade or business within a LAMBRA and, for the first
two taxable years, hasanet increasein jobs (defined as 2,000 paid
hours per employee per year) of one or more employees in the
LAMBRA.

(A) The net increase in the number of jobs shall be determined
by subtracting the total number of full-time employees (defined
as 2,000 paid hours per employee per year) the taxpayer employed
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in this state in the taxable year prior to commencing business
operations in the LAMBRA from the total number of full-time
employees the taxpayer employed in this state during the second
taxable year after commencing business operations in the
LAMBRA. For taxpayers who commence doing business in this
state with their LAMBRA business operation, the number of
employees for the taxable year prior to commencing business
operationsinthe LAMBRA shall be zero. If the taxpayer has anet
increase in jobsin the state, the credit shall be allowed only if one
or more full-time employees is employed within the LAMBRA.

(B) Thetotal number of employeesemployedinthe LAMBRA
shall equal the sum of both of the following:

(i) The total number of hours worked in the LAMBRA for the
taxpayer by employees (not to exceed 2,000 hours per employee)
who are paid an hourly wage divided by 2,000.

(if) The total number of months worked in the LAMBRA for
the taxpayer by employees who are salaried employees divided
by 12.

(C) In the case of a taxpayer who first commences doing
businessin the LAMBRA during the taxable year, for purposes of
clauses (i) and (ii), respectively, of subparagraph (B), the divisors
“2,000” and “12” shall be multiplied by afraction, the numerator
of which is the number of months of the taxable year that the
taxpayer was doing businessin the LAMBRA and the denominator
of whichis12.

(D) “Qualified taxpayer” shall not include employers that
provide temporary help services, as described in Code 561320 of
the North American Industry Classification System (NAICS).

(6) “Qualified displaced employee” means an individual who
satisfies al of the following requirements:

(A) Any civilian or military employee of a base or former base
who has been displaced as aresult of afederal base closure act.

(B) (i) At least 90 percent of whose services for the taxpayer
during the taxable year are directly related to the conduct of the
taxpayer’strade or business located ina LAMBRA.

(i) Who performs at least 50 percent of his or her services for
the taxpayer during the taxable year inaLAMBRA.

(C) Who is hired by the employer after the designation of the
areain which services were performed asa LAMBRA.
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(7) “Seasona employment” means employment by a qualified
taxpayer that has regular and predictable substantial reductionsin
trade or business operations.

(8) “LAMBRA expiration date” means the date the LAMBRA
designation expires, isno longer binding, or becomes inoperative.

(c) For qualified disadvantaged individualsor qualified displaced
employees hired on or after January 1, 2001, the taxpayer shall do
both of the following:

(1) Obtain from the Employment Devel opment Department, as
permitted by federal law, the local county or city Job Training
Partnership Act administrative entity, thelocal county GAIN office
or social services agency, or the local government administering
the LAMBRA, a certification that provides that a qualified
disadvantaged individual or qualified displaced employee meets
the eligibility requirements specified in subparagraph (C) of
paragraph (4) of subdivision (b) or subparagraph (A) of paragraph
(6) of subdivision (b). The Employment Devel opment Department
may provide preliminary screening and referral to a certifying
agency. The Department of Housing and Community Devel opment
shall develop regulations governing the issuance of certificates
pursuant to Section 7114.2 of the Government Code and shall
develop forms for this purpose.

(2) Retain a copy of the certification and provide it to the
Franchise Tax Board annually.

(d) (1) For purposesof thissection, both of thefollowing apply:

(A) All employees of trades or businesses that are under
common control shall betreated asemployed by asingle employer.

(B) Thecredit (if any) allowable by this section with respect to
each trade or business shall be determined by reference to its
proportionate share of the qualified wages giving riseto the credit.

The regulations prescribed under this paragraph shall be based
on principles similar to the principles that apply in the case of
controlled groups of corporations as specified in subdivision (€)
of Section 23622.

(2) If an employer acquires the major portion of a trade or
business of another employer (hereinafter in this paragraph referred
to as the “ predecessor”) or the major portion of a separate unit of
atrade or business of apredecessor, then, for purposes of applying
this section (other than subdivision (d)) for any calendar year
ending after that acquisition, the empl oyment rel ationship between
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an employee and an employer shall not be treated as terminated if
the employee continues to be employed in that trade or business.

(® (1) (A) If theemployment, other than seasonal employment,
of any employee, with respect to whom qualified wages are taken
into account under subdivision (@), is terminated by the taxpayer
at any time during thefirst 270 days of that employment (whether
or not consecutive) or before the close of the 270th calendar day
after the day in which that employee completes 90 days of
employment with the taxpayer, the tax imposed by this part for
the taxable year in which that employment is terminated shall be
increased by an amount (determined under those regulations) equal
to the credit allowed under subdivision (a) for that taxable year
and all prior taxable years attributable to qualified wages paid or
incurred with respect to that employee.

(B) If the seasonal employment of any qualified disadvantaged
individual, with respect to whom qualified wages are taken into
account under subdivision (@), is not continued by the qualified
taxpayer for a period of 270 days of employment during the
60-month period beginning with the day the qualified
disadvantaged individual commences seasonal employment with
the qualified taxpayer, the tax imposed by this part, for the taxable
year that includes the 60th month following the month in which
the qualified disadvantaged individual commences seasona
employment with the qualified taxpayer, shall be increased by an
amount equal to the credit allowed under subdivision (a) for that
taxable year and all prior taxable years attributable to qualified
wages paid or incurred with respect to that qualified disadvantaged
individual .

(2) (A) Subparagraph (A) of paragraph (1) shall not apply to
any of the following:

(i) A termination of employment of an employeewho voluntarily
leaves the employment of the taxpayer.

(if) A termination of employment of an individual who, before
the close of the period referred to in subparagraph (A) of paragraph
(1), becomes disabled to perform the services of that employment,
unless that disability is removed before the close of that period
and the taxpayer fails to offer reemployment to that individual.

(iii) A termination of employment of an individud, if it is
determined that the termination was due to the misconduct (as
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defined in Sections 1256-30 to 1256-43, inclusive, of Title 22 of
the California Code of Regulations) of that individual.

(iv) A termination of employment of an individual due to a
substantial reduction in the trade or business operations of the
taxpayer.

(v) A termination of employment of an individual, if that
individual isreplaced by other qualified employees so asto create
anet increase in both the number of employees and the hours of
employment.

(B) Subparagraph (B) of paragraph (1) shall not apply to any
of the following:

(i) A failureto continuethe seasona employment of aqualified
disadvantaged individual who voluntarily fails to return to the
seasonal employment of the qualified taxpayer.

(i) A failureto continuethe seasonal employment of aqualified
disadvantaged individual who, before the close of the period
referred to in subparagraph (B) of paragraph (1), becomes disabled
and unable to perform the services of that seasonal employment,
unless that disability is removed before the close of that period
and the qualified taxpayer fails to offer seasonal employment to
that individual.

(iii) A failureto continuethe seasona employment of aqualified
disadvantaged individual, if it is determined that the failure to
continue the seasonal employment was due to the misconduct (as
defined in Sections 1256-30 to 1256-43, inclusive, of Title 22 of
the California Code of Regulations) of that qualified disadvantaged
individual.

(iv) A failure to continue seasonal employment of a qualified
disadvantaged individual due to a substantial reduction in the
regular seasonal trade or business operations of the qualified
taxpayer.

(v) A failureto continue the seasonal employment of aqualified
disadvantaged individual, if that individual is replaced by other
qualified displaced employees so asto create anet increasein both
the number of seasonal employees and the hours of seasonal
employment.

(C) For purposesof paragraph (1), the employment relationship
between the taxpayer and an employee shall not be treated as
terminated by reason of a mere change in the form of conducting
the trade or business of the taxpayer, if the employee continuesto

97



OCO~NOUITPA,WNE

— 23— SB 434

be employed in that trade or business and the taxpayer retains a
substantial interest in that trade or business.

(3) Any increasein tax under paragraph (1) shall not be treated
astax imposed by this part for purposes of determining the amount
of any credit allowable under this part.

(4) At the close of the second taxable year, if the taxpayer has
not increased the number of its employees as determined by
paragraph (5) of subdivision (b), then the amount of the credit
previously claimed shall be added to the taxpayer’s net tax for the
taxpayer’s second taxable year.

(f) Inthe case of an estate or trust, both of the following apply:

(1) Thequalified wagesfor any taxable year shall be apportioned
between the estate or trust and the beneficiaries on the basis of the
income of the estate or trust alocable to each.

(2) Any beneficiary to whom any qualified wages have been
apportioned under paragraph (1) shall be treated (for purposes of
this part) as the employer with respect to those wages.

(9) The credit shall be reduced by the credit alowed under
Section 17053.7. The credit shall also be reduced by the federal
credit allowed under Section 51 of the Internal Revenue Code.

In addition, any deduction otherwise allowed under this part for
the wages or salaries paid or incurred by the taxpayer upon which
the credit is based shall be reduced by the amount of the credit,
prior to any reduction required by subdivision (h) or (i).

(h) In the case where the credit otherwise allowed under this
section exceeds the “net tax” for the taxable year, that portion of
the credit that exceedsthe " net tax” may be carried over and added
to the credit, if any, in succeeding years, until the credit is
exhausted. The credit shall be applied first to the earliest taxable
years possible.

(i) (1) Theamount of credit otherwise allowed under this section
and Section 17053.45, including prior year credit carryovers, that
may reduce the “net tax” for the taxable year shall not exceed the
amount of tax that would be imposed on the taxpayer’s business
income attributed to a LAMBRA determined as if that attributed
income represented all of the net income of the taxpayer subject
to tax under this part.

(2) Attributable income shall be that portion of the taxpayer’'s
California source business income that is apportioned to the
LAMBRA. For that purpose, the taxpayer’s business income that

97



SB 434 24—

OCO~NOUITPA,WNE

is attributable to sources in this state first shall be determined in
accordance with Chapter 17 (commencing with Section 25101) of
Part 11. That business income shall be further apportioned to the
LAMBRA in accordancewith Article 2 (commencing with Section
25120) of Chapter 17 of Part 11, modified for purposes of this
section in accordance with paragraph (3).

(3) Income shall be apportioned toaLAMBRA by multiplying
the total California businessincome of the taxpayer by afraction,
the numerator of whichisthe property factor plusthe payroll factor,
and the denominator of which is two. For purposes of this
paragraph:

(A) The property factor isafraction, the numerator of whichis
the average vaue of the taxpayer’s real and tangible personal
property owned or rented and used in the LAMBRA during the
taxable year, and the denominator of which is the average value
of all the taxpayer’s real and tangible personal property owned or
rented and used in this state during the taxable year.

(B) The payroll factor is a fraction, the numerator of which is
the total amount paid by the taxpayer in the LAMBRA during the
taxable year for compensation, and the denominator of which is
thetotal compensation paid by the taxpayer in this state during the
taxable year.

(4) Theportion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable
years, as if it were an amount exceeding the “net tax” for the
taxable year, as provided in subdivision (h).

() If thetaxpayer isallowed acredit pursuant to this section for
qualified wages paid or incurred, only one credit shall be allowed
tothe taxpayer under this part with respect to any wage consisting
in whole or in part of those qualified | wages.

(k) (1) For-eachta , a r
2013;-and-befere the 2014 caI endar year, and each cal endar year
thereafter until January 1, 2019, the total aggregate amount of
credits allowed pursuant to this section shall not exceed the total
aggregate amount of credits clar med pursuant tothissectionin the

Janaary—l—ZGi—E‘r 2013 calendar year as determrned by the
Franchise Tax Board.
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(2) Upon receipt of atimely filed original return, the Franchise
Tax Board shall alocate the credit to the qualified taxpayer on a
first-come-first-served basis.

() (1) TheFranchiseTax Board shall compilethe certifications
submitted pursuant to paragraph (2) of subdivision (c) and shall
provide as a searchabl e database on its Internet Web site, for each
taxable year beginning on or after January 1,-2013; 2014, and
before January 1, 2019, the employer names, amounts of tax credit
claimed, and number of new jobs created for each taxable year
pursuant to this section, Sections 17053.34, 17053.47, 17053.74,
23622.7, 23622.8, 23634, and 23646.

(2) The Franchise Tax Board may prescribe rules, guidelines,
or procedures necessary or appropriate to carry out the purposes
of this section, including any guidelines regarding the allocation
of the credit allowed under this section.

(m) This section shall remain in effect only until December 1,
2019, and as of that date is repeal ed.

SEC. 4. Section 17053.47 of the Revenue and Taxation Code
isamended to read:

17053.47. (&) (1) For each taxableyear beginning on or after
January 1, 1998, and before January 1, 2013, there shall be allowed
a credit against the “net tax” (as defined in Section 17039) to a
qualified taxpayer for hiring a qualified disadvantaged individual
during the taxable year for employment in the manufacturing
enhancement area. The credit shall be equal to the sum of each of
the following:

(A) Fifty percent of the qualified wages in the first year of
employment.

(B) Forty percent of the qualified wages in the second year of
employment.

(C) Thirty percent of the qualified wages in the third year of
employment.

(D) Twenty percent of the qualified wagesin the fourth year of
employment.

(E) Ten percent of the qualified wages in the fifth year of
employment.

(2) (A) For each taxable year beginning on or after January 1,
2013, and before January 1, 2019, there shall be allowed asa credit
against the “net tax,” as defined in Section 17039, to a qualified
taxpayer for hiring aqualified disadvantaged individual during the
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taxable year for employment in the manufacturing enhancement
area. The credit shall be equal to the sum of each of the following:

(i) Ten percent of qualified wages in the first year of
employment.

(if) Ten percent of qualified wages in the second year of
employment.

(iii) Thirty percent of qualified wages in the third year of
employment.

(iv) Forty percent of qualified wages in the fourth year of
employment.

(v) Fifty percent of qualified wages in the fifth year of
employment.

(B) The credit shall be allowed only with respect to qualified
wages paid for each net increase in qualified employees. A net
increase shall be determined by subtracting from the amount
determined in clause (i) the amount determined in clause (ii). For
purposes of this subparagraph, “qualified employee” means
qualified disadvantaged individual.

(i) The total number of qualified employees employed in the
state in the preceding taxable year by the qualified taxpayer and
by any trade or business acquired by the qualified taxpayer during
the preceding taxable year.

(if) The total number of qualified employees employed in the
state in the current taxable year by the qualified taxpayer and by
any trade or business acquired by the qualified taxpayer during
the current taxable year.

(C) If a qualified taxpayer relocated to a—targeted—tax
manufacturing enhancement area from within the state during the
taxable year for which the credit is claimed, the qualified taxpayer
shall be allowed a credit with respect to qualified wages for each
net increase in qualified employees only if the qualified taxpayer
makesprovideseach employeeaithe prevlouslocatlon or locations
awritte - notice
of transfer to the new location Wlth comparable compensation.
The qualified taxpayer shall provide self-certification with
documentation when submitting a voucher application.

(b) For purposes of this section:

(1) “Qualified wages’ means:

(A) That portion of wages paid or incurred by the qualified
taxpayer during the taxable year to qualified disadvantaged
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individuals that exceeds 200 percent of the minimum wage and
does not exceed 500 percent of the minimum wage.

(B) The total amount of qualified wages which may be taken
into account for purposes of claiming the credit allowed under this
section shall not exceed two million dollars ($2,000,000) per
taxable year.

(C) Wagesreceived during the 60-month period beginning with
the first day the qualified disadvantaged individual commences
employment with the qualified taxpayer. Reemployment in
connection with any increase, including a regularly occurring
seasona increase, in thetrade or business operations of the taxpayer
does not constitute commencement of employment for purposes
of this section.

(D) Qualified wages do not include any wages paid or incurred
by the qualified taxpayer on or after the manufacturing
enhancement areaexpiration date. However, wages paid or incurred
with respect to qualified employees who are employed by the
qualified taxpayer within the manufacturing enhancement area
within the 60-month period prior to the manufacturing enhancement
area expiration date shall continue to qualify for the credit under
this section after the manufacturing enhancement area expiration
date, in accordance with all provisions of this section applied as
if the manufacturing enhancement area designation were still in
existence and binding.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the
Labor Code.

(3) “Manufacturing enhancement area” meansan areadesignated
pursuant to Section 7073.8 of the Government Code according to
the procedures of Chapter 12.8 (commencing with Section 7070)
of Division 7 of Title 1 of the Government Code.

(4) “Manufacturing enhancement area expiration date” means
the date the manufacturing enhancement area designation expires,
isno longer binding, or becomes inoperative.

(5 “Quadlified disadvantaged individual” means an individual
who satisfies all of the following requirements:

(A) (i) Atleast 90 percent of whose services for the qualified
taxpayer during thetaxable year are directly related to the conduct
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of the qualified taxpayer's trade or business located in a
manufacturing enhancement area.

(i) Who performs at least 50 percent of his or her services for
the qualified taxpayer during the taxable year in the manufacturing
enhancement area.

(B) Whoishired by the qualified taxpayer after the designation
of the area as a manufacturing enhancement area in which the
individual’s services were primarily performed.

(C) Who is any of the following immediately preceding the
individual’s commencement of employment with the qualified
taxpayer:

(i) Anindividua who has been determined eligiblefor services
under the federal-JebT+atningParthrership Workforce I nvestment
Act of 1998 (29 U.S.C. Sec. 3561 2801 et seq.), or itS successor.

(i) Any voluntary or mandatory registrant under the Greater
Avenues for Independence Act of 1985, or its successor, as
provided pursuant to Article 3.2 (commencing with Section 11320)
of Chapter 2 of Part 3 of Division 9 of the Welfare and Institutions
Code.

(iii) Any individual who has been certified eligible by the
Employment Devel opment Department under thefederal Targeted
Jobs Tax Credit Program, or its successor, whether or not this
programisin effect.

(6) (A) “Quadlified taxpayer” means any taxpayer engaged in
a trade or business within a manufacturing enhancement area
designated pursuant to Section 7073.8 of the Government Code
and who meets al of the following requirements:

() Isengagedinthoselinesof businessdescribed in Codes 0211
to 0291, inclusive, Code 0723, or in Codes 2011 to 3999, inclusive,
of the Standard Industrial Classification (SIC) Manual published
by the United States Office of Management and Budget, 1987
edition.

(if) At least 50 percent of the qualified taxpayer’s workforce
hired after the designation of the manufacturing enhancement area
is composed of individuals who, at the time of hire, are residents
of the county in which the manufacturing enhancement area is
located.

(iii) Of this percentage of local hires, at least 30 percent shall
be qualified disadvantaged individuals.
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(B) “Qualified taxpayer” shall not include employers that
provide temporary help services, as described in Code 561320 of
the North American Industry Classification System (NAICS).

(7) “Seasona employment” means employment by a qualified
taxpayer that has regular and predictable substantial reductionsin
trade or business operations.

(c) (1) For purposes of this section, all of the following apply:

(A) All employees of trades or businesses that are under
common control shall be treated as employed by asingle quaified
taxpayer.

(B) Thecredit (if any) allowable by this section with respect to
each trade or business shall be determined by reference to its
proportionate share of the expense of the qualified wages giving
rise to the credit and shall be alocated in that manner.

(C) Principles that apply in the case of controlled groups of
corporations, as specified in subdivision (d) of Section 23622.7,
shall apply with respect to determining employment.

(2) If aqualified taxpayer acquiresthe maor portion of atrade
or business of another employer (hereinafter in this paragraph
referred to asthe “ predecessor”) or the major portion of aseparate
unit of atrade or business of a predecessor, then, for purposes of
applying this section (other than subdivision (d)) for any calendar
year ending after that acquisition, the employment relationship
between a qualified disadvantaged individual and a qualified
taxpayer shall not be treated as terminated if the qualified
disadvantaged individual continues to be employed in that trade
or business.

(d) (1) (A) Iftheemployment, other than seasonal employment,
of any qualified disadvantaged individual, with respect to whom
qualified wages are taken into account under subdivision (b) is
terminated by the qualified taxpayer at any time during the first
270 days of that employment (whether or not consecutive) or before
the close of the 270th calendar day after the day in which that
qualified disadvantaged individua completes 90 days of
employment with the qualified taxpayer, the tax imposed by this
part for the taxable year in which that employment is terminated
shall be increased by an amount equal to the credit allowed under
subdivision (@) for that taxable year and all prior taxable years
attributable to qualified wages paid or incurred with respect to that
qualified disadvantaged individual.
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(B) If the seasonal employment of any qualified disadvantaged
individual, with respect to whom qualified wages are taken into
account under subdivision (a) is not continued by the qualified
taxpayer for a period of 270 days of employment during the
60-month period beginning with the day the qualified
disadvantaged individual commences seasonal employment with
the qualified taxpayer, the tax imposed by this part, for the taxable
year that includes the 60th month following the month in which
the qualified disadvantaged individual commences seasonal
employment with the qualified taxpayer, shall be increased by an
amount equal to the credit allowed under subdivision (a) for that
taxable year and all prior taxable years attributable to qualified
wages paid or incurred with respect to that qualified disadvantaged
individual.

(2) (A) Subparagraph (A) of paragraph (1) does not apply to
any of the following:

(i) A termination of employment of a qualified disadvantaged
individual who voluntarily |eaves the employment of the qualified
taxpayer.

(if) A termination of employment of a qualified disadvantaged
individual who, before the close of the period referred to in
subparagraph (A) of paragraph (1), becomes disabled to perform
the services of that employment, unless that disability is removed
before the close of that period and the taxpayer fails to offer
reemployment to that individual.

(iii) A termination of employment of aqualified disadvantaged
individua, if it is determined that the termination was due to the
misconduct (asdefined in Sections 1256-30 to 1256-43, inclusive,
of Title 22 of the California Code of Regulations) of that individual .

(iv) A termination of employment of aqualified disadvantaged
individual due to a substantial reduction in the trade or business
operations of the qualified taxpayer.

(v) A termination of employment of a qualified disadvantaged
individual, if that individual is replaced by other qualified
disadvantaged individual s so asto create anet increase in both the
number of employees and the hours of employment.

(B) Subparagraph (B) of paragraph (1) shall not apply to any
of the following:
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(i) A failureto continuethe seasonal employment of aqualified
disadvantaged individual who voluntarily fails to return to the
seasonal employment of the qualified taxpayer.

(i) A failureto continuethe seasonal employment of aqualified
disadvantaged individual who, before the close of the period
referred to in subparagraph (B) of paragraph (1), becomes disabled
and unable to perform the services of that seasona employment,
unless that disability is removed before the close of that period
and the qualified taxpayer fails to offer seasonal employment to
that qualified disadvantaged individual.

(iii) A failureto continuethe seasona employment of aqualified
disadvantaged individual, if it is determined that the failure to
continue the seasonal employment was due to the misconduct (as
defined in Sections 1256-30 to 1256-43, inclusive, of Title 22 of
the California Code of Regulations) of that qualified disadvantaged
individual .

(iv) A failure to continue seasonal employment of a qualified
disadvantaged individual due to a substantial reduction in the
regular seasonal trade or business operations of the qualified
taxpayer.

(v) A failureto continue the seasonal employment of aqualified
disadvantaged individual, if that qualified disadvantaged individual
is replaced by other qualified disadvantaged individuals so as to
create a net increase in both the number of seasonal employees
and the hours of seasonal employment.

(C) For purposesof paragraph (1), the employment relationship
between the qualified taxpayer and a qualified disadvantaged
individual shall not be treated as terminated by reason of a mere
change in the form of conducting the trade or business of the
qualified taxpayer, if the qualified disadvantaged individual
continuesto be employed in that trade or business and the qualified
taxpayer retains a substantial interest in that trade or business.

(3) Any increasein tax under paragraph (1) shall not be treated
astax imposed by thispart for purposes of determining the amount
of any credit allowable under this part.

(e) Inthe case of an estate or trust, both of the following apply:

(1) Thequalified wagesfor any taxableyear shall be apportioned
between the estate or trust and the beneficiaries on the basis of the
income of the estate or trust alocable to each.
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(2) Any beneficiary to whom any qualified wages have been
apportioned under paragraph (1) shall be treated (for purposes of
this part) as the employer with respect to those wages.

(f) The credit shall be reduced by the credit allowed under
Section 17053.7. The credit shall aso be reduced by the federal
credit allowed under Section 51 of the Internal Revenue Code.

In addition, any deduction otherwise allowed under this part for
the wages or salaries paid or incurred by the qualified taxpayer
upon which the credit is based shall be reduced by the amount of
the credit, prior to any reduction required by subdivision (g) or
(h).

(9) In the case where the credit otherwise allowed under this
section exceeds the “net tax” for the taxable year, that portion of
the credit that exceedsthe” net tax” may be carried over and added
to the credit, if any, in succeeding years, until the credit is
exhausted. The credit shall be applied first to the earliest taxable
years possible.

(h) (1) The amount of credit otherwise allowed under this
section, including prior year credit carryovers, that may reduce
the “net tax” for the taxable year shall not exceed the amount of
tax that would be imposed on the qualified taxpayer’s business
income attributed to amanufacturing enhancement areadetermined
asif that attributed income represented all of the net income of the
qualified taxpayer subject to tax under this part.

(2) Attributable income shall be that portion of the taxpayer’s
California source business income that is apportioned to the
manufacturing enhancement area. For that purpose, the taxpayer’s
business income that is attributable to sources in this state first
shall be determined in accordance with Chapter 17 (commencing
with Section 25101) of Part 11. That business income shall be
further apportioned to the manufacturing enhancement area in
accordance with Article 2 (commencing with Section 25120) of
Chapter 17 of Part 11, modified for purposes of this section in
accordance with paragraph (3).

(3) Incomeshall be apportioned to amanufacturing enhancement
area by multiplying the total California business income of the
taxpayer by a fraction, the numerator of which is the property
factor plusthe payroll factor, and the denominator of which istwo.
For purposes of this paragraph:
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(A) The property factor isafraction, the numerator of whichis
the average value of the taxpayer's real and tangible personal
property owned or rented and used in the manufacturing
enhancement area during the taxable year, and the denominator
of whichisthe averagevalue of all thetaxpayer’sreal and tangible
personal property owned or rented and used in this state during
the taxable year.

(B) The payroll factor is a fraction, the numerator of which is
the total amount paid by the taxpayer in the manufacturing
enhancement area during the taxable year for compensation, and
the denominator of which is the total compensation paid by the
taxpayer in this state during the taxable year.

(4) Theportion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable
years, as if it were an amount exceeding the “net tax” for the
taxable year, as provided in subdivision (g).

(i) If thetaxpayer isallowed acredit pursuant to this section for
qualified wages paid or incurred, only one credit shall be alowed
to the taxpayer under this part with respect to any wage consisting
in whole or in part of those qualified wages.

() The qualified taxpayer shall do both of the following:

(1) Obtain from the Employment Devel opment Department, as
permitted by federal law, the local county or city Job Training
Partnership Act administrative entity, thelocal county GAIN office
or social services agency, or the local government administering
the manufacturing enhancement area, a certification that provides
that a qualified disadvantaged individual meets the eligibility
requirements specified in paragraph (5) of subdivision (b). The
Employment Devel opment Department may provide preliminary
screening and referral to a certifying agency. The Department of
Housing and Community Development shall develop regulations
governing the issuance of certificates pursuant to subdivision (d)
of Section 7086 of the Government Code and shall develop forms
for this purpose.

(2) Retain a copy of the certification and provide it to the
Franchise Tax Board annually

(k) (1) For-ea a ‘
2013;-and-befere the 2014 caI endar year, and each cal endar year
thereafter, until January 1, 2019, the total aggregate amount of
credits allowed pursuant to this section shall not exceed the total
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aggregate amount of credits clal med pursuant tothissectioninthe

Jaﬁuary—l—zei—?r 2013 cal endar year as determmed by the
Franchise Tax Board.

(2) Upon receipt of atimely filed original return, the Franchise
Tax Board shall allocate the credit to the qualified taxpayer on a
first-come-first-served basis.

() (1) TheFranchise Tax Board shall compilethe certifications
submitted pursuant to paragraph (2) of subdivision (j) and shall
provide as a searchable database on its Internet Web site, for each
taxable year beginning on or after January 1,-2013; 2014, and
before January 1, 2019, the employer names, amounts of tax credit
claimed, and number of new jobs created for each taxable year
pursuant to this section, Sections 17053.34, 17053.46, 17053.74,
23622.7, 23622.8, 23634, and 23646.

(2) The Franchise Tax Board may prescribe rules, guidelines,
or procedures necessary or appropriate to carry out the purposes
of this section, including any guidelines regarding the allocation
of the credit allowed under this section.

(m) This section shall remain in effect only until December 1,
2019, and as of that date is repeal ed.
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SEC. 5. Section 17053.74 of the Revenue and Taxation Code
is amended to read:

17053.74. (@) (1) There shall be allowed acredit against the
“net tax” (asdefined in Section 17039) to ataxpayer who employs
aqualified employeein an enterprise zone during the taxabl e year,
but only if the qualified employee first commences employment
with the taxpayer before January 1, 2014. The credit shall be equal
to the sum of each of the following:

&

(A) Fifty percent of qualified wages in the first year of

employment.
2

(B) Forty percent of qualified wages in the second year of

employment.
)

(C) Thirty percent of qualified wages in the third year of

employment.

(D) Twenty percent of qualified wages in the fourth year of
employment.

5)

(E) Ten percent of qualified wages in the fifth year of
employment.

(2) If a taxpayer relocated to an enterprise zone from within
the state during the taxable year for which the credit is claimed,

the taxpayer shall be allowed a credit with respect to qualified
wages for each net increase in qualified employees only if the
taxpayer provides each employee at the previous location or
locations a written notice of transfer to the new location with
comparable compensation. The taxpayer shall provide
self-certification with documentation when submitting voucher
applications.

(b) For purposes of this section:

(1) “Qualified wages’ means:
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(A) (i) Except asprovided in clause (ii), that portion of wages
paid or incurred by the taxpayer during the taxabl e year to qualified
employeesthat does not exceed 150 percent of the minimum wage.

(if) For up to 1,350 qualified employees who are employed by
the taxpayer in the Long Beach Enterprise Zone in aircraft
manufacturing activities described in Codes 3721 to 3728,
inclusive, and Code 3812 of the Standard Industrial Classification
(SIC) Manua published by the United States Office of
Management and Budget, 1987 edition, “ qualified wages’ means
that portion of hourly wages that does not exceed 202 percent of
the minimum wage.

(B) Wagesreceived during the 60-month period beginning with
the first day the employee commences employment with the
taxpayer. Reemployment in connection with any increase, including
aregularly occurring seasonal increase, in the trade or business
operations of the taxpayer does not constitute commencement of
employment for purposes of this section.

(C) Qualified wages do not include any wages paid or incurred
by the taxpayer on or after the zone expiration date. However,
wages paid or incurred with respect to qualified employees who
are employed by the taxpayer within the enterprise zone within
the 60-month period prior to the zone expiration date shall continue
to qualify for the credit under this section after the zone expiration
date, in accordance with all provisions of this section applied as
if the enterprise zone designation were still in existence and
binding.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the
Labor Code.

(3) “Zone expiration date” means the date the enterprise zone
designation expires, isno longer binding, or becomes inoperative.

(4) (A) “Qualified employee’” means an individual who meets
all of the following requirements:

(i) Atleast 90 percent of whose servicesfor the taxpayer during
thetaxable year aredirectly related to the conduct of the taxpayer’s
trade or business located in an enterprise zone.

(if) Performs at least 50 percent of his or her services for the
taxpayer during the taxable year in an enterprise zone.
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(iii) Ishired by thetaxpayer after the date of original designation
of the areain which serviceswere performed as an enterprise zone.

(iv) Isany of thefollowing:

() Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was a person
eligible for services under the federdl Hht i
Workforce Investment Act of 1998 (29 U.S.C. Sec.-3561 2801 et
seq.), or its successor, who is receiving, or is eligible to receive,
subsidized employment, training, or servicesfunded by the federal

HA i > Workforce Investment Act of 1998
(29 U.S.C. Sec. 2801 et seq.), or its successor.

(1) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was a person
eligibleto be avoluntary or mandatory registrant under the Greater
Avenues for Independence Act of 1985 (GAIN) provided for
pursuant to Article 3.2 (commencing with Section 11320) of
Chapter 2 of Part 3 of Division 9 of the Welfare and Institutions
Code, or its successor.

(1) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was an
economically disadvantaged individual 14 years of age or older.

(V) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was adis ocated
worker who meets any of the following:

(ia) Hasbeenterminated or laid off or who hasreceived anotice
of termination or layoff from employment, is eligible for or has
exhausted entitlement to unemployment insurance benefits, and
isunlikely to return to his or her previous industry or occupation.

{bb)

(ib) Hasbeen terminated or hasreceived anotice of termination
of employment as a result of any permanent closure or any
substantial layoff at a plant, facility, or enterprise, including an
individual who has not received written notification but whose
employer has made a public announcement of the closure or layoff.

tee)

(ic) Islong-term unemployed and has limited opportunities for
employment or reemployment in the same or asimilar occupation
inthe areainwhich theindividual resides, including an individual
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55 years of age or older who may have substantial barriers to
employment by reason of age.

(id) Was self-employed (including farmers and ranchers) and
is unemployed as a result of general economic conditions in the
community in which he or she resides or because of natural
disasters.

(ie) Was a civilian employee of the Department of Defense
employed at amilitary installation being closed or realigned under
the Defense Base Closure and Realignment Act of 1990.

)

(if) Was an active member of the armed forces or National Guard
as of September 30, 1990, and was either involuntarily separated
or separated pursuant to a specia benefits program.

(ge)

(ig) Isaseasona or migrant worker who experiences chronic
seasona unemployment and underemployment in the agriculture
industry, aggravated by continual advancementsin technology and
mechanization.

(ih) Has been terminated or laid off, or has received a notice of
termination or layoff, as a consequence of compliance with the
Clean Air Act.

(V) Immediately preceding the quaified employee's
commencement of employment with the taxpayer, was a disabled
individual who is eligible for or enrolled in, or has completed a
state rehabilitation plan or isaservice-connected disabled veteran,
veteran of the Vietnam era, or veteran who is recently separated
from military service.

(V1) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was an
ex-offender. An individual shall be treated as convicted if he or
she was placed on probation by a state court without a finding of
guilt.

(VIl) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was a person
eligible for or arecipient of any of the following:

(ea)
(ia) Federal Supplemental Security Income benefits.
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(bb)
(ib) Aidto Families with Dependent Children.

() |
(ic) CaFresh benefits.

(id) State and local general assistance.

(VII) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was a member
of a federally recognized Indian tribe, band, or other group of
Native American descent.

(IX) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was a resident
of atargeted employment area, as defined in Section 7072 of the
Government Code.

(X) Anemployeewho qualified the taxpayer for the enterprise
zone hiring credit under former Section 17053.8 or the program
area hiring credit under former Section 17053.11.

(XI) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was a member
of atargeted group, as defined in Section 51(d) of the Internal
Revenue Code, or its successor.

(B) Priority for employment shall be provided to an individual
who is enrolled in a qualified program under the federa—Jdeb

HhAi i Workforce Investment Act of 1998 (29
U.SC. Sec. 2801 et seq.), or the Greater Avenuesfor Independence
Act of 1985 or who is éligible as a member of a targeted group
under the Work Opportunity Tax Credit (Section 51 of the Internal
Revenue Code), or its successor.

(5) (A) “Taxpayer” meansaperson or entity engaged in atrade
or business within an enterprise zone designated pursuant to
Chapter 12.8 (commencing with Section 7070) of the Government
Code.

(B) “Taxpayer” shall not include employers that provide
temporary help services, asdescribed in Code 561320 of the North
American Industry Classification System (NAICS).

(6) “Seasona employment” means employment by a taxpayer
that has regular and predictable substantial reductions in trade or
business operations.

(c) Thetaxpayer shall dobeth-of the following:

97



— 59— SB 434

(1) (A) Obtainfrom the Employment Development Department,

as permitted by federal law, the local county or city H

i Wor kforce Investment Act of 1998 (29 U.SC. Sec.
2801 et seq.), administrative entity, the local county GAIN office
or social services agency, or the local government administering
the enterprise zone, a certification which provides that aqualified
employee meets the éligibility requirements specified in clause
(iv) of subparagraph (A) of paragraph (4) of subdivision (b). The
Employment Development Department may provide preliminary
screening and referral to a certifying agency. The Employment
Development Department shall develop a form for this purpose.
The Department of Housing and Community Development shall
devel op regulations governing the issuance of certificates by local
governments pursuant to subdivision (a) of Section 7086 of the
Government Code.

(B) (i) For any otherwise qualified employee for whom a
certification as described in subparagraph (A) has not been
obtained and for whom a request for certification as described in
subparagraph (A) has not been previously submitted, the request
certification required under subparagraph (A) with respect to that
otherwise qualified employee shall be submitted to the certifying
entity no later than one year after the operative date of the act
amending this section.

(if) Notwithstanding anything to the contrary, a credit shall not
be allowed under this section with respect to any otherwise
qualified employee described in clause (i) unless the request for
certification required under subparagraph (A) wastimely submitted
in accordance with clause (i).

(2) Retainacopy of the certification and provide it-uper+eguest
to the Franchise Tax Board annually.

(d) (1) For purposes of this section:

(A) All employees of trades or businesses, which are not
incorporated, that are under common control shall be treated as
employed by a single taxpayer.

(B) The credit, if any, allowable by this section with respect to
each trade or business shall be determined by reference to its
proportionate share of the expense of the qualified wages giving
rise to the credit, and shall be allocated in that manner.
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(C) Principles that apply in the case of controlled groups of
corporations, as specified in subdivision (d) of Section 23622.7,
shall apply with respect to determining employment.

(2) If an employer acquires the major portion of a trade or
business of another employer (hereinafter in this paragraph referred
to as the “predecessor”) or the major portion of a separate unit of
atrade or business of a predecessor, then, for purposes of applying
this section (other than subdivision (€)) for any calendar year
ending after that acquisition, the employment rel ationship between
a qualified employee and an employer shall not be treated as
terminated if the employee continues to be employed in that trade
or business.

(® (1) (A) If theemployment, other than seasonal employment,
of any qualified employee, with respect to whom qualified wages
are taken into account under subdivision (a), is terminated by the
taxpayer at any time during thefirst 270 days of that employment
(whether or not consecutive) or before the close of the 270th
calendar day after the day in which that employee completes 90
days of employment with the taxpayer, the tax imposed by this
part for the taxable year in which that employment is terminated
shall be increased by an amount equal to the credit allowed under
subdivision (@) for that taxable year and all prior taxable years
attributable to qualified wages paid or incurred with respect to that
employee.

(B) If the seasonal employment of any qualified employee, with
respect to whom qualified wages are taken into account under
subdivision (a), is not continued by the taxpayer for a period of
270 days of employment during the 60-month period beginning
with the day the qualified employee commences seasona
employment with the taxpayer, the tax imposed by this part, for
the taxable year that includes the 60th month following the month
inwhich the qualified empl oyee commences seasonal employment
with the taxpayer, shall be increased by an amount equal to the
credit allowed under subdivision (a) for that taxable year and all
prior taxable years attributabl e to qualified wages paid or incurred
with respect to that qualified employee.

(2) (A) Subparagraph (A) of paragraph (1) shall not apply to
any of the following:

(i) A termination of employment of a qualified employee who
voluntarily leaves the employment of the taxpayer.
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(i1) A termination of employment of aqualified employeewho,
before the close of the period referred to in paragraph (1), becomes
disabled and unable to perform the services of that employment,
unless that disability is removed before the close of that period
and the taxpayer fails to offer reemployment to that employee.

(iif) A termination of employment of a qualified employeeg, if
it isdetermined that the termination was due to the misconduct (as
defined in Sections 1256-30 to 1256-43, inclusive, of Title 22 of
the California Code of Regulations) of that employee.

(iv) A termination of employment of a qualified employee due
to asubstantial reduction in the trade or business operations of the
taxpayer.

(v) A termination of employment of a qualified employee, if
that employee is replaced by other qualified employees so as to
create a net increase in both the number of employees and the
hours of employment.

(B) Subparagraph (B) of paragraph (1) shall not apply to any
of the following:

(i) A failureto continuethe seasonal employment of aqualified
employee who voluntarily fails to return to the seasonal
employment of the taxpayer.

(i) A failureto continuethe seasonal employment of aqualified
employee who, before the close of the period referred to in
subparagraph (B) of paragraph (1), becomes disabled and unable
to perform the services of that seasona employment, unless that
disability is removed before the close of that period and the
taxpayer fails to offer seasonal employment to that qualified
employee.

(iii) A failureto continuethe seasona employment of aqualified
employee, if it is determined that the failure to continue the
seasonal employment was due to the misconduct (as defined in
Sections 1256-30 to 1256-43, inclusive, of Title 22 of the California
Code of Regulations) of that qualified employee.

(iv) A failure to continue seasonal employment of a qualified
employee due to a substantial reduction in the regular seasonal
trade or business operations of the taxpayer.

(v) A failureto continue the seasonal employment of aqualified
employee, if that qualified employeeisreplaced by other qualified
employees so as to create a net increase in both the number of
seasonal employees and the hours of seasonal employment.
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(C) For purposesof paragraph (1), the employment relationship
between the taxpayer and aqualified employee shall not betreated
asterminated by reason of amere changein theform of conducting
the trade or business of the taxpayer, if the qualified employee
continuesto be employed in that trade or business and the taxpayer
retains a substantial interest in that trade or business.

(3) Any increasein tax under paragraph (1) shall not be treated
astax imposed by thispart for purposes of determining the amount
of any credit alowable under this part.

() Inthe case of an estate or trust, both of the following apply:

(1) Thequalified wagesfor any taxableyear shall be apportioned
between the estate or trust and the beneficiaries on the basis of the
income of the estate or trust alocable to each.

(2) Any beneficiary to whom any qualified wages have been
apportioned under paragraph (1) shall be treated, for purposes of
this part, as the employer with respect to those wages.

(g) For purposes of this section, “enterprise zone” means an
area designated as an enterprise zone pursuant to Chapter 12.8
(commencing with Section 7070) of Division 7 of Title 1 of the
Government Code.

(h) The credit allowable under this section shall be reduced by
the credit alowed under Sections 17053.10, 17053.17, and
17053.46 claimed for the same employee. The credit shall also be
reduced by the federal credit alowed under Section 51 of the
Internal Revenue Code.

In addition, any deduction otherwise allowed under this part for
the wages or salaries paid or incurred by the taxpayer upon which
the credit is based shall be reduced by the amount of the credit,
prior to any reduction required by subdivision (i) or (j).

(i) In the case where the credit otherwise allowed under this
section exceeds the “net tax” for the taxable year, that portion of
the credit that exceedsthe” net tax” may be carried over and added
to the credit, if any, in succeeding taxable years, until the creditis
exhausted. The credit shall be applied first to the earliest taxable
years possible.

() (1) The amount of the credit otherwise alowed under this
section and Section 17053.70, including any credit carryover from
prior years, that may reduce the“ net tax” for the taxable year shall
not exceed the amount of tax which would be imposed on the
taxpayer’'s business income attributable to the enterprise zone
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determined as if that attributable income represented all of the
income of the taxpayer subject to tax under this part.

(2) Attributable income shall be that portion of the taxpayer’s
California source business income that is apportioned to the
enterprise zone. For that purpose, the taxpayer’s business income
attributable to sources in this state first shall be determined in
accordance with Chapter 17 (commencing with Section 25101) of
Part 11. That business income shall be further apportioned to the
enterprise zone in accordance with Article 2 (commencing with
Section 25120) of Chapter 17 of Part 11, modified for purposes
of this section in accordance with paragraph (3).

(3) Businessincome shall be apportioned to the enterprise zone
by multiplying thetotal Californiabusinessincome of the taxpayer
by afraction, the numerator of which is the property factor plus
the payroll factor, and the denominator of which is two. For
purposes of this paragraph:

(A) The property factor isafraction, the numerator of whichis
the average value of the taxpayer’s real and tangible personal
property owned or rented and used in the enterprise zone during
the taxabl e year, and the denominator of which isthe average value
of all the taxpayer’sreal and tangible personal property owned or
rented and used in this state during the taxable year.

(B) The payroll factor is a fraction, the numerator of which is
the total amount paid by the taxpayer in the enterprise zone during
the taxable year for compensation, and the denominator of which
isthe total compensation paid by the taxpayer in this state during
the taxable year.

(4) Theportion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable
years, as if it were an amount exceeding the “net tax” for the
taxable year, as provided in subdivision (i).

(k) The changes made to this section by the act adding this
subdivision shall apply to taxable years beginning on or after
January 1, 1997.

() The Franchise Tax Board shall compile the certifications
submitted pursuant to paragraph (2) of subdivision (c) and shall
provide as a searchable database on its I nternet Web site, for each
taxable year beginning on or after January 1, 2014, and before
January 1, 2019, the employer names, amounts of tax credit
claimed, and number of new jobs created for each taxable year

97



SB 434 — 64—

OCO~NOUITPA,WNE

pursuant to this section, and Sections 17053.34, 17053.46,
17053.47, 23622.7, 23622.8, 23634, and 23646.

(m) This section shall cease to be operative for taxable years
beginning on or after January 1, 2019, and is repealed as of
December 1, 20109.

SEC. 6. Section 17053.90 is added to the Revenue and Taxation
Code, to read:

17053.90. (a) (1) For eachtaxableyear beginningon or after
January 1, 2014, there shall be allowed to a qualified taxpayer
who hires a qualified full-time employee a credit against the “ net
tax,” as defined in Section 17039, in an amount calculated under
this section.

(2) The amount of the credit allowable under this section for a
taxable year shall be equal to the product of the tentative credit
amount for thetaxable year and the applicabl e percentage for that
taxable year.

(b) For purposes of this section:

(1) The “tentative credit amount” for a taxable year shall be
equal to the sum of the following amounts:

(A) For the first year of employment of a qualified employee,
10 percent of qualified wages paid during the taxable year.

(B) For thesecond year of employment of a qualified employee,
30 percent of qualified wages paid during the taxable year.

(C) For the third year of employment of a qualified employee,
50 percent of qualified wages paid during the taxable year.

(D) For thefourth year of employment of a qualified employee,
30 percent of qualified wages paid during the taxable year.

(E) For the fifth year of employment of a qualified employee,
10 percent of qualified wages paid during the taxable year.

(2) The* applicable percentage’ for a taxable year is equal to
a fraction, the numerator of which is the net increase in the total
number of full-time employees employed in this state during the
taxable year, determined on an annual full-time equivalent basis,
as compared with the total number of full-time empl oyees empl oyed
in this state during the base year, determined on the same basis,
and the denominator of which is the total number of qualified
full-time empl oyees employed in this state during the taxabl e year.
The applicable percentage shall not exceed 100 percent.

(3) “Base year” means 2013, or in the case of a qualified
taxpayer who first hiresa qualified full-time employeein a taxable
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year beginning on or after January 2015, the taxable year
immediately preceding the taxable year in which the qualified
employee was hired.

(4) “ Qualified wages’ means both of the following:

(A) That portion of wages paid or incurred by the qualified
taxpayer during the taxable year to each qualified full-time
employee in excess of 200 percent of the minimum wage, but not
in excess of 400 percent of the minimum wage.

(B) Wagesreceived during the 60-month period beginning with
the first day the qualified employee commences employment with
the qualified taxpayer.

(5 “Minimumwage’ means the wage established pursuant to
Chapter 1 (commencing with Section 1171) of Part 4 of Division
2 of the Labor Code.

(6) “Acquired” includesany gift, inheritance, transfer incident
to divorce, or any other transfer, whether or not for consideration.

(7) (A) " Qualified full-time employee” means an individual
who meets all of the following requirements:

(i) First commences employment with the qualified taxpayer on
or after January 1, 2014.

(i) Satisfies either of the following conditions:

(1) Ispaid qualified wages by the qualified taxpayer for services
not less than an average of 35 hours per week.

(I1) Isasalaried employee and was paid compensation during
the taxable year for full-time employment, within the meaning of
Section 515 of the Labor Code, by the qualified taxpayer.

(iii) Isany of the following:

() Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
person eligiblefor servicesunder the federal Workforce I nvestment
Act of 1998 (29 U.SC. Sec. 2801 et seq.), or its successor, who is
receiving, or isdligibleto receive, subsidized employment, training,
or services funded by the federal Workforce Investment Act, or its
SUCCESSO.

(I Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
person eligible to be a voluntary or mandatory registrant under
the Greater Avenues for Independence Act of 1985 (GAIN)
provided for pursuant to Article 3.2 (commencing with Section
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11320) of Chapter 2 of Part 3 of Division 9 of the Welfare and
Institutions Code, or its successor.

(111) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
an economically disadvantaged individual 14 yearsof ageor older.

(IV) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
dislocated worker who meets any of the following:

(ia) Has been terminated or laid off or has received a notice of
termination or layoff from employment, is eligible for or has
exhausted entitlement to unempl oyment insurance benefits, and is
unlikely to return to his or her previous industry or occupation.

(ib) Hasbeenterminated or hasreceived a notice of termination
of employment as a result of any permanent closure or any
substantial layoff at a plant, facility, or enterprise, including an
individual who has not received written notification but whose
employer has made a public announcement of the closure or layoff.

(ic) Islong-term unemployed and has limited opportunities for
employment or reemployment in the same or a similar occupation
intheareainwhichtheindividual resides, including anindividual
55 years of age or older who may have substantial barriers to
employment by reason of age.

(id) Was self-employed, including farmers and ranchers, and
is unemployed as a result of general economic conditions in the
community in which he or she resides or because of natural
disasters.

(ie) Was a civilian employee of the Department of Defense
employed at a military installation being closed or realigned under
the Defense Base Closure and Realignment Act of 1990.

(if) Was an active member of the Armed Forces or National
Guard as of September 30, 1990, and was either involuntarily
separated or separated pursuant to a special benefits program.

(ig) Isaseasonal or migrant worker who experiences chronic
seasonal unemployment and underemployment in the agriculture
industry, aggravated by continual advancements in technology
and mechanization.

(ih) Has been terminated or laid off, or has received a notice
of termination or layoff, as a consequence of compliance with the
Clean Air Act.
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(V) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
disabled individual who is €ligible for, is enrolled in, or has
completed a state rehabilitation plan or is a service-connected
disabled veteran, veteran of the Vietham era, or veteran who is
recently separated from military service.

(V1) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
an ex-offender. An individual shall be treated as convicted if he
or she was placed on probation by a state court without a finding
of guilt.

(VI1) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
person eligible for or a recipient of any of the following:

(ia) Federal Supplemental Security Income benefits.

(ib) Aidto Familieswith Dependent Children, or its successor.

(ic) CalFresh benefits.

(id) State and local general assistance.

(VI Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
member of a federally recognized Indian tribe, band, or other
group of Native American descent.

(IX) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
resident of a targeted employment area, as defined in Section 7072
of the Government Code.

(X) Isan employee who qualified the qualified taxpayer for the
enterprise zone hiring credit under former Section 17053.8 or the
program area hiring credit under former Section 17053.11.

(XI) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
member of a targeted group, as defined in Section 51(d) of the
Internal Revenue Code, or its successor.

(B) Anindividual may only be considered a qualified full-time
employee for the period of time commencing with the date the
individual is first employed by the qualified taxpayer and ending
60 months thereafter.

(C) Priority for employment shall be provided to an individual
whoisenrolledin a qualified programunder the federal Workforce
Investment Act of 1998 or the Greater Avenues for Independence
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Act of 1985 or who is eligible as a member of a targeted group
under the Work Opportunity Tax Credit (Section 51 of the Internal
Revenue Code), or its successor.

(8) (A) " Qualified taxpayer” meansa person or entity engaged
inatrade or businessthat meets both of the following requirements
during the taxable year:

(i) Paysor incurs qualified wages.

(if) Hasa net increase in full-time employees.

(B) In the case of any pass-thru entity, the determination of
whether ataxpayer isa qualified taxpayer under this section shall
be made at the entity level and any credit under this section or
Section 23691 shall be allowed to the pass-thru entity and passed
through to the partners and shareholders in accordance with
applicable provisions of this part or Part 11 (commencing with
Section 23001). For purposes of this subdivision, the term
“ pass-thru entity” means any partnership or Scorporation.

(9) “ Seasonal employment” means employment by a qualified
taxpayer that has regular and predictable substantial reductions
in trade or business operations.

(20) “ Annual full-time equivalent” means all of the following:

(A) Either of the following:

(i) In the case of a full-time employee paid hourly qualified
wages, “ annual full-time equivalent” means the total number of
hours worked for the qualified taxpayer by the employee, not to
exceed 2,000 hours per employee, divided by 2,000.

(i) In the case of a salaried full-time employee, *annual
full-time equivalent” meansthe total number of weeks wor ked for
the qualified taxpayer by the employee, divided by 52.

(B) All employees of the trades or businesses that are treated
as related under either Section 267, 318, or 707 of the Internal
Revenue Code shall be treated as employed by a single taxpayer.

(C) In determining whether the qualified taxpayer has first
commenced doing business in this state during the taxable year,
subdivision (f) of Section 17276.20, without application of
paragraph (7) of that subdivision, shall apply.

(c) The“ netincreaseintotal full-timeemployees’ of a qualified
taxpayer shall be determined as provided by this subdivision:

(1) (A) (i) Thenetincreasein full-time employeesin this state
shall be determined on an annual full-time equivalent basis.
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(i) The amount determined under clause (i) shall include the
fractional amount, if any, of the increase for the taxable year.

(B) Thenet increasein thetotal number of full-time employees
shall be determined by subtracting the amount determined under
clause (ii) from the amount determined under clause (i). If the
amount determined under clause (ii) is equal to or exceeds the
amount determined under clause (i), the amount deter mined under
this subparagraph shall be zero.

(i) Thetotal number of full-time employeesin this state employed
in the current taxable year by the qualified taxpayer and by any
trade or business acquired by the qualified taxpayer during the
current taxable year.

(i) The total number of full-time employees in this state
employed in the base year by the qualified taxpayer and by any
trade or business acquired by the qualified taxpayer during the
current taxable year.

(2) For qualified taxpayers who first commence doing business
in this state during the taxable year, the number of full-time
employees in this state under clause (ii) of subparagraph (B) of
paragraph (1) of this subdivision for the base year shall be zero.

(3) For purposes of determining the number of full-time
employees of the qualified taxpayer who are employed in this state
under this section, only those employees who receive wages that
are subject to Division 6 (commencing with Section 13000) of the
Unemployment Insurance Code from the qualified taxpayer
comprising more than 50 percent of that employee’s total wages
received from the qualified taxpayer for the taxable year shall be
included.

(d) () Any qualified wages taken into account under this
section in computing this credit shall not be taken into account in
computing any other credit otherwise allowable under this part
or Part 11. (commencing with Section 23001)

(2) Notwithstanding anything to the contrary, any employee
whose wages, in whole or in part, are eligible to be taken into
account in computing a credit under Section 17053.74 or 23622.7
shall not be treated as a qualified full-time employee under this
section.

() (1) Thequalified taxpayer shall do both of the following:

(A) Obtain from the Employment Devel opment Department, as
permitted by federal law, the local county or city Workforce
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Investment Act administrative entity, the local county GAIN office
or social services agency, or thelocal government, a certification
that provides that a qualified employee meets the eligibility
requirements specified in clause (iv) of subparagraph (A) of
paragraph (4) of subdivision (b). The Employment Development
Department may provide preliminary screening and referral to a
certifying agency. The Employment Devel opment Department shall
develop a formfor this purpose. The Department of Housing and
Community Development shall devel op regulations gover ning the
issuance of certificates by local governments pursuant to
subdivision (a) of Section 7086 of the Government Code.

(B) Retain a copy of the certification and provide it to the
Franchise Tax Board annually.

(2) The credit allowed by this section shall be claimed on a
timely filed original return of the qualified taxpayer.

() (1) For purposes of this section:

(A) All employees of trades or businesses that are not
incor porated, and that are under common control shall be treated
as employed by a single taxpayer.

(B) The credit, if any, allowable by this section with respect to
each trade or business shall be determined by reference to its
proportionate share of the expense of the qualified wages giving
rise to the credit, and shall be allocated in that manner.

(C) Principles that apply in the case of controlled groups of
corporations, as specified in subdivision (d) of Section 23622.7,
shall apply with respect to determining employment.

(2) If an employer acquires the major portion of a trade or
business of another employer (hereinafter in this paragraph
referred to as the “ predecessor”) or the major portion of a
separate unit of a trade or business of a predecessor, then, for
purposes of applying this section for any calendar year ending
after that acquisition, the employment relationship between a
gualified employee and an employer shall not be treated as
terminated if the employee continues to be employed in that trade
or business.

(9) Inthecaseof an estate or trust, both of the following apply:

(1) The qualified wages for any taxable year shall be
apportioned between the estate or trust and the beneficiaries on
the basis of the income of the estate or trust allocable to each.

97



— 71— SB 434

(2) Any beneficiary to whom any qualified wages have been
apportioned under paragraph (1) shall be treated, for purposes
of this part, as the employer with respect to those wages.

(h) (1) Thecredit allowable under this section shall be reduced
by the credit allowed under Sections 17053.10, 17053.17, and
17053.46 claimed for the same employee. The credit shall also be
reduced by the federal credit allowed under Section 51 of the
Internal Revenue Code, as applicable for federal purposes.

(2) Inaddition, any deduction otherwise allowed under thispart
for thewagesor salariespaid or incurred by the qualified taxpayer
upon which the credit is based shall be reduced by the amount of
the credit, prior to any reduction required by subdivision (i).

(1) Inthe case where the credit allowed by this section exceeds
the “ net tax;” the excess may be carried over to reduce the “ net
tax” in the following year, and the succeeding six years if
necessary, until the credit is exhausted.

() This section shall cease to be operative for taxable years
beginning on or after January 1, , and shall be repealed on
December 1, .

SEC. 7. Section 23622.7 of the Revenue and Taxation Codeis
amended to read:

23622.7. (@) (1) There shall be allowed a credit against the
“tax” (asdefined by Section 23036) to ataxpayer-whe that employs
aqualified employeein an enterprise zone during the taxable year,
but only if the qualified employee first commences employment
with the taxpayer before January 1, 2014. The credit shall be equal
to the sum of each of the following:

4

(A) Fifty percent of qualified wages in the first year of
employment.

(B) Forty percent of qualified wages in the second year of
employment.

(C) Thirty percent of qualified wages in the third year of
employment.

4 . _

(D) Twenty percent of qualified wages in the fourth year of
employment.

&
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(E) Ten percent of qualified wages in the fifth year of
employment.

(2) If a taxpayer relocated to an enterprise zone from within
the state during the taxable year for which the credit is claimed,
the taxpayer shall be allowed a credit with respect to qualified
wages for each net increase in qualified employees only if the
taxpayer provides each employee at the previous location or
locations a written notice of transfer to the new location with
comparable compensation. The taxpayer shall provide
self-certification with documentation when submitting voucher
applications.

(b) For purposes of this section:

(1) “Qualified wages’ means:

(A) (i) Except asprovided in clause (ii), that portion of wages
paid or incurred by the taxpayer during the taxabl e year to qualified
employeesthat does not exceed 150 percent of the minimum wage.

(i1) For up to 1,350 qualified employees who are employed by
the taxpayer in the Long Beach Enterprise Zone in aircraft
manufacturing activities described in Codes 3721 to 3728,
inclusive, and Code 3812 of the Standard Industrial Classification
(SIC) Manua published by the United States Office of
Management and Budget, 1987 edition, “ qualified wages’ means
that portion of hourly wages that does not exceed 202 percent of
the minimum wage.

(B) Wagesreceived during the 60-month period beginning with
the first day the employee commences employment with the
taxpayer. Reemployment in connection with any increase, including
a regularly occurring seasonal increase, in the trade or business
operations of the taxpayer does not constitute commencement of
employment for purposes of this section.

(C) Qualified wages do not include any wages paid or incurred
by the taxpayer on or after the zone expiration date. However,
wages paid or incurred with respect to qualified employees who
are employed by the taxpayer within the enterprise zone within
the 60-month period prior to the zone expiration date shall continue
to qualify for the credit under this section after the zone expiration
date, in accordance with all provisions of this section applied as
if the enterprise zone designation were still in existence and
binding.
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(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the
Labor Code.

(3) “Zone expiration date” means the date the enterprise zone
designation expires, isno longer binding, or becomesinoperative.

(4) (A) “Qualified employee” means an individual who meets
all of the following requirements:

(i) Atleast 90 percent of whose servicesfor the taxpayer during
the taxable year are directly related to the conduct of the taxpayer’s
trade or business located in an enterprise zone.

(ii) Performs at least 50 percent of his or her services for the
taxpayer during the taxable year in an enterprise zone.

(iii) Ishired by thetaxpayer after the date of original designation
of the areain which serviceswere performed as an enterprise zone.

(iv) Isany of thefollowing:

(D) Immediately preceding the quaified employee's
commencement of employment with the taxpayer, was a person
eligible for services under the federal HAt i
Workforce Investment Act of 1998 (29 U.S.C. Sec.-1501 2801 et
seg.), or its successor, who is receiving, or is eligible to receive,
subsidized employment, training, or servicesfunded by the federal

HA i ; Workforce Investment Act of 1998
(29 U.S.C. Sec. 2801 et seq.), or its successor.

(1) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was a person
eligibleto be avoluntary or mandatory registrant under the Greater
Avenues for Independence Act of 1985 (GAIN) provided for
pursuant to Article 3.2 (commencing with Section 11320) of
Chapter 2 of Part 3 of Division 9 of the Welfare and Institutions
Code, or its successor.

(111) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was an
economically disadvantaged individual 14 years of age or older.

(V) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, wasadislocated
worker who meets any of the following:

(ia) Hasbeenterminated or laid off or who hasreceived anotice
of termination or layoff from employment, is eligible for or has
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exhausted entitlement to unemployment insurance benefits, and
isunlikely to return to his or her previous industry or occupation.

(ib) Hasbeen terminated or hasreceived anotice of termination
of employment as a result of any permanent closure or any
substantial layoff at a plant, facility, or enterprise, including an
individual who has not received written notification but whose
employer has made a public announcement of the closure or layoff.

(ic) Islong-term unemployed and has limited opportunities for
employment or reemployment in the same or asimilar occupation
inthe areain which theindividual resides, including an individual
55 years of age or older who may have substantial barriers to
employment by reason of age.

(ele)

(id) Was self-employed (including farmers and ranchers) and
is unemployed as a result of general economic conditions in the
community in which he or she resides or because of natural
disasters.

(ie) Was a civilian employee of the Department of Defense
employed at amilitary installation being closed or realigned under
the Defense Base Closure and Realignment Act of 1990.

H

(if) Wasan active member of the armed forces or National Guard
as of September 30, 1990, and was either involuntarily separated
or separated pursuant to a specia benefits program.

(ig) Isaseasona or migrant worker who experiences chronic
seasona unemployment and underemployment in the agriculture
industry, aggravated by continual advancementsin technology and
mechanization.

thhk)

(ih) Has been terminated or laid off, or has received a notice of
termination or layoff, as a consequence of compliance with the
Clean Air Act.

(V) Immediately preceding the quaified employee's
commencement of employment with the taxpayer, was a disabled
individual who is eligible for or enrolled in, or has completed a
state rehabilitation plan or isaservice-connected disabled veteran,
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veteran of the Vietnam era, or veteran who is recently separated
from military service.

(V1) Immediately preceding the qualified employee’'s
commencement of employment with the taxpayer, was an
ex-offender. An individual shall be treated as convicted if he or
she was placed on probation by a state court without a finding of
guilt.

(VII) Immediately preceding the qualified employee’'s
commencement of employment with the taxpayer, was a person
eligible for or arecipient of any of the following:

(ea)
(ia) Federa Supplementa Security Income benefits.

(bb)
(ib) Aidto Families with Dependent Children.

tee)

(ic) CalFresh benefits.

(ele)

(id) State and local general assistance.

(VII) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was a member
of a federally recognized Indian tribe, band, or other group of
Native American descent.

(IX) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was a resident
of atargeted employment area (as defined in Section 7072 of the
Government Code).

(X) Anemployeewho qualified the taxpayer for the enterprise
zone hiring credit under former Section 23622 or the program area
hiring credit under former Section 23623.

(XI) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was a member
of atargeted group, as defined in Section 51(d) of the Internal
Revenue Code, or its successor.

(B) Priority for employment shall be provided to an individual
who is enrolled in a qualified program under the federa—Jeb
Frathing-Partnership-Act Workforce Investment Act of 1998 (29
U.SC. Sec. 2801 et seq.), or the Greater Avenuesfor Independence
Act of 1985 or who is éligible as a member of a targeted group
under the Work Opportunity Tax Credit (Section 51 of the Internal
Revenue Code), or its successor.
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(5) (A) “Taxpayer” means a corporation engaged in atrade or
business within an enterprise zone designated pursuant to Chapter
12.8 (commencing with Section 7070) of Division 7 of Title 1 of
the Government Code.

(B) “Taxpayer” shall not include employers that provide
temporary help services, asdescribed in Code 561320 of the North
American Industry Classification System (NAICS).

(6) “Seasona employment” means employment by a taxpayer
that has regular and predictable substantial reductionsin trade or
business operations.

(c) Thetaxpayer shall dobeth-of the following:

(1) (A) Obtainfrom the Employment Devel opment Department,
as permitted by federal law, the local county or city-Jeb-Fraintng
Partrership-Aet Workforce Investment Act of 1998 (29 U.S.C. Sec.
2801 et seg.) administrative entity, the local county GAIN office
or social services agency, or the local government administering
the enterprise zone, a certification that provides that a qualified
employee meets the eligibility requirements specified in clause
(iv) of subparagraph (A) of paragraph (4) of subdivision (b). The
Employment Development Department may provide preliminary
screening and referral to a certifying agency. The Employment
Development Department shall develop a form for this purpose.
The Department of Housing and Community Development shall
devel op regulations governing theissuance of certificates by local
governments pursuant to subdivision (a) of Section 7086 of the
Government Code.

(B) (i) For any otherwise qualified employee for whom a
certification as described in subparagraph (A) has not been
obtained and for whom a request for certification described in
subparagraph (A) has not been previously submitted, the request
certification required under subparagraph (A) with respect to that
otherwise qualified employee shall be submitted to the certifying
entity no later than one year after the operative date of the act
amending this section.

(if) Notwithstanding anything to the contrary, a credit shall not
be allowed under this section with respect to any otherwise
qualified employee described in clause (i) unless the request for
certification required under subparagraph (A) wastimely submitted
in accordance with clause (i).
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(2) Retainacopy of the certification and provide it-uper+eguest
to the Franchise Tax Board annually.

(d) (1) For purposes of this section:

(A) All employees of all corporations which are members of
the same controlled group of corporations shall be treated as
employed by a single taxpayer.

(B) Thecredit, if any, allowable by this section to each member
shall be determined by reference to its proportionate share of the
expense of the qualified wages giving rise to the credit, and shall
be alocated in that manner.

(C) For purposes of this subdivision, “controlled group of
corporations’ means“ controlled group of corporations’ asdefined
in Section 1563(a) of the Internal Revenue Code, except that:

(i) “More than 50 percent” shall be substituted for “at least 80
percent” each placeit appearsin Section 1563(a)(1) of the Internal
Revenue Code.

(i) The determination shall be made without regard to
subsections (a)(4) and (e)(3)(C) of Section 1563 of the Internal
Revenue Code.

(2) If an employer acquires the major portion of a trade or
business of another employer (hereinafter in this paragraph referred
to as the “ predecessor”) or the major portion of a separate unit of
atrade or business of apredecessor, then, for purposes of applying
this section (other than subdivision (e)) for any caendar year
ending after that acquisition, the employment rel ationship between
a qualified employee and an employer shall not be treated as
terminated if the employee continues to be employed in that trade
or business.

(© (1) (A) If theemployment, other than seasonal employment,
of any qualified employee with respect to whom qualified wages
are taken into account under subdivision (a) is terminated by the
taxpayer at any time during thefirst 270 days of that employment,
whether or not consecutive, or before the close of the 270th
calendar day after the day in which that employee completes 90
days of employment with the taxpayer, the tax imposed by this
part for the taxable year in which that employment is terminated
shall be increased by an amount equal to the credit allowed under
subdivision (@) for that taxable year and all prior taxable years
attributable to qualified wages paid or incurred with respect to that
employee.
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(B) If the seasonal employment of any qualified employee, with
respect to whom qualified wages are taken into account under
subdivision (@) is not continued by the taxpayer for a period of
270 days of employment during the 60-month period beginning
with the day the qualified employee commences seasona
employment with the taxpayer, the tax imposed by this part, for
the taxable year that includes the 60th month following the month
inwhich the qualified empl oyee commences seasonal employment
with the taxpayer, shall be increased by an amount equal to the
credit allowed under subdivision (a) for that taxable year and all
prior taxable years attributabl e to qualified wages paid or incurred
with respect to that qualified employee.

(2) (A) Subparagraph (A) of paragraph (1) shall not apply to
any of the following:

(i) A termination of employment of a qualified employee who
voluntarily leaves the employment of the taxpayer.

(if) A termination of employment of aqualified employeewho,
before the close of the period referred to in subparagraph (A) of
paragraph (1), becomes disabled and unabl e to perform the services
of that employment, unless that disability is removed before the
close of that period and the taxpayer fails to offer reemployment
to that employee.

(iii) A termination of employment of a qualified employee, if
it isdetermined that the termination was due to the misconduct (as
defined in Sections 1256-30 to 1256-43, inclusive, of Title 22 of
the California Code of Regulations) of that employee.

(iv) A termination of employment of a qualified employee due
to asubstantial reduction in the trade or business operations of the
taxpayer.

(v) A termination of employment of a qualified employee, if
that employee is replaced by other qualified employees so as to
create a net increase in both the number of employees and the
hours of employment.

(B) Subparagraph (B) of paragraph (1) shall not apply to any
of the following:

(i) A failureto continuethe seasona employment of aqualified
employee who voluntarily fails to return to the seasond
employment of the taxpayer.

(i) A failureto continuethe seasonal employment of aqualified
employee who, before the close of the period referred to in
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subparagraph (B) of paragraph (1), becomes disabled and unable
to perform the services of that seasona employment, unless that
disability is removed before the close of that period and the
taxpayer fails to offer seasonal employment to that qualified
employee.

(i) A failureto continue the seasonal employment of aqualified
employee, if it is determined that the failure to continue the
seasonal employment was due to the misconduct (as defined in
Sections 1256-30 to 1256-43, inclusive, of Title 22 of the California
Code of Regulations) of that qualified employee.

(iv) A failure to continue seasonal employment of a qualified
employee due to a substantial reduction in the regular seasonal
trade or business operations of the taxpayer.

(v) A failureto continue the seasonal employment of aqualified
employee, if that qualified employeeisreplaced by other qualified
employees so as to create a net increase in both the number of
seasonal employees and the hours of seasonal employment.

(C) For purposesof paragraph (1), the employment relationship
between the taxpayer and aqualified employee shall not be treated
as terminated by either of the following:

(i) By a transaction to which Section 381(a) of the Internal
Revenue Code applies, if the qualified employee continues to be
employed by the acquiring corporation.

(ii) By reason of a mere change in the form of conducting the
trade or business of the taxpayer, if the qualified employee
continuesto be employed in that trade or business and the taxpayer
retains a substantial interest in that trade or business.

(3) Any increasein tax under paragraph (1) shall not be treated
astax imposed by this part for purposes of determining the amount
of any credit allowable under this part.

(f) Rulessimilar to the rules provided in Section 46(e) and (h)
of the Internal Revenue Code shall apply to both of the following:

(1) An organization to which Section 593 of the Internal
Revenue Code applies.

(2) A regulated investment company or areal estate investment
trust subject to taxation under this part.

(g) For purposes of this section, “enterprise zone” means an
area designated as an enterprise zone pursuant to Chapter 12.8
(commencing with Section 7070) of Division 7 of Title 1 of the
Government Code.
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(h) The credit allowable under this section shall be reduced by
the credit allowed under Sections 23623.5, 23625, and 23646
claimed for the same employee. The credit shall also be reduced
by the federal credit allowed under Section 51 of the Internal
Revenue Code.

In addition, any deduction otherwise allowed under this part for
the wages or salaries paid or incurred by the taxpayer upon which
the credit is based shall be reduced by the amount of the credit,
prior to any reduction required by subdivision (i) or (j).

(i) In the case where the credit otherwise allowed under this
section exceeds the “tax” for the taxable year, that portion of the
credit that exceedsthe “tax” may be carried over and added to the
credit, if any, in succeeding taxable years, until the credit is
exhausted. The credit shall be applied first to the earliest taxable
years possible.

() (1) The amount of the credit otherwise allowed under this
section and Section 23612.2, including any credit carryover from
prior years, that may reduce the “tax” for the taxable year shall
not exceed the amount of tax which would be imposed on the
taxpayer’'s business income attributable to the enterprise zone
determined as if that attributable income represented all of the
income of the taxpayer subject to tax under this part.

(2) Attributable income shall be that portion of the taxpayer’s
Cdlifornia source business income that is apportioned to the
enterprise zone. For that purpose, the taxpayer's business
attributable to sources in this state first shall be determined in
accordance with Chapter 17 (commencing with Section 25101).
That businessincome shall be further apportioned to the enterprise
zone in accordance with Article 2 (commencing with Section
25120) of Chapter 17, modified for purposes of this section in
accordance with paragraph (3).

(3) Businessincome shall be apportioned to the enterprise zone
by multiplying thetotal Californiabusinessincome of the taxpayer
by a fraction, the numerator of which is the property factor plus
the payroll factor, and the denominator of which is two. For
purposes of this paragraph:

(A) The property factor isafraction, the numerator of whichis
the average value of the taxpayer’s real and tangible personal
property owned or rented and used in the enterprise zone during
theincomeyear, and the denominator of whichisthe average value

97



OCO~NOUITPA,WNE

—8l— SB 434

of all the taxpayer’sreal and tangible personal property owned or
rented and used in this state during the income year.

(B) The payroll factor is a fraction, the numerator of which is
the total amount paid by the taxpayer in the enterprise zone during
the income year for compensation, and the denominator of which
isthe total compensation paid by the taxpayer in this state during
theincome year.

(4) Theportion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable
years, asif it were an amount exceeding the “tax” for the taxable
year, as provided in subdivision (i).

(k) The changes made to this section by the act adding this
subdivision shall apply to taxable yearson or after January 1, 1997.

(I) The Franchise Tax Board shall compile the certifications
submitted pursuant to paragraph (2) of subdivision (c) and shall
provide as a searchable database on its I nternet Web site, for each
taxable year beginning on or after January 1, 2014, and before
January 1, 2019, the employer names, amounts of tax credit
claimed, and number of new jobs created for each taxable year
pursuant to this section, and Sections 17053.34, 17053.46,
17053.47, 23622.7, 23622.8, 23634, and 23646.

(m) This section shall cease to be operative for taxable years
beginning on or after January 1, 2019, and is repealed as of
December 1, 2019.

SECH

SEC. 8. Section 23622.8 of the Revenue and Taxation Codeis
amended to read:

23622.8. (a) (1) For each taxable year beginning on or after
January 1, 1998, and before January 1, 2013, there shall be allowed
a credit against the “tax” (as defined in Section 23036) to a
qualified taxpayer for hiring a qualified disadvantaged individual
during the taxable year for employment in the manufacturing
enhancement area. The credit shall be equal to the sum of each of
the following:

(A) Fifty percent of the qualified wages in the first year of
employment.

(B) Forty percent of the qualified wages in the second year of
employment.

(C) Thirty percent of the qualified wages in the third year of
employment.
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(D) Twenty percent of the qualified wagesin the fourth year of
employment.

(E) Ten percent of the qualified wages in the fifth year of
employment.

(2) (A) For each taxable year beginning on or after January 1,
2013, and before January 1, 2019, there shall be allowed asacredit
against the “net tax,” as defined in Section 23036, to a qualified
taxpayer for hiring aqualified disadvantaged individual during the
taxable year for employment in the manufacturing enhancement
area. The credit shall be equal to the sum of each of the following:

(i) Ten percent of qualified wages in the first year of
employment.

(if) Ten percent of qualified wages in the second year of
employment.

(iii) Thirty percent of qualified wages in the third year of
employment.

(iv) Forty percent of qualified wages in the fourth year of
employment.

(v) Fifty percent of qualified wages in the fifth year of
employment.

(B) The credit shall be allowed only with respect to qualified
wages paid for each net increase in qualified employees. A net
increase shall be determined by subtracting from the amount
determined in clause (i) the amount determined in clause (ii). For
purposes of this subparagraph, “qualified employee” means
qualified disadvantaged individual.

(i) The total number of qualified employees employed in the
state in the preceding taxable year by the qualified taxpayer and
by any trade or business acquired by the qualified taxpayer during
the preceding taxable year.

(if) The total number of qualified employees employed in the
state in the current taxable year by the qualified taxpayer and by
any trade or business acquired by the qualified taxpayer during
the current taxable year.

(C) If a qualified taxpayer relocated to a—targeted—tax
manufacturing enhancement area from within the state during the
taxable year for which the credit is claimed, the qualified taxpayer
shall be allowed a credit with respect to qualified wages for each
net increase in qualified employees only if the qualified taxpayer
makes provides each employee at the previous|ocation or locations
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awrittenbenafide offerof-employment-at the newtoeeation notice
of transfer to the new location with comparable compensation.
The qualified taxpayer shall provide self-certification with
documentation when submitting a voucher application.

(b) For purposes of this section:

(1) “Qualified wages’ means.

(A) That portion of wages paid or incurred by the qualified
taxpayer during the taxable year to qualified disadvantaged
individuals that exceeds 200 percent of the minimum wage and
does not exceed 500 percent of the minimum wage.

(B) The total amount of qualified wages which may be taken
into account for purposes of claiming the credit allowed under this
section shall not exceed two million dollars ($2,000,000) per
taxable year.

(C) Wagesreceived during the 60-month period beginning with
the first day the qualified disadvantaged individual commences
employment with the qualified taxpayer. Reemployment in
connection with any increase, including a regularly occurring
seasonal increase, in the trade or business operations of the
qualified taxpayer does not constitute commencement of
employment for purposes of this section.

(D) Qualified wages do not include any wages paid or incurred
by the qualified taxpayer on or after the manufacturing
enhancement areaexpiration date. However, wagespaid or incurred
with respect to qualified employees who are employed by the
qualified taxpayer within the manufacturing enhancement area
within the 60-month period prior to the manufacturing enhancement
area expiration date shall continue to qualify for the credit under
this section after the manufacturing enhancement area expiration
date, in accordance with all provisions of this section applied as
if the manufacturing enhancement area designation were still in
existence and binding.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the
Labor Code.

(3) “Manufacturing enhancement area” means an areadesignated
pursuant to Section 7073.8 of the Government Code according to
the procedures of Chapter 12.8 (commencing with Section 7070)
of Division 7 of Title 1 of the Government Code.

97



SB 434 — 84—

OCO~NOUITPA,WNE

(4) “Manufacturing enhancement area expiration date” means
the date the manufacturing enhancement area designation expires,
isno longer binding, or becomes inoperative.

(5) “Qualified disadvantaged individual” means an individual
who satisfies all of the following requirements:

(A) (i) Atleast 90 percent of whose services for the qualified
taxpayer during thetaxable year are directly related to the conduct
of the qualified taxpayer's trade or business located in a
manufacturing enhancement area.

(i) Who performs at least 50 percent of his or her services for
the qualified taxpayer during the taxable year in the manufacturing
enhancement area.

(B) Whoishired by the qualified taxpayer after the designation
of the area as a manufacturing enhancement area in which the
individual’s services were primarily performed.

(C) Who is any of the following immediately preceding the
individual’s commencement of employment with the qualified
taxpayer:

(1) Anindividual who has been determined eligiblefor services
under the federal Job Training Partnership Act (29 U.S.C. Sec.
1501 et seq.) or its successor.

(i) Any voluntary or mandatory registrant under the Greater
Avenues for Independence Act of 1985, or its successor, as
provided pursuant to Article 3.2 (commencing with Section 11320)
of Chapter 2 of Part 3 of Division 9 of the Welfare and Institutions
Code.

(iii) Any individual who has been certified eligible by the
Employment Devel opment Department under the federal Targeted
Jobs Tax Credit Program, or its successor, whether or not this
program isin effect.

(6) (A) “Qualified taxpayer” means any corporation engaged
in atrade or business within a manufacturing enhancement area
designated pursuant to Section 7073.8 of the Government Code
and that meets all of the following requirements:

(i) Isengagedinthoselinesof businessdescribed in Codes 0211
t0 0291, inclusive, Code 0723, or in Codes 2011 to 3999, inclusive,
of the Standard Industrial Classification (SIC) Manual published
by the United States Office of Management and Budget, 1987
edition.
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(if) At least 50 percent of the qualified taxpayer’'s workforce
hired after the designation of the manufacturing enhancement area
is composed of individuals who, at the time of hire, are residents
of the county in which the manufacturing enhancement area is
located.

(iii) Of this percentage of local hires, at least 30 percent shall
be qualified disadvantaged individuals.

(B) “Qualified taxpayer” shall not include employers that
provide temporary help services, as described in Code 561320 of
the North American Industry Classification System (NAICS).

(7) “Seasona employment” means employment by a qualified
taxpayer that has regular and predictable substantial reductionsin
trade or business operations.

(c) (1) For purposes of this section, all of the following apply:

(A) All employees of all corporations that are members of the
same controlled group of corporations shall betreated as employed
by a single qualified taxpayer.

(B) Thecredit (if any) allowable by this section with respect to
each member shall be determined by referenceto its proportionate
share of the expenses of the qualified wages giving rise to the
credit and shall be allocated in that manner.

(C) Principles that apply in the case of controlled groups of
corporations, as specified in subdivision (d) of Section 23622.7,
shall apply with respect to determining employment.

(2) If aqualified taxpayer acquiresthe major portion of atrade
or business of another employer (hereinafter in this paragraph
referred to asthe “ predecessor”) or the major portion of aseparate
unit of atrade or business of a predecessor, then, for purposes of
applying this section (other than subdivision (d)) for any calendar
year ending after that acquisition, the employment relationship
between a qualified disadvantaged individual and a qualified
taxpayer shall not be treated as terminated if the qualified
disadvantaged individual continues to be employed in that trade
or business.

(d) (1) (A) Iftheemployment, other than seasonal employment,
of any qualified disadvantaged individual, with respect to whom
qualified wages are taken into account under subdivision (b) is
terminated by the qualified taxpayer at any time during the first
270 daysof that employment (whether or not consecutive) or before
the close of the 270th calendar day after the day in which that
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qualified disadvantaged individua completes 90 days of
employment with the qualified taxpayer, the tax imposed by this
part for the taxable year in which that employment is terminated
shall be increased by an amount equal to the credit allowed under
subdivision (a) for that taxable year and all prior taxable years
attributable to qualified wages paid or incurred with respect to that
qualified disadvantaged individual.

(B) If the seasonal employment of any qualified disadvantaged
individual, with respect to whom qualified wages are taken into
account under subdivision () is not continued by the qualified
taxpayer for a period of 270 days of employment during the
60-month period beginning with the day the qualified
disadvantaged individual commences seasonal employment with
the qualified taxpayer, the tax imposed by this part, for theincome
year that includes the 60th month following the month in which
the qualified disadvantaged individual commences seasonal
employment with the qualified taxpayer, shall be increased by an
amount equal to the credit allowed under subdivision (a) for that
taxable year and all prior taxable years attributable to qualified
wages paid or incurred with respect to that qualified disadvantaged
individual.

(2) (A) Subparagraph (A) of paragraph (1) does not apply to
any of the following:

(i) A termination of employment of a qualified disadvantaged
individual who voluntarily leaves the employment of the qualified
taxpayer.

(if) A termination of employment of a qualified disadvantaged
individual who, before the close of the period referred to in
subparagraph (A) of paragraph (1), becomes disabled to perform
the services of that employment, unless that disability is removed
before the close of that period and the qualified taxpayer fails to
offer reemployment to that individual.

(i) A termination of employment of aqualified disadvantaged
individua, if it is determined that the termination was due to the
misconduct (asdefined in Sections 1256-30 to 1256-43, inclusive,
of Title 22 of the California Code of Regulations) of that individual.

(iv) A termination of employment of aqualified disadvantaged
individual due to a substantial reduction in the trade or business
operations of the qualified taxpayer.
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(v) A termination of employment of a qualified disadvantaged
individual, if that individua is replaced by other qualified
disadvantaged individual s so asto create anet increase in both the
number of employees and the hours of employment.

(B) Subparagraph (B) of paragraph (1) shall not apply to any
of the following:

(i) A failureto continuethe seasonal employment of aqualified
disadvantaged individual who voluntarily fails to return to the
seasonal employment of the qualified taxpayer.

(i) A failureto continuethe seasonal employment of aqualified
disadvantaged individual who, before the close of the period
referred to in subparagraph (B) of paragraph (1), becomes disabled
and unable to perform the services of that seasona employment,
unless that disability is removed before the close of that period
and the qualified taxpayer fails to offer seasonal employment to
that qualified disadvantaged individual .

(iii) A failureto continuethe seasona employment of aqualified
disadvantaged individual, if it is determined that the failure to
continue the seasonal employment was due to the misconduct (as
defined in Sections 1256-30 to 1256-43, inclusive, of Title 22 of
the California Code of Regulations) of that qualified disadvantaged
individual .

(iv) A failure to continue seasonal employment of a qualified
disadvantaged individual due to a substantial reduction in the
regular seasonal trade or business operations of the qualified
taxpayer.

(v) A failureto continue the seasonal employment of aqualified
disadvantaged individual, if that qualified disadvantaged individual
is replaced by other qualified disadvantaged individuals so as to
create a net increase in both the number of seasonal employees
and the hours of seasonal employment.

(C) For purposesof paragraph (1), the employment relationship
between the qualified taxpayer and a qualified disadvantaged
individual shall not be treated as terminated by either of the
following:

(i) By a transaction to which Section 381(a) of the Internal
Revenue Code applies, if the qualified disadvantaged individual
continues to be employed by the acquiring corporation.

(if) By reason of a mere change in the form of conducting the
trade or business of the qualified taxpayer, if the qualified
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disadvantaged individual continues to be employed in that trade
or business and the qualified taxpayer retains a substantial interest
in that trade or business.

(3) Any increasein tax under paragraph (1) shall not be treated
astax imposed by this part for purposes of determining the amount
of any credit allowable under this part.

(e) The credit shall be reduced by the credit allowed under
Section 23621. The credit shall also be reduced by the federa
credit allowed under Section 51 of the Internal Revenue Code.

In addition, any deduction otherwise allowed under this part for
the wages or salaries paid or incurred by the qualified taxpayer
upon which the credit is based shall be reduced by the amount of
the credit, prior to any reduction required by subdivision () or (g).

(f) In the case where the credit otherwise allowed under this
section exceeds the “tax” for the taxable year, that portion of the
credit that exceeds the “tax” may be carried over and added to the
credit, if any, in succeeding years, until the credit is exhausted.
The credit shal be applied first to the earliest taxable years
possible.

(9) (1) The amount of credit otherwise allowed under this
section, including prior year credit carryovers, that may reduce
the “tax” for the taxable year shall not exceed the amount of tax
that would beimposed on the qualified taxpayer’s businessincome
attributed to a manufacturing enhancement area determined as if
that attributed income represented all of the net income of the
qualified taxpayer subject to tax under this part.

(2) Attributable income is that portion of the taxpayer’'s
California source business income that is apportioned to the
manufacturing enhancement area. For that purpose, the taxpayer’'s
business income attributable to sources in this state first shall be
determined in accordance with Chapter 17 (commencing with
Section 25101). That businessincome shall be further apportioned
to the manufacturing enhancement areain accordancewith Article
2 (commencing with Section 25120) of Chapter 17, modified for
purposes of this section in accordance with paragraph (3).

(3) Incomeshall be gpportioned to amanufacturing enhancement
area by multiplying the total California business income of the
taxpayer by a fraction, the numerator of which is the property
factor plusthe payroll factor, and the denominator of which istwo.
For the purposes of this paragraph:
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(A) The property factor isafraction, the numerator of whichis
the average value of the taxpayer's real and tangible personal
property owned or rented and used in the manufacturing
enhancement area during the taxable year, and the denominator
of whichisthe averagevalue of all thetaxpayer’sreal and tangible
personal property owned or rented and used in this state during
the taxable year.

(B) The payroll factor is a fraction, the numerator of which is
the total amount paid by the taxpayer in the manufacturing
enhancement area during the taxable year for compensation, and
the denominator of which is the total compensation paid by the
taxpayer in this state during the taxable year.

(4) Theportion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable
years, asif it were an amount exceeding the “tax” for the taxable
year, as provided in subdivision (g).

(h) If the taxpayer is allowed a credit pursuant to this section
for qualified wages paid or incurred, only one credit shall be
allowed to the taxpayer under this part with respect to any wage
consisting in whole or in part of those qualified wages.

(i) The qualified taxpayer shall do both of the following:

(1) Obtain from the Employment Devel opment Department, as
permitted by federal law, the local county or city Job Training
Partnership Act administrative entity, thelocal county GAIN office
or social services agency, or the local government administering
the manufacturing enhancement area, a certification that provides
that a qualified disadvantaged individual meets the eligibility
requirements specified in paragraph (5) of subdivision (b). The
Employment Devel opment Department may provide preliminary
screening and referral to a certifying agency. The Department of
Housing and Community Development shall develop regulations
governing the issuance of certificates pursuant to subdivision (d)
of Section 7086 of the Government Code and shall develop forms
for this purpose.

(2) Retain a copy of the certification and provide it to the
Franchise Tax Board annually.

() (1) For-eachtaxableyearbeginning-on-or-afterJanuary-1;
2013;-and-befere the 2014 calendar year, and each calendar year
thereafter, until January 1, 2019, the total aggregate amount of
credits allowed pursuant to this section shall not exceed the total
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aggregate amount of credits clal med pursuant tothissectioninthe

:laﬁuafy—l—zei—s 2013 cal endar year as determlned by the
Franchise Tax Board.

(2) Upon receipt of atimely filed original return, the Franchise
Tax Board shall allocate the credit to the qualified taxpayer on a
first-come-first-served basis.

(k) (1) TheFranchiseTax Board shall compilethe certifications
submitted pursuant to paragraph (2) of subdivision (i) and shall
provide as a searchable database on its Internet Web site, for each
taxable year beginning on or after January 1,-2013; 2014, and
before January 1, 2019, the employer names, amounts of tax credit
claimed, and number of new jobs created for each taxable year
pursuant to this section, Sections 17053.34, 17053.46, 17053.47,
17053.74, 23622.7, 23634, and 23646.

(2) The Franchise Tax Board may prescribe rules, guidelines,
or procedures necessary or appropriate to carry out the purposes
of this section, including any guidelines regarding the allocation
of the credit allowed under this section.

(I) This section shall remain in effect only until December 1,
2019, and as of that date is repeal ed.

SECS:

SEC. 9. Section 23634 of the Revenue and Taxation Code is
amended to read:

23634. (@) (1) For each taxable year beginning on or after
January 1, 1998, and before January 1, 2013, there shall be allowed
a credit against the “tax” (as defined by Section 23036) to a
qualified taxpayer who employsaqualified employeein atargeted
tax area during the taxable year. The credit shall be equal to the
sum of each of the following:

(A) Fifty percent of qualified wages in the first year of
employment.

(B) Forty percent of qualified wages in the second year of
employment.

(C) Thirty percent of qualified wages in the third year of
employment.

(D) Twenty percent of qualified wages in the fourth year of
employment.

(E) Ten percent of qualified wages in the fifth year of
employment.
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(2) (A) For each taxable year beginning on or after January 1,
2013, and before January 1, 2019, there shall be allowed a credit
against the “net tax,” as defined in Section 23036, to a qualified
taxpayer who employs aqualified employeein atargeted tax area
during the taxable year. The credit shall be equal to the sum of
each of the following:

(i) Ten percent of qualified wages in the first year of
employment.

(if) Ten percent of qualified wages in the second year of
employment.

(iii) Thirty percent of qualified wages in the third year of
employment.

(iv) Forty percent of qualified wages in the fourth year of
employment.

(v) Fifty percent of qualified wages in the fifth year of
employment.

(B) The credit shall be allowed only with respect to qualified
wages paid for each net increase in qualified employees. A net
increase shall be determined by subtracting from the amount
determined in clause (i) the amount determined in clause (ii).

(i) The total number of qualified employees employed in the
state in the preceding taxable year by the qualified taxpayer and
by any trade or business acquired by the qualified taxpayer during
the preceding taxable year.

(if) The total number of qualified employees employed in the
state in the current taxable year by the qualified taxpayer and by
any trade or business acquired by the qualified taxpayer during
the current taxable year.

(C) If aqualified taxpayer relocated to atargeted tax areafrom
within the state during the taxable year for which the credit is
claimed, the qualified taxpayer shall be alowed a credit with
respect to qualified wages for each net increase in qualified
employees only if the qualified taxpayer—aakes provides each
employee at the previous location or locations a written-benafide
effer-ef-employment-at-the-new-toeation notice of transfer to the
new location with comparable compensation. The qualified
taxpayer shall provide self-certification with documentation when
submitting a voucher application.

(b) For purposes of this section:

(1) “Qualified wages’ means.
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(A) That portion of wages paid or incurred by the qualified
taxpayer during the taxable year to qualified employees that
exceeds 200 percent of the minimum wage and does not exceed
500 percent of the minimum wage.

(B) Wagesreceived during the 60-month period beginning with
the first day the employee commences employment with the
qualified taxpayer. Reemployment in connection with any increase,
including a regularly occurring seasonal increase, in the trade or
business operations of the qualified taxpayer does not constitute
commencement of employment for purposes of this section.

(C) Qualified wages do not include any wages paid or incurred
by the qualified taxpayer on or after thetargeted tax areaexpiration
date. However, wages paid or incurred with respect to qualified
employees who are employed by the qualified taxpayer within the
targeted tax area within the 60-month period prior to the targeted
tax area expiration date shall continue to qualify for the credit
under this section after the targeted tax area expiration date, in
accordance with all provisions of this section applied as if the
targeted tax area designation were still in existence and binding.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the
Labor Code.

(3) “Targeted tax area expiration date” means the date the
targeted tax area designation expires, is revoked, is no longer
binding, or becomes inoperative.

(4) (A) “Qualified employee’” means an individual who meets
all of the following requirements:

(i) At least 90 percent of his or her services for the qualified
taxpayer during the taxable year are directly related to the conduct
of the qualified taxpayer’s trade or business located in a targeted
tax area.

(if) Performs at least 50 percent of his or her services for the
qualified taxpayer during the taxable year in atargeted tax area.

(iii) Ishired by the qualified taxpayer after the date of original
designation of the area in which services were performed as a
targeted tax area.

(iv) Isany of thefollowing:

(1) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
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a person eligible for services under the federal Job Training
Partnership Act (29 U.S.C. Sec. 1501 et seq.), or its successor,
who isreceiving, or iseligibleto receive, subsidized employment,
training, or servicesfunded by the federal i i
Aet; Workforce Investment Act of 1998 (29 U.SC. Sec. 2801 et
Seq.), or its successor.

(1) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
a person eligible to be a voluntary or mandatory registrant under
the Greater Avenues for Independence Act of 1985 (GAIN)
provided for pursuant to Article 3.2 (commencing with Section
11320) of Chapter 2 of Part 3 of Division 9 of the Welfare and
Institutions Code, or its successor.

(111) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
an economically disadvantaged individual 14 yearsof age or older.

(IV) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
adislocated worker who meets any of the following:

(ia) Hasbeenterminated or laid off or who hasreceived anctice
of termination or layoff from employment, is eligible for or has
exhausted entitlement to unemployment insurance benefits, and
isunlikely to return to his or her previous industry or occupation.

(ib) Hasbeen terminated or hasreceived anotice of termination
of employment as a result of any permanent closure or any
substantial layoff at a plant, facility, or enterprise, including an
individual who has not received written notification but whose
employer has made a public announcement of the closure or layoff.

(ee)

(ic) Islong-term unemployed and has limited opportunities for
employment or reemployment in the same or asimilar occupation
inthe areain which the individual resides, including an individual
55 years of age or older who may have substantial barriers to
employment by reason of age.

(ele)

(id) Was self-employed (including farmers and ranchers) and
is unemployed as a result of general economic conditions in the
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community in which he or she resides or because of natura
disasters.

(ie) Was a civilian employee of the Department of Defense
employed at amilitary installation being closed or realigned under
the Defense Base Closure and Realignment Act of 1990.

(if) Was an active member of the Armed Forces or National
Guard as of September 30, 1990, and was either involuntarily
separated or separated pursuant to a special benefits program.

(ig) Isaseasona or migrant worker who experiences chronic
seasonal unemployment and underemployment in the agriculture
industry, aggravated by continual advancementsin technology and
mechanization.

thh)

(ih) Has been terminated or laid off, or has received a notice of
termination or layoff, as a consequence of compliance with the
Clean Air Act.

(V) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
a disabled individual who is €eligible for or enrolled in, or has
completed a state rehabilitation plan or is a service-connected
disabled veteran, veteran of the Vietnam era, or veteran who is
recently separated from military service.

(V1) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
an ex-offender. An individual shall be treated as convicted if he
or she was placed on probation by a state court without a finding
of guilt.

(VI1) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
aperson eligible for or arecipient of any of the following:

(ea)

(ia) Federal Supplemental Security Income benefits.
{bb)

(ib) Aid to Families with Dependent Children.

{ee) |
(ic) CaFresh benefits.
(ele)
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(id) State and local general assistance.

(V1) Immediately preceding the qualified employee’'s
commencement of employment with the qualified taxpayer, was
a member of afederally recognized Indian tribe, band, or other
group of Native American descent.

(IX) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
aresident of atargeted tax area.

(X) Immediately preceding the qualified employee's
commencement of employment with the taxpayer, was a member
of a targeted group, as defined in Section 51(d) of the Internal
Revenue Code, or its successor.

(B) Priority for employment shall be provided to an individual
who is enrolled in a qualified program under the federa Job
Training Partnership Act or the Greater Avenuesfor | ndependence
Act of 1985 or who is €ligible as a member of a targeted group
under the Work Opportunity Tax Credit (Section 51 of the Internal
Revenue Code), or its successor.

(5) (A) “Quadlified taxpayer” meansaperson or entity that meets
both of the following:

(i) Isengaged in atrade or business within a targeted tax area
designated pursuant to Chapter 12.93 (commencing with Section
7097) of Division 7 of Title 1 of the Government Code.

(ii) Is engaged in those lines of business described in Codes
2000 to 2099, inclusive; 2200 to 3999, inclusive; 4200 to 4299,
inclusive; 4500 to 4599, inclusive; and 4700 to 5199, inclusive,
of the Standard Industrial Classification (SIC) Manual published
by the United States Office of Management and Budget, 1987
edition.

(B) In the case of any passthrough entity, the determination of
whether ataxpayer isaqualified taxpayer under this section shall
be made at the entity level and any credit under this section or
Section 17053.34 shall be allowed to the passthrough entity and
passed through to the partners or shareholdersin accordance with
applicable provisions of this part or Part 10 (commencing with
Section 17001). For purposes of this subparagraph, the term
“passthrough entity” means any partnership or “S’ corporation.

(C) “Quadlified taxpayer” shall not include employers that
provide temporary help services, as described in Code 561320 of
the North American Industry Classification System (NAICS).
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(6) “Seasona employment” means employment by a qualified
taxpayer that has regular and predictable substantial reductionsin
trade or business operations.

(c) If the qualified taxpayer is alowed a credit for qualified
wages pursuant to this section, only one credit shall be allowed to
the taxpayer under this part with respect to those qualified wages.

(d) The qualified taxpayer shall do both of the following:

(1) Obtain from the Employment Devel opment Department, as
permitted by federal law, the local county or city Job Training
Partnership Act administrative entity, thelocal county GAIN office
or social services agency, or the local government administering
the targeted tax area, a certification that provides that a qualified
employee meets the dligibility requirements specified in clause
(iv) of subparagraph (A) of paragraph (4) of subdivision (b). The
Employment Development Department may provide preliminary
screening and referral to a certifying agency. The Department of
Housing and Community Development shall develop regulations
for the issuance of certificates pursuant to subdivision (g) of
Section 7097 of the Government Code, and shall develop forms
for this purpose.

(2) Retain a copy of the certification and provide it to the
Franchise Tax Board annually.

(e) (1) For purposes of this section:

(A) All employees of al corporations that are members of the
same controlled group of corporationsshall betreated as employed
by a single taxpayer.

(B) Thecredit, if any, allowable by this section to each member
shall be determined by reference to its proportionate share of the
expense of the qualified wages giving rise to the credit, and shall
be allocated in that manner.

(C) For purposes of this subdivision, “controlled group of
corporations” means* controlled group of corporations’ as defined
in Section 1563(a) of the Internal Revenue Code, except that:

(i) “More than 50 percent” shall be substituted for “at least 80
percent” each placeit appearsin Section 1563(a)(1) of the Internal
Revenue Code.

(i) The determination shall be made without regard to
subsections (a)(4) and (e)(3)(C) of Section 1563 of the Internal
Revenue Code.
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(2) If an employer acquires the major portion of a trade or
business of another employer (hereinafter in this paragraph referred
to asthe “ predecessor”) or the major portion of a separate unit of
atrade or business of apredecessor, then, for purposes of applying
this section (other than subdivision (f)) for any calendar year ending
after that acquisition, the employment relationship between a
gualified employee and an employer shall not be treated as
terminated if the employee continues to be employed in that trade
or business.

(f) (O (A) If theemployment, other than seasonal employment,
of any qualified employee with respect to whom qualified wages
are taken into account under subdivision (a) is terminated by the
qualified taxpayer at any time during the first 270 days of that
employment (whether or not consecutive) or before the close of
the 270th calendar day after the day in which that employee
completes 90 days of employment with the qualified taxpayer, the
tax imposed by this part for the taxable year in which that
employment is terminated shall be increased by an amount equal
to the credit allowed under subdivision (a) for that taxable year
and all prior taxable years attributable to qualified wages paid or
incurred with respect to that employee.

(B) If the seasonal employment of any qualified employee, with
respect to whom qualified wages are taken into account under
subdivision (a) is not continued by the qualified taxpayer for a
period of 270 days of employment during the 60-month period
beginning with the day the qualified empl oyee commences seasonal
employment with the qualified taxpayer, the tax imposed by this
part, for the taxable year that includes the 60th month following
the month in which the qualified employee commences seasonal
employment with the qualified taxpayer, shall be increased by an
amount equal to the credit allowed under subdivision (a) for that
taxable year and all prior taxable years attributable to qualified
wages paid or incurred with respect to that qualified employee.

(2) (A) Subparagraph (A) of paragraph (1) shall not apply to
any of the following:

(i) A termination of employment of a qualified employee who
voluntarily leaves the employment of the qualified taxpayer.

(if) A termination of employment of aqualified employee who,
before the close of the period referred to in subparagraph (A) of
paragraph (1), becomes disabled and unabl e to perform the services
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of that employment, unless that disability is removed before the
close of that period and the qualified taxpayer fails to offer
reemployment to that employee.

(iii) A termination of employment of a qualified employeg, if
it isdetermined that the termination was due to the misconduct (as
defined in Sections 1256-30 to 1256-43, inclusive, of Title 22 of
the California Code of Regulations) of that employee.

(iv) A termination of employment of a qualified employee due
to asubstantial reduction in the trade or business operations of the
taxpayer.

(v) A termination of employment of a qualified employee, if
that employee is replaced by other qualified employees so as to
create a net increase in both the number of employees and the
hours of employment.

(B) Subparagraph (B) of paragraph (1) shall not apply to any
of the following:

(i) A failureto continuethe seasonal employment of aqualified
employee who voluntarily fails to return to the seasonal
employment of the qualified taxpayer.

(i) A failureto continuethe seasonal employment of aqualified
employee who, before the close of the period referred to in
subparagraph (B) of paragraph (1), becomes disabled and unable
to perform the services of that seasonal employment, unless that
disability is removed before the close of that period and the
qualified taxpayer fails to offer seasonal employment to that
qualified employee.

(iii) A failureto continuethe seasona employment of aqualified
employee, if it is determined that the failure to continue the
seasonal employment was due to the misconduct (as defined in
Sections 1256-30 to 1256-43, inclusive, of Title 22 of the California
Code of Regulations) of that qualified employee.

(iv) A failure to continue seasona employment of a qualified
employee due to a substantial reduction in the regular seasonal
trade or business operations of the qualified taxpayer.

(v) A failureto continue the seasonal employment of aqualified
employee, if that qualified employeeisreplaced by other qualified
employees so as to create a net increase in both the number of
seasonal employees and the hours of seasonal employment.
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(C) For purposesof paragraph (1), the employment relationship
between the qualified taxpayer and a qualified employee shall not
be treated as terminated by either of the following:

(i) By a transaction to which Section 381(a) of the Internal
Revenue Code applies, if the qualified employee continues to be
employed by the acquiring corporation.

(if) By reason of a mere change in the form of conducting the
trade or business of the qualified taxpayer, if the qualified
employee continues to be employed in that trade or business and
the qualified taxpayer retains a substantial interest in that trade or
business.

(3 Anyincreaseintax under paragraph (1) shall not be treated
astax imposed by this part for purposes of determining the amount
of any credit alowable under this part.

(g) Rulessimilar totherulesprovided in Sections46(e) and (h)
of the Internal Revenue Code shall apply to both of the following:

(1) An organization to which Section 593 of the Internal
Revenue Code applies.

(2) A regulated investment company or areal estate investment
trust subject to taxation under this part.

(h) For purposes of this section, “targeted tax ared” means an
area designated pursuant to Chapter 12.93 (commencing with
Section 7097) of Division 7 of Title 1 of the Government Code.

(i) In the case where the credit otherwise allowed under this
section exceeds the “tax” for the taxable year, that portion of the
credit that exceeds the “tax” may be carried over and added to the
credit, if any, in succeeding taxable years, until the credit is
exhausted. The credit shall be applied first to the earliest taxable
years possible.

() (1) The amount of the credit otherwise alowed under this
section and Section 23633, including any credit carryover from
prior years, that may reduce the “tax” for the taxable year shall
not exceed the amount of tax that would be imposed on the
qualified taxpayer’s business income attributable to the targeted
tax area determined as if that attributable income represented all
of the income of the qualified taxpayer subject to tax under this
part.

(2) Attributable income shall be that portion of the taxpayer’'s
California source business income that is apportioned to the
targeted tax area. For that purpose, thetaxpayer’s businessincome
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attributable to sources in this state first shall be determined in
accordance with Chapter 17 (commencing with Section 25101).
That business income shall be further apportioned to the targeted
tax area in accordance with Article 2 (commencing with Section
25120) of Chapter 17, modified for purposes of this section in
accordance with paragraph (3).

(3) Business income shall be apportioned to the targeted tax
area by multiplying the total California business income of the
taxpayer by a fraction, the numerator of which is the property
factor plusthe payroll factor, and the denominator of which istwo.
For purposes of this paragraph:

(A) The property factor isafraction, the numerator of whichis
the average vaue of the taxpayer’s real and tangible personal
property owned or rented and used in the targeted tax area during
the taxabl e year, and the denominator of which isthe average value
of all the taxpayer’s real and tangible personal property owned or
rented and used in this state during the taxable year.

(B) The payroll factor is a fraction, the numerator of which is
thetotal amount paid by the taxpayer in the targeted tax areaduring
the taxable year for compensation, and the denominator of which
isthetotal compensation paid by the taxpayer in this state during
the taxable year.

(4) Theportion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable
years, asif it were an amount exceeding the “tax” for the taxable
year, as provided in subdivision (h).

(5) In the event that a credit carryover is allowable under
subdivision (h) for any taxable year after the targeted tax area
designation has expired or been revoked, the targeted tax area shall
be deemed to remain in existence for purposes of computing the
limitation specified in this subdivision.

(k) (1) For-each-taxable-year-beginning-on-or-afterJandary-1
2013 -and-befoere the 2014 calendar year, and each calendar year
thereafter, until January 1, 2019, the total aggregate amount of
credits allowed pursuant to this section shall not exceed the total
aggregate amount of credits cIa| med pursuant tothissectioninthe

Jareuatyﬁ—zei—:% 2013 calendar year as determlned by the
Franchise Tax Board.
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(2) Upon receipt of atimely filed original return, the Franchise
Tax Board shall alocate the credit to the qualified taxpayer on a
first-come-first-served basis.

() (1) TheFranchiseTax Board shall compilethe certifications
submitted pursuant to paragraph (2) of subdivision (d) and shall
provide as a searchabl e database on its Internet Web site, for each
taxable year beginning on or after January 1,-2013; 2014, and
before January 1, 2019, the employer names, amounts of tax credit
claimed, and number of new jobs created for each taxable year
pursuant to this section, Sections 17053.34, 17053.46, 17053.47,
17053.74, 23622.7, 23622.8, and 23646.

(2) The Franchise Tax Board may prescribe rules, guidelines,
or procedures necessary or appropriate to carry out the purposes
of this section, including any guidelines regarding the allocation
of the credit allowed under this section.

(m) This section shall remain in effect only until December 1,
2019, and as of that date is repeal ed.

SEC9:

SEC. 10. Section 23646 of the Revenue and Taxation Code is
amended to read:

23646. (a) (1) For each taxable year beginning on or after
January 1, 1995, and before January 1, 2013, there shall be allowed
as a credit against the “tax” (as defined in Section 23036) to a
gualified taxpayer for hiring aqualified disadvantaged individual
or a qualified displaced employee during the taxable year for
employment inthe LAMBRA. Thecredit shall beequal to thesum
of each of the following:

(A) Fifty percent of the qualified wages in the first year of
employment.

(B) Forty percent of the qualified wages in the second year of
employment.

(C) Thirty percent of the qualified wages in the third year of
employment.

(D) Twenty percent of the qualified wagesin the fourth year of
employment.

(E) Ten percent of the qualified wages in the fifth year of
employment.

(2) (A) For each taxable year beginning on or after January 1,
2013, and before January 1, 2019, there shall be allowed asa credit
against the “net tax,” as defined in Section 17039, to a qualified
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taxpayer for hiring a qualified disadvantaged individual or a
qualified displaced employee during the taxable year for
employment inthe LAMBRA. Thecredit shall beequal to thesum
of each of the following:

(i) Ten percent of qualified wages in the first year of
employment.

(if) Ten percent of qualified wages in the second year of
employment.

(iii) Thirty percent of qualified wages in the third year of
employment.

(iv) Forty percent of qualified wages in the fourth year of
employment.

(v) Fifty percent of qualified wages in the fifth year of
employment.

(B) The credit shall be allowed only with respect to qualified
wages paid for each net increase in qualified employees. A net
increase shall be determined by subtracting from the amount
determined in clause (i) the amount determined in clause (ii). For
purposes of this subparagraph, “qualified employees’ means
qualified disadvantaged individuals and qualified displaced
employees.

(i) The total number of qualified employees employed in the
state in the preceding taxable year by the qualified taxpayer and
by any trade or business acquired by the qualified taxpayer during
the preceding taxable year.

(if) The total number of qualified employees employed in the
state in the current taxable year by the qualified taxpayer and by
any trade or business acquired by the qualified taxpayer during
the current taxable year.

(C) If a qualified taxpayer relocated to a—targeted—tax—area
LAMBRA from within the state during the taxable year for which
the credit is claimed, the qualified taxpayer shall be allowed a
credit with respect to qualified wages for each net increase in
qualified employeesonly if the qualified taxpayer+makes provides
each employee at the previous|ocation or locations awritterHbena
fide-offer-of-employment-at-the-new-toeation notice of transfer to
the new location with comparable compensation. The qualified
taxpayer shall provide self-certification with documentation when
submitting a voucher application.

(b) For purposes of this section:
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(1) “Qualified wages’ means:

(A) That portion of wages paid or incurred by the employer
during the taxable year to qualified disadvantaged individuals or
qualified displaced employees that exceeds 200 percent of the
minimum wage and does not exceed 500 percent of the minimum
wage.

(B) The total amount of qualified wages which may be taken
into account for purposes of claiming the credit allowed under this
section shall not exceed two million dollars ($2,000,000) per
taxable year.

(C) Wagesreceived during the 60-month period beginning with
the first day the individual commences employment with the
taxpayer. Reemployment in connection with any increase, including
aregularly occurring seasonal increase, in the trade or business
operation of the qualified taxpayer does not constitute
commencement of employment for purposes of this section.

(D) Qualified wages do not include any wages paid or incurred
by the qualified taxpayer on or after the LAMBRA expiration date.
However, wages paid or incurred with respect to qualified
disadvantaged individuals or qualified displaced employees who
areemployed by the qualified taxpayer withinthe LAMBRA within
the 60-month period prior to the LAMBRA expiration date shall
continue to qualify for the credit under this section after the
LAMBRA expiration date, in accordance with all provisions of
this section applied as if the LAMBRA designation were still in
existence and binding.

(2) “Minimum wage” means the wage established by the
Industrial Welfare Commission as provided for in Chapter 1
(commencing with Section 1171) of Part 4 of Division 2 of the
Labor Code.

(3 “LAMBRA” means a local agency military base recovery
areadesignated in accordance with the provisions of Section 7114
of the Government Code.

(4) “Qualified disadvantaged individual” means an individual
who satisfies all of the following requirements:

(A) (i) At least 90 percent of whose services for the taxpayer
during the taxable year are directly related to the conduct of the
taxpayer’strade or businesslocated inaLAMBRA.

(i) Who performs at least 50 percent of his or her services for
the taxpayer during the taxable year in the LAMBRA.
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(B) Who is hired by the employer after the designation of the
area as a LAMBRA in which the individua’s services were
primarily performed.

(C) Who is any of the following immediately preceding the
individual’s commencement of employment with the taxpayer:

(i) Anindividua who has been determined eligiblefor services
under the federal-JebTratningParthrership Workforce I nvestment
Act of 1998 (29 U.S.C. Sec.-3561 2801 et seq.), or itS successor.

(i) Any voluntary or mandatory registrant under the Greater
Avenues for Independence Act of 1985 provided for pursuant to
Article 3.2 (commencing with Section 11320) of Chapter 2 of Part
3 of Division 9 of the Welfare and I nstitutions Code.

(ii1) Aneconomically disadvantaged individual 16 years of age
or older.

(iv) A dislocated worker who meets any of the following
conditions:

(I) Hasbeenterminated or laid off or who has received anotice
of termination or layoff from employment, is eligible for or has
exhausted entitlement to unemployment insurance benefits, and
isunlikely to return to his or her previous industry or occupation.

(I1) Hasbeen terminated or has received anotice of termination
of employment as a result of any permanent closure or any
substantial layoff at a plant, facility, or enterprise, including an
individual who has not received written notification but whose
employer has made a public announcement of the closure or layoff.

(111) Islong-term unemployed and has limited opportunitiesfor
employment or reemployment in the same or asimilar occupation
inthe areain which theindividual resides, including an individual
55 years of age or older who may have substantial barriers to
employment by reason of age.

(V) Was self-employed (including farmers and ranchers) and
is unemployed as a result of general economic conditions in the
community in which he or she resides or because of natural
disasters.

(V) Was a civilian employee of the Department of Defense
employed at amilitary installation being closed or realigned under
the Defense Base Closure and Realignment Act of 1990.

(V1) Was an active member of the Armed Forces or National
Guard as of September 30, 1990, and was either involuntarily
separated or separated pursuant to a special benefits program.
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(V1) Experiences chronic seasonal unemployment and
underemployment in the agriculture industry, aggravated by
continual advancements in technology and mechanization.

(VIII) Has been terminated or laid off or has received a notice
of termination or layoff as a consequence of compliance with the
Clean Air Act.

(v) Anindividual who is enrolled in or has completed a state
rehabilitation plan or is a service-connected disabled veteran,
veteran of the Vietnam era, or veteran who is recently separated
from military service.

(vi) Anex-offender. Anindividual shall betreated as convicted
if he or she was placed on probation by a state court without a
finding of guilty.

(vii) A recipient of:

(I) Federal Supplemental Security Income benefits.

(1) Aidto Families with Dependent Children.

(1) CaFresh benefits.

(IV) State and local general assistance.

(viii) Isamember of afederally recognized Indian tribe, band,
or other group of Native American descent.

(5) “Qualified taxpayer” means a corporation that conducts a
trade or businesswithinaLAMBRA and, for the first two taxable
years, has a net increase in jobs (defined as 2,000 paid hours per
employee per year) of one or more employees as determined below
inthe LAMBRA.

(A) The net increase in the number of jobs shall be determined
by subtracting the total number of full-time employees (defined
as 2,000 paid hours per employee per year) the taxpayer employed
in this state in the taxable year prior to commencing business
operations in the LAMBRA from the total number of full-time
employees the taxpayer employed in this state during the second
taxable year after commencing business operations in the
LAMBRA. For taxpayers who commence doing business in this
state with their LAMBRA business operation, the number of
employees for the taxable year prior to commencing business
operationsinthe LAMBRA shall be zero. If thetaxpayer hasanet
increase in jobsin the state, the credit shall be allowed only if one
or more full-time employees is employed within the LAMBRA.

(B) Thetotal number of employeesemployedinthe LAMBRA
shall equal the sum of both of the following:
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(i) The total number of hours worked in the LAMBRA for the
taxpayer by employees (not to exceed 2,000 hours per employee)
who are paid an hourly wage divided by 2,000.

(if) The total number of months worked in the LAMBRA for
the taxpayer by employees who are salaried employees divided
by 12.

(C) In the case of a qualified taxpayer that first commences
doing business in the LAMBRA during the taxable year, for
purposes of clauses (i) and (ii), respectively, of subparagraph (B)
thedivisors*“2,000” and “12” shall be multiplied by afraction, the
numerator of which is the number of months of the taxable year
that the taxpayer was doing business in the LAMBRA and the
denominator of which is 12.

(D) “Qualified taxpayer” shall not include employers that
provide temporary help services, as described in Code 561320 of
the North American Industry Classification System (NAICS).

(6) “Qualified displaced employee” means an individual who
satisfies al of the following requirements:

(A) Any civilian or military employee of a base or former base
that has been displaced as aresult of afederal base closure act.

(B) (i) At least 90 percent of whose services for the taxpayer
during the taxable year are directly related to the conduct of the
taxpayer’strade or business located ina LAMBRA.

(i) Who performs at least 50 percent of his or her services for
the taxpayer during the taxable year inaLAMBRA.

(C) Who is hired by the employer after the designation of the
areain which services were performed asa LAMBRA.

(7) “Seasona employment” means employment by a qualified
taxpayer that has regular and predictable substantial reductionsin
trade or business operations.

(8) “LAMBRA expiration date” means the date the LAMBRA
designation expires, isno longer binding, or becomes inoperative.

(c) For qualified disadvantaged individuasor qualified displaced
employees hired on or after January 1, 2001, the taxpayer shall do
both of the following:

(1) Obtain from the Employment Development Department, as
permitted by federal law, the administrative entity of the local
county or city for the federal—Jeb—Frainthg—Parthrership—-Aet
Workforce Investment Act of 1998 (29 U.S.C. Sec. 2801 et seq)
or its successor, the local county GAIN office or socia services
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agency, or the local government administering the LAMBRA, a
certification that providesthat aqualified disadvantaged individual
or qualified displaced employee meetsthe eligibility requirements
specified in subparagraph (C) of paragraph (4) of subdivision (b)
or subparagraph (A) of paragraph (6) of subdivision (b). The
Employment Development Department may provide preliminary
screening and referral to a certifying agency. The Department of
Housing and Community Development shall develop regulations
governing the issuance of certificates pursuant to Section 7114.2
of the Government Code and shall develop formsfor this purpose.

(2) Retain a copy of the certification and provide it to the
Franchise Tax Board annually.

(d) (1) For purposesof thissection, both of thefollowing apply:

(A) All employees of all corporations that are members of the
same controlled group of corporations shall betreated as employed
by a single employer.

(B) Thecredit (if any) allowable by this section to each member
shall be determined by reference to its proportionate share of the
qualified wages giving rise to the credit.

(2) For purposes of this subdivision, “controlled group of
corporations’ has the meaning given to that term by Section
1563(a) of the Internal Revenue Code, except that both of the
following apply:

(A) “Morethan 50 percent” shall be substituted for “at |east 80
percent” each placeit appearsin Section 1563(a)(1) of the Internal
Revenue Code.

(B) The determination shall be made without regard to Section
1563(a)(4) and Section 1563(e)(3)(C) of the Internal Revenue
Code.

(3) If an employer acquires the mgor portion of a trade or
business of another employer (hereinafter in this paragraph referred
to as the “ predecessor”) or the major portion of a separate unit of
atrade or business of apredecessor, then, for purposes of applying
this section (other than subdivision (€)) for any calendar year
ending after that acquisition, the empl oyment rel ationship between
an employee and an employer shall not be treated as terminated if
the employee continues to be employed in that trade or business.

(® (1) (A) If the employment of any employee, other than
seasona employment, with respect to whom qualified wages are
taken into account under subdivision (@) is terminated by the
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taxpayer at any time during thefirst 270 days of that employment
(whether or not consecutive) or before the close of the 270th
calendar day after the day in which that employee completes 90
days of employment with the taxpayer, the tax imposed by this
part for the taxable year in which that employment is terminated
shall be increased by an amount equal to the credit allowed under
subdivision (@) for that taxable year and al prior income years
attributable to qualified wages paid or incurred with respect to that
employee.

(B) If the seasonal employment of any qualified disadvantaged
individual, with respect to whom qualified wages are taken into
account under subdivision (@) is not continued by the qualified
taxpayer for a period of 270 days of employment during the
60-month period beginning with the day the qualified
disadvantaged individual commences seasonal employment with
the qualified taxpayer, the tax imposed by this part, for the taxable
year that includes the 60th month following the month in which
the qualified disadvantaged individual commences seasonal
employment with the qualified taxpayer, shall be increased by an
amount equal to the credit allowed under subdivision (a) for that
taxable year and all prior taxable years attributable to qualified
wages paid or incurred with respect to that qualified disadvantaged
individual .

(2) (A) Subparagraph (A) of paragraph (1) shall not apply to
any of the following:

(i) A termination of employment of an employeewho voluntarily
leaves the employment of the taxpayer.

(if) A termination of employment of an individual who, before
the close of the period referred to in paragraph (1), becomes
disabled to perform the services of that employment, unless that
disability is removed before the close of that period and the
taxpayer failsto offer reemployment to that individual.

(iii) A termination of employment of an individud, if it is
determined that the termination was due to the misconduct (as
defined in Sections 1256-30 to 1256-43, inclusive, of Title 22 of
the California Code of Regulations) of that individual.

(iv) A termination of employment of an individual due to a
substantial reduction in the trade or business operations of the
taxpayer.
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(v) A termination of employment of an individual, if that
individual isreplaced by other qualified employees so asto create
anet increase in both the number of employees and the hours of
employment.

(B) Subparagraph (B) of paragraph (1) shall not apply to any
of the following:

(i) A failureto continuethe seasonal employment of aqualified
disadvantaged individual who voluntarily fails to return to the
seasonal employment of the qualified taxpayer.

(i) A failureto continuethe seasonal employment of aqualified
disadvantaged individual who, before the close of the period
referred to in subparagraph (B) of paragraph (1), becomes disabled
and unable to perform the services of that seasona employment,
unless that disability is removed before the close of that period
and the qualified taxpayer fails to offer seasonal employment to
that qualified disadvantaged individual .

(iii) A failureto continuethe seasona employment of aqualified
disadvantaged individual, if it is determined that the failure to
continue the seasonal employment was due to the misconduct (as
defined in Sections 1256-30 to 1256-43, inclusive, of Title 22 of
the California Code of Regulations) of that individual.

(iv) A failure to continue seasonal employment of a qualified
disadvantaged individual due to a substantial reduction in the
regular seasonal trade or business operations of the qualified
taxpayer.

(v) A failureto continue the seasonal employment of aqualified
disadvantaged individual, if that individual is replaced by other
qualified disadvantaged individuals so as to create a net increase
in both the number of seasonal employeesand the hours of seasonal
employment.

(C) For purposesof paragraph (1), the employment relationship
between the taxpayer and an employee shall not be treated as
terminated by either of the following:

(i) A transaction to which Section 381(a) of the Internal Revenue
Code applies, if the employee continues to be employed by the
acquiring corporation.

(i) A mere change in the form of conducting the trade or
business of the taxpayer, if the employee continuesto be employed
in that trade or business and the taxpayer retains a substantial
interest in that trade or business.
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(3) Any increasein tax under paragraph (1) shall not be treated
astax imposed by thispart for purposes of determining the amount
of any credit alowable under this part.

(4) At the close of the second taxable year, if the taxpayer has
not increased the number of its employees as determined by
paragraph (5) of subdivision (b), then the amount of the credit
previously claimed shall be added to the taxpayer’s tax for the
taxpayer’s second taxable year.

(f) In the case of an organization to which Section 593 of the
Internal Revenue Code applies, and a regulated investment
company or areal estate investment trust subject to taxation under
this part, rules similar to the rules provided in Section 46(e) and
Section 46(h) of the Internal Revenue Code shall apply.

(g) The credit shall be reduced by the credit alowed under
Section 23621. The credit shall also be reduced by the federa
credit allowed under Section 51 of the Internal Revenue Code.

In addition, any deduction otherwise allowed under this part for
the wages or salaries paid or incurred by the taxpayer upon which
the credit is based shall be reduced by the amount of the credit,
prior to any reduction required by subdivision (h) or (i).

(h) In the case where the credit otherwise alowed under this
section exceeds the “tax” for the taxable year, that portion of the
credit that exceeds the “tax” may be carried over and added to the
credit, if any, in succeeding years, until the credit is exhausted.
The credit shall be applied first to the earliest taxable years
possible.

(i) (1) Theamount of credit otherwise allowed under thissection
and Section 23645, including any prior year carryovers, that may
reduce the “tax” for the taxable year shall not exceed the amount
of tax that would be imposed on the taxpayer’s business income
attributed to a LAMBRA determined as if that attributed income
represented all of the income of the taxpayer subject to tax under
this part.

(2) Attributable income shall be that portion of the taxpayer’s
California source business income that is apportioned to the
LAMBRA. For that purpose, the taxpayer’s business income that
is attributable to sources in this state first shall be determined in
accordance with Chapter 17 (commencing with Section 25101).
That businessincome shall befurther apportioned tothe LAMBRA
in accordance with Article 2 (commencing with Section 25120)
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of Chapter 17, modified for purposes of this section in accordance
with paragraph (3).

(3) Income shall be apportioned to aLAMBRA by multiplying
the total California businessincome of the taxpayer by afraction,
the numerator of whichisthe property factor plusthe payroll factor,
and the denominator of which is two. For purposes of this
paragraph:

(A) The property factor isafraction, the numerator of whichis
the average value of the taxpayer’s real and tangible personal
property owned or rented and used in the LAMBRA during the
taxable year, and the denominator of which is the average value
of all the taxpayer’s real and tangible persona property owned or
rented and used in this state during the taxable year.

(B) The payroll factor is a fraction, the numerator of which is
the total amount paid by the taxpayer in the LAMBRA during the
taxable year for compensation, and the denominator of which is
thetotal compensation paid by the taxpayer in this state during the
taxable year.

(4) Theportion of any credit remaining, if any, after application
of this subdivision, shall be carried over to succeeding taxable
years, asif it were an amount exceeding the “tax” for the taxable
year, as provided in subdivision (h).

() If thetaxpayer isalowed acredit pursuant to this section for
qualified wages paid or incurred, only one credit shall be alowed
tothe taxpayer under this part with respect to any wage consisting
inwhole or in part of those qualified wages.

(k) (1) For
2013 -and-befoere the 2014 calendar year, and each calendar year
thereafter, until January 1, 2019, the total aggregate amount of
credits allowed pursuant to this section shall not exceed the total
aggregate amount of credits clal med pursuant to thrssectron in the

Jaﬁuary—l—zei—?r 2013 cal endar year as determr ned by the
Franchise Tax Board.

(2) Upon receipt of atimely filed original return, the Franchise
Tax Board shall allocate the credit to the qualified taxpayer on a
first-come-first-served basis.

(1) (1) TheFranchise Tax Board shall compilethe certifications
submitted pursuant to paragraph (2) of subdivision (c) and shall
provide as a searchable database on its Internet Web site, for each
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taxable year beginning on or after January 1,-20613; 2014, and
before January 1, 2019, the employer names, amounts of tax credit
claimed, and number of new jobs created for each taxable year
pursuant to this section, Sections 17053.34, 17053.46, 17053.47,
17053.74, 23622.7, 23622.8, and 23634.

(2) The Franchise Tax Board may prescribe rules, guidelines,
or procedures necessary or appropriate to carry out the purposes
of this section, including any guidelines regarding the allocation
of the credit allowed under this section.

(m) This section shall remain in effect only until December 1,
2019, and as of that date is repeal ed.

SEC. 11. Section 23690 is added to the Revenue and Taxation
Code, to read:

23690. (a) (1) For each taxable year beginning on or after
January 1, 2014, there shall be allowed to a qualified taxpayer
that hiresa qualified full-time employee a credit against the* tax;’
as defined by Section 23036, in an amount calculated under this
section.

(2) The amount of the credit allowable under this section for a
taxable year shall be equal to the product of the tentative credit
amount for thetaxable year and the applicabl e percentage for that
taxable year.

(b) For purposes of this section:

(1) The “tentative credit amount” for a taxable year shall be
equal to the sum of the following amounts:

(A) For the first year of employment of a qualified employee,
10 percent of qualified wages paid during the taxable year.

(B) For thesecond year of employment of a qualified employee,
30 percent of qualified wages paid during the taxable year.

(C) For the third year of employment of a qualified employee,
50 percent of qualified wages paid during the taxable year.

(D) For thefourth year of employment of a qualified employee,
30 percent of qualified wages paid during the taxable year.

(E) For the fifth year of employment of a qualified employee,
10 percent of qualified wages paid during the taxable year.

(2) The* applicable percentage’ for a taxable year is equal to
a fraction, the numerator of which is the net increase in the total
number of full-time employees who are employed in this state
during the taxable year, determined on an annual full-time
equivalent basis, as compared with the total number of full-time
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employees employed in this state during the base year, determined
on the same basis, and the denominator of which is the total
number of qualified full-time employees employed in this state
during thetaxable year. The applicabl e percentage shall not exceed
100 percent.

(3) “Base year” means 2013, or in the case of a qualified
taxpayer that first hiresa qualified full-time employeein ataxable
year beginning on or after January 1, 2015, the taxable year
immediately preceding the taxable year in which the qualified
employee was hired.

(4) “ Qualified wages’ means both of the following:

(A) That portion of wages paid or incurred during the taxable
year to each qualified full-time employee in excess of 200 percent
of the minimum wage, but not in excess of 400 percent of the
minimum wage.

(B) Wages received during the 60-month period beginning with
the first day the qualified employee commences employment with
the qualified taxpayer.

(5) “Minimumwage’ means the wage established pursuant to
Chapter 1 (commencing with Section 1171) of Part 4 of Division
2 of the Labor Code.

(6) “Acquired” includesany gift, inheritance, transfer incident
to divorce, or any other transfer, whether or not for consideration.

(7) (A) “Qualified full-time employee” means an individual
who meets all of the following requirements:

(i) First commences employment with the qualified taxpayer on
or after January 1, 2014.

(i1) Satisfies either of the following conditions:

() Ispaid qualified wages by the qualified taxpayer for services
not less than an average of 35 hours per week.

(I1) Isasalaried employee and was paid compensation during
the taxable year for full-time employment, within the meaning of
Section 515 of the Labor Code, by the qualified taxpayer.

(iii) Isany of the following:

(D) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
person eligiblefor servicesunder the federal Wor kforce | nvestment
Act of 1998 (29 U.S.C. Sec. 2801 et seq.), or its successor, who is
receiving, or iseligibleto receive, subsidized employment, training,
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or services funded by the federal Workforce Investment Act, or its
SUCCESSO.

(1) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
person eligible to be a voluntary or mandatory registrant under
the Greater Avenues for Independence Act of 1985 (GAIN)
provided for pursuant to Article 3.2 (commencing with Section
11320) of Chapter 2 of Part 3 of Division 9 of the Welfare and
Institutions Code, or its successor.

(1) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
an economically disadvantaged individual 14 yearsof age or older.

(IV) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
dislocated worker who meets any of the following:

(ia) Hasbeen terminated or laid off or has received a notice of
termination or layoff from employment, is eligible for or has
exhausted entitlement to unemployment insurance benefits, and is
unlikely to return to his or her previous industry or occupation.

(ib) Hasbeenterminated or has received a notice of termination
of employment as a result of any permanent closure or any
substantial layoff at a plant, facility, or enterprise, including an
individual who has not received written notification but whose
employer has made a public announcement of the closure or layoff.

(ic) Islong-term unemployed and has limited opportunities for
employment or reemployment in the same or a similar occupation
intheareainwhichtheindividual resides, including anindividual
55 years of age or older who may have substantial barriers to
employment by reason of age.

(id) Was self-employed, including farmers and ranchers, and
is unemployed as a result of general economic conditions in the
community in which he or she resides or because of natural
disasters.

(ie) Was a civilian employee of the Department of Defense
employed at a military installation being closed or realigned under
the Defense Base Closure and Realignment Act of 1990.

(if) Was an active member of the Armed Forces or National
Guard as of September 30, 1990, and was either involuntarily
separated or separated pursuant to a special benefits program.
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(ig) Isa seasonal or migrant worker who experiences chronic
seasonal unemployment and underemployment in the agriculture
industry, aggravated by continual advancements in technology
and mechanization.

(ih) Has been terminated or laid off, or has received a notice
of termination or layoff, as a consequence of compliance with the
Clean Air Act.

(V) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
disabled individual who is €eligible for, is enrolled in, or has
completed a state rehabilitation plan or is a service-connected
disabled veteran, veteran of the Vietnam era, or veteran who is
recently separated from military service.

(VI) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was
an ex-offender. An individual shall be treated as convicted if he
or she was placed on probation by a state court without a finding
of guilt.

(VII) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
person eligible for or a recipient of any of the following:

(ia) Federal Supplemental Security Income benefits.

(ib) Aidto Familieswith Dependent Children, or its successor.

(ic) CalFresh benefits.

(id) State and local general assistance.

(VI) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
member of a federally recognized Indian tribe, band, or other
group of Native American descent.

(IX) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
resident of a targeted employment area, as defined in Section 7072
of the Government Code.

(X) Isan employee who qualified the qualified taxpayer for the
enterprise zone hiring credit under former Section 17053.8 or the
program area hiring credit under former Section 17053.11.

(X1) Immediately preceding the qualified employee's
commencement of employment with the qualified taxpayer, was a
member of a targeted group, as defined in Section 51(d) of the
Internal Revenue Code, or its successor.
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(B) Anindividual may only be considered a qualified full-time
employee for the period of time commencing with the date the
individual isfirst employed by the qualified taxpayer and ending
60 months thereafter.

(C) Priority for employment shall be provided to an individual
whoisenrolledin aqualified programunder the federal Workforce
Investment Act of 1998 or the Greater Avenues for Independence
Act of 1985 or who is eligible as a member of a targeted group
under the Work Opportunity Tax Credit (Section 51 of the Internal
Revenue Code), or its successor.

(8) (A) " Qualified taxpayer” meansa person or entity engaged
inatrade or businessthat meets both of the following requirements
during the taxable year:

(i) Paysor incurs qualified wages.

(if) Hasa net increase in full-time employees.

(B) In the case of any pass-thru entity, the determination of
whether ataxpayer isa qualified taxpayer under this section shall
be made at the entity level and any credit under this section or
Section 17053.90 shall be allowed to the pass-thru entity and
passed through to the partners and shareholders in accordance
with applicable provisions of this part or Part 10 (commencing
with Section 17001). For purposes of this subdivision, the term
“ pass-thru entity” means any partnership or Scorporation.

(9) “ Seasonal employment” means employment by a qualified
taxpayer that has regular and predictable substantial reductions
in trade or business operations.

(20) “ Annual full-time equivalent” means all of the following:

(A) Either of the following:

(i) In the case of a full-time employee paid hourly qualified
wages, “ annual full-time equivalent” means the total number of
hours worked for the qualified taxpayer by the employee, not to
exceed 2,000 hours per employee, divided by 2,000.

(i) In the case of a salaried full-time employee, *annual
full-time equivalent” means the total number of weeks wor ked for
the qualified taxpayer by the employee, divided by 52.

(B) All employees of the trades or businesses that are treated
as related under either Section 267, 318, or 707 of the Internal
Revenue Code shall be treated as employed by a single qualified
taxpayer.

97



—117— SB 434

(C) In determining whether the qualified taxpayer has first
commenced doing business in this state during the taxable year,
subdivision (f) of Section 24416.20, without application of
paragraph (7) of that subdivision, shall apply.

(c) The" netincreaseintotal full-timeemployees’ of a qualified
employer shall be determined as provided by this subdivision:

(1) (A) (i) The net increase in full-time employees shall be
determined on an annual full-time equivalent basis.

(if) The amount determined under clause (i) shall include the
fractional amount, if any, of the increase for the taxable year.

(B) Thenet increase in the total number of full-time employees
shall be determined by subtracting the amount determined under
clause (ii) from the amount determined under clause (i). If the
amount determined under clause (ii) is equal to or exceeds the
amount determined under clause (i), the amount deter mined under
this subparagraph shall be zero.

(i) The total number of full-time employees employed in the
current taxable year by the qualified taxpayer and by any trade
or business acquired by the qualified taxpayer during the current
taxable year.

(if) The total number of full-time employees employed in the
base year by the qualified taxpayer and by any trade or business
acquired by the qualified taxpayer during the current taxable year.

(2) For qualified taxpayersthat first commence doing business
in this state during the taxable year, the number of full-time
employees under clause (ii) of subparagraph (B) of paragraph (1)
of this subdivision for the base year shall be zero.

(3) For purposes of determining the number of full-time
employees of the qualified taxpayer who are employed in this state
under this section, only those employees who receive wages that
are subject to Division 6 (commencing with Section 13000) of the
Unemployment Insurance Code from the qualified taxpayer
comprising more than 50 percent of that employee’s total wages
received from the qualified taxpayer for the taxable year shall be
included.

(d) (1) Any qualified wages taken into account under this
section in computing this credit shall not be taken into account in
computing any other credit otherwise allowable under this part
or Part 10 (commencing with Section 17001).
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(2) Notwithstanding anything to the contrary, any employee
whose wages, in whole or in part, are eligible to be taken into
account in computing a credit under Section 17053.74 or 23622.7
shall not be treated as a qualified full-time employee under this
section.

(e) (1) Thequalified taxpayer shall do both of the following:

(A) Obtain from the Employment Devel opment Department, as
permitted by federal law, the local county or city Workforce
Investment Act administrative entity, the local county GAIN office
or social services agency, or thelocal government, a certification
that provides that a qualified employee meets the eligibility
requirements specified in clause (iv) of subparagraph (A) of
paragraph (4) of subdivision (b). The Employment Development
Department may provide preliminary screening and referral to a
certifying agency. The Employment Devel opment Department shall
develop a form for this purpose. The Department of Housing and
Community Development shall devel op regulations gover ning the
issuance of certificates by local governments pursuant to
subdivision (a) of Section 7086 of the Government Code.

(B) Retain a copy of the certification and provide it to the
Franchise Tax Board annually.

(2) The credit allowed by this section must be claimed on a
timely filed original return of the qualified taxpayer.

() (1) For purposes of this section:

(A) All employees of all corporations that are members of the
same controlled group of corporations shall betreated as employed
by a single qualified taxpayer.

(B) Thecredit, if any, allowable by this section to each member
shall be determined by reference to its proportionate share of the
expense of the qualified wages giving rise to the credit, and shall
be allocated in that manner.

(C) For purposes of this subdivision, “ controlled group of
corporations’ means “ controlled group of corporations’ as
defined in Section 1563(a) of the Internal Revenue Code, except
that:

(i) “Morethan 50 percent” shall be substituted for “ at least 80
percent” each placeit appearsin Section 1563(a)(1) of the Internal
Revenue Code.
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(i) The determination shall be made without regard to
subsections (a)(4) and (e)(3)(C) of Section 1563 of the Internal
Revenue Code.

(2) If aqualified taxpayer acquiresthe major portion of atrade
or business of another taxpayer (hereinafter in this paragraph
referred to as the “ predecessor”) or the major portion of a
Separate unit of a trade or business of a predecessor, then, for
purposes of applying this section for any calendar year ending
after that acquisition, the employment relationship between a
qualified employee and a qualified taxpayer shall not be treated
as terminated if the employee continues to be employed in that
trade or business.

(g) Rulessimilar to therules provided in Section 46(e) and (h)
of the Internal Revenue Code shall apply to both of the following:

(1) Anorganizationto which Section 593 of the Internal Revenue
Code applies.

(2) Aregulated investment company or areal estate investment
trust subject to taxation under this part.

(h) (1) Thecredit allowable under this section shall be reduced
by the credit allowed under Sections 23623.5, 23625, and 23646
claimed for the same employee. The credit shall also be reduced
by the federal credit allowed under Section 51 of the Internal
Revenue Code, as applicable for federal purposes.

(2) Inaddition, any deduction otherwise allowed under thispart
for thewagesor salariespaid or incurred by the qualified taxpayer
upon which the credit is based shall be reduced by the amount of
the credit, prior to any reduction required by subdivision (i).

(i) Inthe case where the credit allowed by this section exceeds
the “ tax,” the excess may be carried over to reduce the “ tax” in
the following year, and the succeeding six yearsif necessary, until
exhausted.

() This section shall cease to be operative for taxable years
beginning on or after January 1, _, and shall be repealed on
December 1, .

SEC106:

SEC. 12. Noreimbursement isrequired by this act pursuant to
Section 6 of Article X111 B of the California Constitution because
the only costs that may be incurred by alocal agency or school
district will be incurred because this act creates a new crime or
infraction, eliminates a crime or infraction, or changesthe penalty
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for acrime or infraction, within the meaning of Section 17556 of
the Government Code, or changes the definition of acrimewithin
the meaning of Section 6 of Article XIII B of the California
Constitution.

SEC11:

SEC. 13. Thisact provides for a tax levy within the meaning
of ArticlelV of the Constitution and shall go into immediate effect.
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