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] Honorable members~1n Se551on.
.vSUBJECT. ASSEMBLY BILLW30 (Klehs)
SUMMARY

'The Sacramento .Police Department is’ requestlng that the Law and
‘Legislation! 'Committee: support Assembly .Bill ~ 30: (Klehs),
pertaining. to ‘the: establlshment .of . a ,CaliforniaZJAnti—Drugj
Superfund.. .- : ' _ ‘

 BACKGROUND...

" TwWo recent developments Haver‘drasticallyffchangedi cocaine
trafflcklng :and -increased the. ‘level of organized - crime -and
violence in California. o

IY 0o1umb1an cocaine: ‘cartels  have: .shifted: primary ' -
: "operatlons - from | Florida,%tokJCalifornia.» Federal
authorities: now: estimate that: 40%: to '50% of - the
nation’s’ cocaine: is: now- _funneled: through ‘Los. Angeles. .
- Thiss change ‘has. occurred due -to. increased. pressure from -
state ‘and. fedéral .law enforcement officials +in. the. -
state- -of, Florlda,'~wh1chf’Was;uthew;previouswrcocaine«
“_capltal for the ‘nationy : '

2) -‘Callfornlas.has*~exper1enced“ -an. ~increase.  in the.

' . popularity’ and. supply  of a: highly! addictive: form'of
ﬁrelatlvely pure: and cheaply marketed Mcrackor. "rock"“
cocainev . This ..cocaine: .is. . widely: distributed. by:
currently: establlshed Callfornla street. gang networks...
These: “'California:. street. gangs:. offer _Columbian: . and:



~ Mexican drug cartelsw networks: for the:  sale- and:
" distribution: of coca;ne. Columbian and: Mexican drug
cartels: are: utlllzlanlong-estahllshed heroin: routes to:
1mport large- volumeslof ‘eocaine: into California: which
were: preV1ously brought - in: through the: State. of
Florida.. - '

Federal authorities. have: admitted that they are: understaffed in.

California and are:. unabld to: meet the rapid growth of cocaine' '

lmportatlon -and: to 1nterd1ct ‘cocaine: at the- nation‘’s: borders. 1In.
view: of" thls;fact, the: Preésident has. openly encouraged states tor
i greatly 1norease their- own| efforts. :

Partnerships have=already been: established between Columbian- and’
~Mexican: drug cartels: and California street . gangs, and
distribution of cocaine: from»Callfornla now extends as far away
as: Alaska,- Oregon, Washlngton, and' the mid-western states.

In: order to:- comhat Columblan and Mexican cartel act1v1ty in the-
state of California and to decrease: the level of organized crime:
and violence: which results from this: type of drug trafficking,.
the: state of california w1ll have to use: tactics similar to those:
. used -in: the: State of Florlda. - For example, we: must. v1qorouslyv_
. enforce: our state: asset forfelture program, utilize our wire-tap:
statutes, increase stafflng levels for drug enforcement efforts,.
~and . expand  our narcotic enforcement activities- to include
intelligence: gathering, ana1y31s, and. dissemination, utilizing
state-level task forces and increasing cooperation in:

‘,1ntelllgence and. enforcement with federal authorities. Only with:

the  use: of these tactics was Florida able: to experlence a decline.
in. -cocaine trafficking and. related: violent crime. Effective:’
‘utlllzatlon of new state‘laws such as money ‘laundering, asset.
- forfeiture, and wire-tap, Vill require resources beyond the scope
of many- California law enforcement agencies unless: assisted by
state and federal agencles which: offer intelligence: on druq
trafflcklnq cartels.

AB: 30 prov1des for the formatlon of programs to -support. these:
tactics. in: California and allows: local agencies: to be: assisted: by
state: and federal agencyllntelllgence. The: - proposed CrackDown:
Task. Force“=Program w111 establish- two major enforcement.
operations: one: in Southern-Callfornla and, the: other in Northern

*  California. . These operations. will be staffed: by more: than. 200

‘new: state: narcotics: agents, auditors, intelligencer analysts: and.
support.  personnel.. Their mission: will be to target. Columbian
cartel street gang; coca1ne~networks. Fourteen: task: forces. will.
be: formed under the: program and:will work primarily in the major
‘urban. areas.. . A mobile: component for: each of the. two operations:
will also be: utilized' to| assist. local, agencies. throughout: the
state. Significant. resources: would: be. available: to: defray
investigativer expenses: | incurred: by local . officers: during-
investigations.. These: task: forces: will increase: the- development,.

2.




o i .y « , - . . -
Lot . ) .
e . . "y 3 , L -
oy : W . B
B .. .
p

exchangep. and ut1112at10n15of. statewrde, natlonal . andd
lnternatlonal 1nte111gence on ‘the 1mportatlon and distrlhutxon of
‘cocalne.»,~~' 8 o , S

Aszde from local law enforcement benefltlng from theACrackDown
Task ‘Force: Program; AB 30 also-provides for Superfund money which
will be: spent. by local police: and sheriff’s departments.- for drug -

and’ gang- ‘enforcement- or preventlon .efforts.’ -The: proposed: $120 ' - a

. million:. per: year-W1ll be distributed: én: a: per-cap;ta basis. ~The/

only’ requirement, - .other: ‘than: it be: used:. for gang and drug.

"enforcement,  is: that. the: .money’. only . be used: - to: prov1de hew: . -

-serv1ces.:It cannot bexused to sub51dlzemourrent efforts.q

_ Another'sao mlllxon per year w111 ‘ber dlstrlbuted*to countles on aL.Q e

per-cap1ta~basls and. is. to be used: for drug treatment, ‘education, -
prosecutlon, or'preventlonﬂ dependlng on eaoh county's needs-.

ABw 30u hasg:already been;.amended, threea tlmes W1th the lastg
- amendment. in Assembly: September 5, 1989. . We do- not: feel that'
further amendments would 1mprove thls blll's favcrablllty.

AB:- 30 is. supported by the Attorney General and by the League*of*
Callfornla.cltles.

FINANCIAL DATA

The " Callfornla Antl-Drug Superfund Program w1ll be: funded by the-
elimination of. -loopholes: which exist in current state bank and
corporation; tax- law. These' loopholes:. were removed .from.: federal-
tax law: by COngressgand by Pre51dent Reagan in 1987.

WThe state cOntroller shall dlstrzbute to the 'Attorney Generalfs
office: ‘$22 'million a .year .to. fund. state ‘and local""Crackdown"'j
Task Forces:-in. Northern ‘and Socuthern Callfornla. The remaining -
'$200. million: per  year will be'split into. W parts. with: 60% ($120
milliony. going: directly to police and sheriffss: departments on a .
per -capita. basis, -based- on. the: populatlon of  each: department's
service: area, and 40%: ($80 million) goanq to County Boards. of
Supervisors;“ : : o . S

' POLICY CONSIDERATIONS

-

NOIIE’. !

MBE/WBE" EFFORTS"

Nonéz-.- ’




' RECOMMENDATION:. -
It is redommended?that"thgﬁnawéand?LegiSlétiohuCOmmitteé»support.

" Assembly 'Bill 30 (Klehs), pertaining to: the: establishment of a...
California: Anti-Drug: Superfund. o :

Respectfully submitted,

" RECOMMENDATION APPROVED: |

L'E :
SOLON WISHAM JR.. o
Assistant City Manpger. . -

N¥D. KE: -
"CHIEF OF POLILE.

'CONTACT' PERSON: . S :
CAPT. JERRY LEDBETTER, NARCOTICS/GANGS DIVISION, 449-5796
jpk:dlm * .
REF:9-27 - ‘ :

' ' ! ' September 21, 1989
. : ALL DISTRICTS
Attachment

T -



* Rugust, 29, 1989:

-Chief‘John P ‘Kearns:
Sacramento Pollce~Department
813 Slxth\Street

’ .Sacramento, CA. 95814

Dear"Chleerearnsg.,’

_ I am, proud. of the mutudal - respect and- support T have
Adeveloped with local ‘law enforcement during seven years. as:
‘Stater Attorney General. I’'m: espec1ally proud of my..
efforts to. provide: police agencies w1th the -resources-
requlred‘to do- thelr jobs ,

‘ From time:to time we: may'dlsagree’n You:may not .. .
. choose’ to. lend: me: your polltlcal support.. . But I know. .|
there are- lmportant thlngs we: can: Stlll do*together.ﬂ :

Today I'm- wrltlng to you about one of" them. showing
. the: drug lords;" street gangs, -and narcotlcs pushers we’re.

" serious-about winningvthe«war on drugs..jj.~

_and‘co;porate~tax'loopholes; .

_ - Qur leglslatlon comblnes tax:equity: w1th crime:
'flghtlnq. It closes the same. corporate inconme.tax
loopholes for ‘California:. that: Pre51dent Reagan 51gned
into- law -for -the  nation in. 1987. Revenue from c1051ng
tax: loopholes for banks and corporatlons w111 go- dlrectly
lnto the: California: Anti- drug Superfund.

Every year’ for the next eight years, the Antl-drug
'“Superfund Wwill’ dlstrlbute $222 million. for: drug:s’ : |
"enforcement treatment preventlon, and prosecutlon Ln

every ‘corner: of Callfornla

.Here'smhowathe~m0neyzw111[be%spentreach;year.

* 3600 "Wilshiré Boulevard, Suite 1618, Los. Angéiss, DA 90010 » {213) 381-1380 s FAX (233) 231 2129




o $120 million, or:60%, will go directly to police
and sheriffs -departments: on. a. per-capita formula,
depending: on each.department’s: service area:.population.
It will funé desperately needed reinforcements for drug-

"and_gang enforcement agd g;event;on‘targeted to:
ighborhoods being ' drug dealers.

If these ‘funds: are: USed'solely to hire new officers,
they could put 2,400 more ~cops. on the streets ‘almost.-

- overnight-

- education, grosecutlon, or: greventlon — dependlng on
each county’s needs. a

If this share of Superfund money is used. for drug -
treatment it could boost treatment slots for recovering
addicts: by.roﬁghly»40%r»§Every~addi¢t=kept off of drugs
means: fewer emergency rodm cases, less crime in our -
streets, and.fewer babies-born addicted to "crack.™

These funds come w1th only one restriction: they
must provide. new services -- more cops, new treatment
beds and drug education efforts, they cannot be used to
subsidize current programs.

The Superfund’s purpose is to redouble ex1st1ng
-efforts. What’s already:being done isn’t nearly good.
enoudh. o '

We*can’t count on the federal government for- much
help Past federal promlses ‘have come up short on money
for flghtlng drugs. New' programs -- 1nclud1ng President
Bush’s long-awaited anti-drug strategy =-- won’t make . much
of a: dent.'in the enormous drug problem facing California.

Remember, California has replaced South Florida as
the number one entry 901nt for cocaine in America. The
' President. has: warned. us: that the states. must dramatically

increase: their own. efforts.. I agree.. :

California’s Anti-drug Superfund is the best way for
California toc do what Mr. Bush has asked us. to. do -— and -
what: we: know. we must. do.



: Please~help ‘me:- pass thls urgently needed

.. legislation.. . Take: a: moment: to: sign: and- return the
_.Zenclosed self-addressed post card 1nd1cat1ng your
'dsupport G ~

We-can't w1n a-war wlth stlrrlng phrases and good:’

_.vlntentlons. It’s. time wer put our money’ where: our" mouth'ﬁ,
.vmls..,, . " . ) ) . o .

d;-Thankijouwfor~yourﬂoohsideration:5dﬁ.o

Sincerely,: .. i -

_; John-Van.de;Kamprﬂ
- Attorney General -
of California. -

f'fEthosuresQ‘~'“

' P S, Please help me: create the Callfornla Anti-drug

Superfund by. returnlng the. enclosed postcard today.



. STATEMENT  BY' JOHN' VAN DE' KAMP'

' ATTORNEY GENERAL OF CALIFORNIA.

- ANNOUNCING: SUPPORT: FOR A.B. 30.-

SACRAMENTO; CALIFORNIA .

.- THURSDAY, AUGUST 24, 1989

Thosefoffus:inzlawxenforcement_are-often criticized
"fbrfcomparing the' struggle against drug traffickers to a war.
’The?brutai violencezin.Colqmbia?thiS'week; which mirrors. the:

'{grqwiﬁggdaﬁgsr in our own streets, demonstrates that this is a
“wars. And wEwcan’thin-a;war‘ﬁith stirring phrases and goocd

~ intentions..

“In'this'war:ho'onexis,awsafe.distancé‘from“the}”'
fbattlefieid; espétially no[oné‘in California. Our state is. the
numbexr one target for the Colomblan drug cartels That puts us

:.ﬁall on the frontlines, and. the pecple know it. From San Diego
- to Mt. Shasta, we- are all sayzng the same thing: drugs;are the

'fnumber’one'danger‘faclng'Callfornlam

3

ThlS mornlng, Assemblyman Klehs ‘and I are proposing
leg;slatlon that w1ll prove ta the drug lords, and. the gangs,
andﬁthE%pushersﬁ that‘Callfornmans.mean-what,we,say:} This.

'"state&isgdeadly1seridusaabbutiwinning1the~Warwon;drug51‘,3

'Weaareeproposing:that California finally close the
samé»corporatestaxiloopholes{that.Ronald<Reaganaclosed~twof
years: ago, and. that we- use the: money :- about $1.7 bllllon over.
the: next eight years: -- to: fund an: all-out fightr agalnst drugs

and‘gangszln‘ourvstreets, our schools and our"nelghborhopdsy



_Assembly'Blll 30, whlch would close the: corporate loopholes

‘provrs;ons belng amended into: AB. 30 as: of: todayv-- prov;srons
that will dedlcate the revenuefto drug’ enforcement, treatment,

'preventlon and: prosecutlon in: every corner: of Callfornla

-two. years ago, he used. the revenue to. help trlm the: Federal
'odefLCLt When Callfornla closes those same loopholes we-
~ propose: that ‘the. money be deposrted dlrectly lnto the

"California: Antl-drug Superfund o ;

X ln Callfornla.- At" the.- end -of" the eaght years, the Leglslature

‘:;Wlll evaluate the. success of the' program and the voters will

Assemblyman Klehs Ls already carrylng leglslatlon,

In a,few;mlnutes he wxll explaln the:. purpose and the: hrstory

|

of: hisw blll.. But: fert, T would llke to*go over the~new

When*Ronald5Reagan‘c105ed-these cdrporatefloopholesi

I

' EVerY'year~for~the»nekt“eightvjearéqtthe~Anti—drug=

Superfund w1ll dlstrlbute $222. milllon to fund the: war on; drugs'

decide whether to contlnue it. - L




 Here}s§hdwwth§:monéy will be=spént eéch.Yearm_

3225000}Ooofﬁili}beaﬁsed;touiund,statellocal law enforcement.
"CrackDown" Task Forces. in Northern and Southern California..
As,IIannounbedhlast.week,.mare»than~200?new:state narcotics -
agents¢<auditors:andmintelligence~analysts'will‘beﬂhi:éd as

. part:offwcrackDown-F'-They‘ﬁill work: closely with local. law
.éhforcementjto‘provide.;he‘sﬁme kind of all-out effort . that the"
fedéralwgovernment.haSVfunded{in Southsqufida -- but has |
refused to fund in California.

i

. The remaining $200 million will be split two ways:

Sixty percent, or $126 million, wili go . directly to
Vpolicefand sheriffStdepartmeﬁts on a per-capita formula}
depending on. the population @fieach department’s. service area.
It will'be-used:for druglandigang‘enforcement and prevention. -
That will mean desperately néeded,reinforcements for“éleaning
up neighborhoods. being overrhn,by'drug,dealersw‘ If this shére
of the  money were- used to hire new policemen, for example, it

could put 2T4OO.moreaccps;onithe,streets almost oveinight.

Thefbthe1140%=of.thg money, some- $80 million.&:year,

- will be distributed. to- counties on: a- per-capita basis. It will
be: used. for drug: treatment, education, prosecution, or

prevention, depending: on each county’s needs.




Iﬁithis?share=offthe~mopey~wéfeauﬁed;foridru¢
treatmen;m,wé;couldiexpand;the#number;of_t#eatment;slats;ra
 available<toffecpve:ingyaddictS'by roughlyk40%& And. every -
addict.WErcan:keepqofﬁiofjdrugs.meanéﬂless%crime»inour:
streetsu:fewer‘emergencyzéases:fi;ling duiﬁhosPi;als,vandeewer
babies. born: addicted. to "crack.™ . : |
Apértwfrom:the~requireﬁént that.iﬁsberuSed.for*‘

. fightiﬁgzdruésiand'gangsy thegonly:rest;ic;ion oﬁ-the new:money
will be»that.it.must~provide.new.sexﬁicesrlnew’cops;-new~
treatment_beds¢'new:drugteduéation"éffOrtsi..It cannot. be used
towsubSidize:current.efforts.v The:whole;p?rpose.of'the»A
superfund. is to redoubleiour.effortsu-'Whaé!s already-being

done isn’t nearly gocod enough. .

Two weeks. from now, the Pres;dentJWLll formally unveil
his long-awalted anti-drug strategy, but the broad outlines are
already fairly clear. Frankly, by-itself,ﬁthe new.program
probably: will not make much. of azdentfin,t%e enormoﬁs“drug
problem»we/renfacing“in;Californiam. Remem#er.that.this
state»has’now~reglécequouth.Flo;idauas;thé:number’one'entry

point: for cocaine in America.

We' can’t. count: on. the federal government to. save: us.
After all, past federal promises: have- come*up short on. money
for*fiqhtlng.drugsa And,the~Pres;dent~has;already»warned,us;-
that;the;states:mustrgreatlyvincrease=thefi"oﬁn-efforts. I
agree. We are all in this. together.. | j

4A



ABféOFisxtheﬁbest'ﬁay'fbr“Califbrniapto,do,what:thef

APresideﬁtHhas;asked;qutopdo1~andfandiwhat.we.know“We*muét>dop

'”Only by"coﬁbining;nvestatewresoﬁrces;with:whatever helputhez-<

‘Federal.governmenfffinally‘ﬁrbvidésg can,weebegin:tO‘cleanse?~

California;othheﬁpoiSOns that are destroying our children. and

corrupting . the: very soul of jour society.

YTy
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Attorney General 'S+ Cracknown -Task Force* Proposal

Executive Summary 5"
: ]
. L
. } : )

The: emergence of powerfu] Colombian cocaine smugg]1ng carte]s ut11121ng
domestic ‘street. gangs.as' the-distribution network for "crack"isi the-most’

devastating -drug:problem inCalifornia. today.‘ Two .recent’ developments have:

dramat1caT1y changed: ‘cocaine traff1ck1ng in Califorﬁ1a. First, Colombian

.cocaine cartels-havershifted much: of their operat1ons from F]or1da to".
California. Federal authorities now estimate that 40-to: 50 percent of the
nation'stcocaine: is funneled through Los Angeles, the nation"s: new: cocaine:

. capital. Second, within California this.increased. supply of cocaine has led
- Lo-a tremendous market qin-the. 1nexpens1ve but: h1gh1y addictive-form of -
*crack”. or-"rock™ cacaine. . "Crack" cocaine: is. be1ng§w1de1y distributed by - -

“'street gang networks, creating an epidemic of "crack addiction. = This
cocaine epidemic’ costs the: people:.of Ca]1forn1a hundreds of mlllzons of
dollars.each year.. - ‘ . -

Federal. author1t1es admit. that they are’ understaffedt1n Caltforn1a and,
thus, unable:to: meet: the- rap1d growth of cocaine: 1mportation.g Lacking the-
authority. to interdict. cocaine: at the nation's borders;, state and. local
agencies find themselves frustrated: in:their efforttho identify and.remove
drug traffickers after they have- lodged:themselves in: communities. throughout:

. the state. Effective: utilization of new: state: Taws’ such as money:.
laundering, asset .forfeiture,. and wire-tap, tools which have proven-very -
effective against Florida's:.cocaine traffickers, requires resources. beyond
the- capability of: many local law: enforcement agencwes. Add1t1onally. state
and. Tocal officials. have: a: very limited: ability to- gather -exchange;;. and
utilize intelligence on drug trafficking cartels, including the street gang
distribution networks: wh1ch have: recently developed- 1nto major trafficking
organ1zat1ons. . oy

' ' |

The: proposed- CrackDown Task Force Program will estabhish two. maJor .

enforcement operations one in Southern'California: and the: other: in- Northern:

. California.. - Their mission: will. be:to target on: the Colombian cartel” street -

-. gang: cocaine: network.. The- program would:'allow- format1on of 14 task forces
to: work primarily: in° the: major urban: areas’, but: they would: also:have: mobile:
components: which: couldr target anywhere in- the state.. | The: task force:
approach has.proventhighly- effective: in- reducing: both ‘domestic. cultivation .
of marijuana: and-clandestine -drug laboratories--two drug ‘problems. where:
California-can directly attack the-source... These: task forces wilT be:

. staffed withD0J Special Agents,. local and:federal oﬁficers and.-support:

" personnel- to-bring a: coordinated,, statewide-effort’ to bear aga1nst major:
cocaine: trafficking: organizations.. Significant resou?ces would: be: available:
to- defray 1nvest1gat1ve*expenses incurred: by-local officers dur:ngqthese
investigations.. . 0f particular-importance;. these‘task“forces will increase-.

the. development, exchange and utilization- of statewide national: and:

‘ *nternat1ona1 1ntelllgence on the lmportatfon and distr1butfon of coca1ne. ‘




CRACKDOWN: TASK FORCE PROGRAM:
TOTALS.
| BY .
nuns;g OF POSITIONZ'

AND
FISCAL IMPACT

114 peace officer pos1twons and 110 nonpeace officer pos1t1ons
224 total. p051t1ons .

January 1, 1990 July 1, 1990 July 1, 1991

Bnge; Caieéggz {6 months) = (lst'year) ~ __(2nd year)
‘Personal Services. : S o
Peace 0fficers. $ 1,685,000 = . $ 5,169,000 - $6,174,000
Nonpeace QOfficers 1,399,000 ° 3,776,000 © 3,973,000 . .
Subtota! - 33,084,000 378,945,000  ¥10,147,000
Operating Expense- B ‘

& Equipment. - 10,295,000 13,031.000. _ 11,508,000
Total .- $13,379,0000 . $21,976,000 $21,655,000*

*In;this.amount.is;SZ,SO0,0UO for- local overtime ($1,500,000) and local
per diem ($1,000,000). l




Team Structures- -

L= Spec1a1 Aaen* Suoerv1sor '

- . Spectai Agents: . . . D
'10+ -Local" off1cers/federa] off1cers.-
'_Ass1onments-":

- Southern Ca]x’orn1a

6 teaﬂs - task force target lnvestlgat1ons

.2 teams - money laundering 1nves*1ga”1ons o

1 team: - - -mobile:
‘HOrthernpca]j?ania:

' 3<teahs - .task force target .investigations
1 team. - money Taunder1ng 1nvestlgat1ons
~l:te§m'»- moblle

i
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CRACKDOWN- TASK: FORCE PROGRAM:

I.. PROBLEM: STATEMENT

- A..  BACKGROUND™ INFORMATION

e dramatically changed: cocaine trafficking
ting increased level of organized crime

Two. recent. developments: hav

in California, with a resul

and’ violence-

The: two. recent. developments! are- summarized as follows:

}l.f Colombian~cocainé#carte]s.arershifting th
Florida: to: California..|

eir operations. from

This change is occurring for two reasons. First, state and
federal Tawvenforcement!officia]s.in Florida have exerted enough
pressure- to force drug traffickers to shift their operations to-a

safer environment. For example, law enforcement authorities in

Florida have more- than-
than Califernia; Florid

forfeiture program sinc

tap statute since 1971.
‘authorities. in Florida,

increased cocaine smugg

methods of drug enforce
rapidly expanding drug
utilized by the smuggle

increased staffing-]evé

"stand alone method" al
in their repertoire of
intelligence gathering,

-of state level task force efforts

intelligence and enfarc
rate of the cocaine pro
result, while the cocai
solved, the dramatic ye
drug overdoses has, to

this. approach is what. F
Taw: enforcement. approac

ther very least, their p

prosecuted utilizing th
rather than the- traditi
most: predominant offens

Second, Colombian:and M
partnership and are: now,
import: large volumes of
abandoned. Florida: route

1ittTe:to.preventtthesd

California by- land, sea
officials.with the-more
up!" with the: drug traff
streets. '

twice as many narcotic agents per capita

a has vigorously enforced a state asset

e 1980; and Florida has had its own wire-
In addition, state: law: enforcement

| after watching a-:similar epidemic of

ling -and abuse,: concluded that traditional

ment were. not sufficient to keep up with a

trafficking trend or the technology

rs. and distributors. = They- report that

1s for drug enforcement efforts as a

so did. not work. Only after they included

strategies the increased emphasis. on

analysis, and dissemination, utilization

and increased cooperation in

federal authorities. did the

plem severity begin to subside. As a

ne problem in Florida is far from being

ement with

@rly-increases;in‘seizures,.arrests and -
some- degree, abated. Further enhancing
Torida authorities refer to as a. “package
h™ wherein-major smuggling groups or, at
fincipal operators. are investigated and.
e full force of all applicable statutes
onal methodologies: of charging only the

e documented during an- investigation..

exican- drug: cartels have- forged: a

-using long-established heroin routes to
cocaine: into California to. replace the:
s.. Federal authorities; are:doing. very.
rugs. from crossing the: border into

and air. This leaves: state-and local
~difficult task of attempting to "catch
ickers after they have: made- it. to- our
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. 2 Hlth1n California the 1ncreased supply of ‘cocaine, marketed
cheaply in. the highly addictive form of “crack™ or "rock® cocaine-

. by: already: established. street gangynetworks,qhas exploded in
‘ popularity. DL G

As. a result: of the Colombians sh1ft1n95the1r operations to
California, we- are drenched in:cheap and: relatively pure
cocaine.. Hhere in -1978 the Los: Angeles Police: Department. se1zed
-just.-over 100" pounds:,. now- more: than 101 idrug-dealers. in south
central- Los. Angeles each deal from 4005to 600" pounds. of cocaine
er-month, State- and federa! seizures: have increased from
approx1mate1y 54,000 pOUﬂdS’Tn 1986 to approx1mate]y 13, 000~ pounds.
in-1988. »
. :I
" The shift in operations is; also evident in the movement: of~
federal cash: reserves. as. the. currency. essential for drug
" transactions follows the: drugs to California. Last year the
' Federal Reserve Board reported- that Los Angeles-area banks.
amassed. a- $3.8 billjon cash surp]us, up aver 2,000 percent from
- only $165 million: three years ago. Correspond1ngly, Miami's cash:
reserves dropped. 24 percent over the: same:period as, again, the
nation's cash followed cocaine west. (Refer to Charts land 2
for further information.) ; :

As further evidence: of the-shift from Florida to California, cash
seizures under the- federal asset forfeiture law, as reported by
the U.S. Attorney's: 0ffice for fiscal" year 1989 (through April),
indicate that Florida seizures accountifor 10 .percent of the
nationwide total whi1euCaLifornia~now-qepresents 25 percent.
According.to the Drug: Enforcement Administration, approximately
25 percent. of all cocaine se1zed in the United States comes from
California.

b
:

Federa] authorities now estimate that over half of all cocaine-
brought. into: the nation-is. funneled through Los Angeles,.
America's. new cocaine-capital. o

|
California street gangs,. many of whichjywere already operating
their own “rock houses" before.the shift.'in importation, have
formed: a natural partnership with the: Colombian cartels. 'The
gangs. provide established networks. for sales, distribution, and.
enforcement. which: span not: onily Cal1forn1a, but have been
documented as' far away as- Alaska, Oreggn ‘Washington and the mid-
western states.. As.a, result, since the mid-1980s the funneling
of Colombian cocaine through California. street. gangs has
dramatically increased.-the number, size;, sophistication, profits
and. violence: of" these street -gangs. In-gang-rich south central
Los. Angeles,. crack. dealing is: estimated ‘to be: a: $5' million=-a-week:
bus1ness.

The- Colomb1an street gang crack. network is. a relat1ve1y new-

' . phenomenon. Most communities. lack spec1f1c information as. to.
drug trends, the-new- magnitude- and naturevof the:problem, and-
effective strateg1es..,Th1s information-is: cr1t1ca11y needed to-

I
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enab1e=1bca1 ‘officialls to b]an'and deliver not only a law
enforcement response, but also health-and social support.
_ services.. . »

IHPACTZTO’SOCIETYi'

California's "crack" coca1ne prob]em is. rap1d1y becoming an emergency.
situation.. The’ statewide costs of cocaine: abuse related to lost

- productivity, crime: and. ﬁed1ca] care- are- estimated at over $820

million annually. All" 1nd1cat1ons are that the problem is growing

. dramatically. Ca]1forn1a experienced over .500 gang-related homicides -

last year, many in wars ﬁought over the right to sell "crack”.
cocaine. - Las Angeles County spent’ over $35 million and Alameda
County $11 million last year- to treat -injuries resulting from gang

violence. Attachment A summarizes the types of problems and the

‘costs to society which are currently growing to uncontrollable

proportions..

LAW: ENFORCEMENT 'IMPACT

" The staggering: profits and massive cash 1ow: generated by the
. increased cocaine traffick1ng create a tremendous potential for

corruption of law: enforcement and other governmental. authorities.
Recently, several DEA agents in the Los Angeles. area were indicted
for laundering cocaine: prof1ts. ‘A local mayor was recently arrested,
and - in June: of this year |was indicted for cocaine trafficking and
1aunder1ng money related. to cocaine traffick1ng.

' Ca11forn1a has recently. enacted progressive: drug enforcement laws. to

giver state and local agencies the authority to more aggressively
pursue organized coca1ne;traff1ckers. These- include legisiation
which strengthens the state asset forfeiture law, a wire-tap law

_which gives Taw enforcement the authority to- conduct court-
authorized wire-taps aga1nst major traffickers and a money laundertng

law- which gives: 1aw: enfoqcement a legal basis to pursue suspects who-

~are involved in the financial management of the cocaine traff1ck1ng :
- business.. These laws are highly technical and will require trained .

specialists to. effectively use them against cocaine traffickers. In
addition,. experience has |clearly shown that financial investigations
and: w1re-tap 1nvest1gat1qns are both extremely labor intensive.. Many-
agencies in California lack the-expertise: and the manpower to .
effectively utilize these laws w1thout the*support of state and. other~

local agencvesh

Local author1t1es have- erther identified a. fundamental Jack of

‘,mcoord1nat1on on-a: reg10n31 and statewide: basis onm those high-level

cases involving.major coca1ne trafficking organizations. - Local
authorities: also cite a lack of analytical capabilities with regard

.to: intelligence: gathering and dissemination- and effective
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' 'coord1nat1on with other police: agenc7es on a statew1de basis.. In-
~ addition;,; rural California agenc1es ‘often: lack the appropriate-
staffing Tevels. to keep pace:with the: rapldly expanding cocaine:
problem:. or to- eff1c1ent]y report and analyze what. was characterized
by one: official as a "glut™ of 1ntelllgence"wh1ch, At this pownt
must -go:unused- due: to: a lack: of resources.. ‘.

’hree principai organlzat1ons are now- 1nvolved w1th 1nte?11gence
collection: The Western States [nformation Network {WSINY, the:--
Attorney- General's Bureau of Organized. Crime and Criminal
Intelligence (8OCCI) and the Los Angeles-area#Narcot1c Enforcement:
,Network (NIN)..

MWSIN is an index system which co11ects drug: 1nte111gence 1nformat10n,
om & voluntary. basis, from agencies. which- participate throughout
California and four other western states.. While WSIN has established .
anloutstanding.capabi]ity as: am index system;; it does not operate
target. identification or "on-site™ pro-active!collection and analysis.
programs.. The limited tactical case analysis! resources within WSIN
must be shared with four other states. - i
‘ o - :

NIN acts-as a reg1onal 1ntelllgence coord1nataon program with.a
. target- se]ectlon capability. . . . |

. & :

BOCCI collects iimited 1nte1llgence on’ coca1ne traff1ck1ng
organlzat1ons for input into exlst1ng organlzed cr1me 1nte111gence
systems.. - - o

‘A]though NIN forwards cocaine intelligence tonHSIN, thefNIN;systemfis
not. a' statewide,. pro-active intelligence system.. - While it is anm
extremely effective regional system, NIN does;not have- the analytical
capability to deal with the volume: of cocaine: trafficking
intelligence available just at the reg1ona1 Ievel, much Iess on a
statewide-Tevel..

While these systems work well for what they are designed to-do, in-
field. strateg1c and tactical 1ntel11gence relative to cocaine cartels
and cocaine distribution networks is not -collected.

The: FBI,. DEA, U.S.. Customs Serv1ce, Immigration -and Naturalization
Service, and the U.S. Attorney's 0ffice: agree: that the West Coast is
-short-changed in the allocation of' federal drug enforcement
resources. Federal resocurces are simply 1nadequate to. deal with the
- fundamental change- in the volume and trafficking: of cocaine coming:
into. Scuthern California. For example; the FBI has. identified 96-
. separate Mexican cartels. importing cocaine: that federal officials. are:
unable to investigate with current staffing.

‘{i
The: federal government has. s:mply ‘not’ responded in a s1gn1f1cant way
- to the' cocaine:problem-in California.. The: federal government has
- instead: placed  a: far greater proport1on of the1r resources. in Florida:
and. New- York.. .

-4-f
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II.. LAW: ENFORCEMENT RESOURCES ARE™ INADEQUATE

ATTORNEY GENERAL'S OFFICE

In: 1984 the- Attorney General's Commission on Narcotics recommended
that state-1eve1 drug enforcement efforts should be- enhanced and
expanded to address those drug supplies faor which California is.the

‘source: (domestically grown cannabis, diversion of prescription drugs,
* and, substances manufactured by clandestine: laboratories). The:

Commission further recommended that the state should encourage the
continued formation. of regional task forces to best deal with the
multijurisdictional nature: of criminal drug ‘activities. The

.Commission also. recommended that additional training should be"

provided to local law. enforcement to assist them in improving their

_efforts to combat the growing problem of illicit drugs.. To this end,

the Attorney General's Bureau of Narcotic Enforcement (BNE) has
focused their resources on source drug problems, the development of
over 22 regional task forces, and a s1gn1f1cantly increased training
program presented through the Attorney General's Advanced Training
Center. ,

Since 1984, BNE has augmented its resources in these areas; however,
these priority areas have taken the great bulk of BNE resources to

- develop and .implement effective programs.. Thus, BNE is left with
"approximately one team (seven Special Agents) per field office to
. ¢onduct genera1 1nvest1gat1ons against major traff1ckers including

major cocaine. cartels..

"Given BNE's limited resources, it has been unable to direct.

significant resources towards the formation of task forces to target.
major violators except in a few extraordinary cases. BNE,
cooperation with other agencies, has had outstanding success where it
has directed resources toward the establishment of major target

b
cases. 3

"Operation Cacus” was a major investigation : |
against the Hell's Angels conducted in 1987. ' This
case lasted approximately six months and required
the total commitment of all available agent
resources in the San Francisco office, although it
was. conducted jointly with the Federal Bureau of
Investigation, San Francisce and. Oakland Police
Departments. . "Operation Cacus™ resulted in the
arrest. of 12 suspects, the seizure:of 3
clandestine: labs, and the initiation of asset
forfeiture against over $3 million worth of assets
(including. well aver $2 million-in cash seized).
During: the: final week of the- investigation, BNE
had- to. commit. its total statewide Special Agent
force: to the: Sam Francisco area in order to
conduct the-service of the arrest and search
warrants. that resulted from this investigation.
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. "Operation Polar Cap" was: a money 1aqndering_..
investigation conducted by Los. Angeles BN in.
-conjunction with the: federal Drug: Enforcement: =
- Administration -and.the: Los Angeles Police: -
Department. This investigation: dwsclosed that two .
intérrelated: organ1zat10ns were: mov1ng as much.as.: -
$1: billion per year: throughout: the: world for
international cocaine trafficking organ1zat1ons

including. the: Medellin Colombia drugicartel. The -

. investigation ultimately led to the: 1nstallation

. ‘of federal telephone intercepts along with v1deo
surveillance: intercepts.. During: February and
‘March: of 1989, the- investigation resulted: in the
-arrestyof*33*high-Teve1-cocaineftraffickers‘and :
money. launderers. and: the seizure: of: over $112 °
mitlion in forfeitable assets.. Dur1ng the:
investigation, as much 40 percent of 'the total
agent resources of the Los: Angeles field office
'were:committed to this single’investigation:

Luis. Borda Invest1gat10n - In this case the
Orange and Riverside field: offices teamed up with
‘the- Long Beach Police Department the California
Highway: Patrol, and-the FBI in a year-long.
investigation of a major cocaine trafficking
organ12at1on. The investigation 1nvo1ved
. extensive: surveillance. and: undercover operations,.
and revealed a major network which was part of a
larger Colombian cocaine distribution:- organization
believed to be smuggling cocaine into Miami,
Florida, and distributing it. throughout
Ca11forn1a to- other parts of the:U. S.. and: into-
Canada. Dur1ng the: one-year 1nvest1gat1on in-
1988 agents made a 100 kilo seizure of cocaine in
Riverside County, seized $100, 000- in; cash in ‘
Los. Angeles, and provided information to the Royal
Canadian Mounted Police, resulting in the seizure
of 26 kilos of cocaine. On July 3, 1989, the
investigation culminated in the arrest of subject. .
Borda. and. three associates and the-'service of five:
search warrants, all of which resulted in the-
seizure: of 431: kxTos of cocaine, s1x,veh1c]es, and
jewelry. A total of 557 kilos of'cocaine: were:
seized: along with over one:million: dollars: in -
-assets.. A significant proportion of the Orange:’
“and- Riverside: BNE special agent. force was -
commTtted to. this: case..

In sunmary,_the task forceaapproachncontinuekrto prove-
itself an efficient: response to the problem;@but:current}yn
does not: have. adequate- resources within the Bureau: of .
Narcotic. Enforcement. or- the: Bureau of- Organ1zed Cr1me and-
Criminal. Intel1igence.



These éxamples show that when a "drug specific” "case specific”.

task force. is formed by all agencies with a p.opr1etary interest in a.

case, -the resulis are dramatic..

The Attorney General's Bureau of Organized Crime:and Criminal.
Intelligence (BOCCI) currently has. various systems in place which are
utilized to collect and analyze a limited amount of cocaine-related
intelligence. These systems, including the Automated. Criminal
Information Index, Interpol, the computer-generated graphics. system,,
and other files: and systems, simply do not have the resources. to
support: a: total statewide cocaine intelligence collection, analysis,
and dissemination effort. The increasing size of the cocaine.
problem, and the need. for a statewide collection and coordination

~ effort, exceeds the current BOCCI resources assigned to 1nte111gence

.

col]ect1on.-

The Western States Information Network (WSIN) currently operates a
narcotic information index and pointer system for five western states
(California, Oregon, Washington, Alaska and Hawaii). . WSIN does not
have a field unit to collect cocaine-specific intelligence, conduct
analysis, and identify targets for directed investigations which is
adequate for California law enforcement's needs. WSIN continues to
function effectively as an index and general reference:system; WSIN .
also: does not have the resources to redirect to a cocaine specific:
program without, negatively impacting the ongoing programs operating
in other drug areas.

LOCAL AGENCIES - . Most local agencies lack the- resources to conduct
and. coordinate statewide or regional cocaine specific intelligence
coordination programs. Local authorities have cited a lack of
analytical -expertise and equipment and have: further cited that one. of
the greatest needs that law. enforcement has today is an averall
coordination of the cocaine investigation effort. Traditionally,
these agencies have relied on state and federal agencies to
coordinate intelligence and major target investigations.. The larger
local departments, such as the Los Angeles Police Department and the
Los Angeles Sheriff's Department, have identified a need for state-

- and. federal-level agencies to provide specialized resources and

overall coordination and perspective for major target
1nvest1gat1ons. Traditionally, the state has played a. limited rale
in the major urban areas, while the federal agenc1es have done
significantly more- in these areas.

FEDERAL AGENCIES -_The federa] government has. publicly recognized
that the border interdiction effort has been largely unsuccessful..

- Further:, the federal government has decided not to direct substantial

resources. to California and. has instead. directed these resources to.
the: state- of Florida where they are-having a: significant impact on

‘the- cocaine: trafficking problem:. Effective]y, there are over twice

as many federal agents per capita-in Florida as there are in
California. In-addition, Florida: state-level resources are staffed
at twice the: per capita rat1o as California. For details, refer to
attached Chart 3. :
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INTRODUCTION:
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IIT. CRACKDOWN: PROGRAM:

Law. Enforcement: has: determined that one- of the' most successful modes -
of operating against major drug traffickers is. the formation of a
task force wherein state, federal and local agencies. can pool their
resources to. provide the. higher level-of personnel, equipment.,

.funding: and: expertise necessary in. complex, Tong-term-

investigations. Recent experience: in-the- "Operation Polar Cap,"
"Operation Cacus” and Borda. cases has. confirmed the success which can -

. be: obtained. through the task force: approach.  Drug-specific task -

forces. operate best. when they -are: focused on a specific major drug
traff1ck1ng organ1zatxon. '

Based on the success of task force operatTOns in conduct1ng
successful- investigations against. major drug 'trafficking
organizations, the. Department of Justice should move to expand its
role: in the major metropolitan areas. As described in this proposail,.

. the: Department of" Justice will provide the- resources to: form a

nucleus. around which "target-specific™ task forces will be formed to

~initiate: investigations against Colombian cocaine:organizations and
the accumulation of assets. and money: laundering which are. commonly

associated. with cocaine traff1ck1ng. This program has four major
components. - ¢ . _ o . »

'PROGRAH'COHPONENTS

INYESTIGATION/MONEY LAUNDERING -- This component is the- nuc]eus of the
task force operational approach. Two major units will be
established: one north and one south, located in two major

- metropolitan areas. These units w111 be composed of a total of 14

teams' of Special Agents, local and federal officers. and support
staff, nine teams in Southern California and five teams in Northern
Ca]ifnrnia.c Two additional:teams- 'will be assigned to mobile
operations.directed at supporting. law enforcement in the rural areas,
where the "crack™ cocaine prob]em is- in the developmental stages.

- Each team will have the-mission to:form task forces to target

1nvest1gat1ons against cocaine- trafficking organizations and to
conduct. parallel money laundering investigations. Each: team will be
the core- group of permanently assigned state .agents around which
local officers (10-15). will form for a case-specific task force..
Targeted cases will also- involve- local officers brought. in to the
task force group for the length of the case.. A typical investigation
might involve: 2-6 local, state-and: federal agencies. They will be
trained and equipped to ensure. that the state money laundering,. wire-
tap: and. asset: forfeiture laws are used to. the fullest. extent..
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INTELLIGENCE - The  Bureau of Organized Crime and: Criminal ‘
Lnte]]igence:(BOCCI).w111'establish'a;program to network existing
intelligence: systems, coordinate and disseminate- intelTigence to
support: federal, state anp local efforts as well as the task force
investigative teams. Th1s effort will act as a central intelligence.
system focusing.on the espa]at1ng cocaine cartel/criminal gang

. problem.. Information derived will be-disseminated to allied
agencies.

The: program w111 establish a. narcot1cs intelligence network’ (NIN) in.
the San: Francisco. Bay Areb which will be linked to other intelligence
systems. including Los Anggies NIN, WSIN, E1 Paso -Intelligence Center :
(EPIC), and. the- BOCCI 1nte]11gence center. ‘These criminal

- intelligence: systems. w111)be automated  and regionally accessible. As
an- example: of the critical need for this information, Northern
California. law enforcement officials recently reported several’

" ‘organizations: that d1str1puted 100 kilos of cocaine per week that

were flourishing in Los Apge]es without Los Angeles law enforcement's

knowledge; likewise, Los Angeles 1aw enforcement officials have

knowledge  of similar operations in'Northern<Californiaf

This. program will assign analytical support personnel to the

Los Angeles: and Bay Area NIN programs, and to the-investigation teams’
to: provide on-site support to task force investigations.. Additional .
analysts. will be assigned’to BOCCI's analytical center.

This program will also assign 22 Special Agents to the investigation
teams to act. as on-site, pro-active intelligence collection agents
and as. intelligence. coordinators with. and for local agencies.

SUPPORT - The support component. comprises all the resources and
personnel elements which are essential to support successful task
~forceltarget. 1nvest1gat1ons. These elements are briefly described in
the following paragraphs., For fiscal impact, refer to Attachment €.

1. Operating Expense. and| Equipment for Task Forces ‘- The state (DOJ)
will underwrite the travel and overtime expense for local
agencies. part1c1pat1ng in a task force investigation. 'DOJ will
also provide: surve111ance equipment, communications, and office
space: for part1c1pat1ng Ioca] agencies..

2.. Technical Support Personnel - The CrackDown Program will require
the expertise of a nquer of different. types. of specialized naon-
sworn support personnel. Some personnel, such as auditors and
criminal inte]]igence}specialists will be assigned to work with
the: investigation ‘teams to provide on-site support. of task force
investigations.. Other personnel, such as. program analysts, will
be- assigned to work at headquarters, while ¢riminalists will be
assigned: to. an appropr1ate 00J forensic lab. Other support

personnel will be assigned. as appropriate..

-9~
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‘ :31‘ Clerical’ Support Personnel - Appropr%ate clerical” supporiv

C..

_ personnet will be assigned-to a]] the other. components; as.
- requlred. B : s

4. Air Supgort - ExperaenCe has shown: that: target 1nvest19at1ons
against major cocaine: traffickers. are: surve1]1ance-1ntense and
require a tremendous level of. air support.

B Local agenc1es which operate air sup%ort programs have:
significant non-drug: enforcement commitments. for- their programs -
. within their own local Jur1sd1ct1ons No. local agency can
_ provide: the statewider air support: resources. which this program
will require. This element will provide four trained Special
~ Agent-pilots and appropriately equ1pped aircraft to conduct
. statewide surveillance: on major coca1ne trafftckers.

5. :Training - This element: will add one Spec1al Agent and two non-
“sworn positions (with operating expense and equipment) to the DOJ
" Advanced- Training Center to. establish a program for expanded
training for local officers spec1f1cal]y related to cocaine: and
money laundering investigations.. . h

i
it

6.. Evidence Purchase and Witness Protection Funds -- The higher: level

of violence and close-knit nature of the cocaine-trafficking
organizations increase the need to: provide adequate witness
protection, to conduct. maJor sophisticated reverse stings, and to
makea]arger and more expensive undercover drug purchases. This
element will prov1de an augmented fund for use by. the task forces.
in conducting major investigations.

MANAGEMENT - The  Attorney General will form program advisory
committees- north and south. These committees shall be composed of
DOJ and local ‘narcotic commanders who shall oversee the
implementation of this program, 1nc1ud1ng the development of
operational plans: and policy (such as. press policy and asset
forfeiture proceeds distribution) and the selection of targets. The.
state will underwriter all travel, per diem, and support costs for the
local agencies sitting; on thevcommitteeu:.'-

~ 'An* Assistant Bureau Chief and: two Spec1a1 Agents- in Charge will

manage: the- program..

FEDERAL AGENCY COORDINATIOH“

Where- appropriate,. intelligence and -investigations.will be
coordinated. with. federal authorities. ' The federal Organized Crime- .
Drug-.Enforcement. Task. Force: (OCDETF) program will be: utilized in
conducting: federal. level 1nvestvgat10ns4

-10-
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'Statement By Assemblyman Johan Klehs -
For the- California1Anti—Drug Superfund Bill
Auqust 24, 1989
'i o
I am introducing this milestone- drug crackdown legislation with

the Attorney General because drug abuse and drug crime are a
plague: in the county I repﬁesent. .-

Last year, drug-related: murders increased 20% in Alameda County..

Arrests for possession and‘sale of heroin and cocaine in Alameda
County have skyrocketed by (72% in the last two years, according
to. the county district attorney's office.

The district attorney alsolestlmates that 75% of all adult court
cases, and over 80% of all juvenlle cases, are drug-related.

And: over 40% of‘admissionswto.the.county's emergency mental
health wards are due to cocaine abuse.

In my county, and throughout California, drugs are out of
control. _ ]

0f the $200 million a year]program this proposal will establish,
$8.7 million a. year will go to help Alameda County -- with $5.2
million for local law enforcement to combat drug- and
gang-related crime. The: rest will be used for local drug abuse:
prevention, treatment, and prosecutlon, including programs to
deal with drug problems ln1SChOOlS

| ' ' _
Qur- legislation. finances a massive -- and desperately needed --
anti-drug effort with a creative~nermechanismu

\
It combines: tax: equity wit icrime-fighting.
i
1 1
|
|
-
\
1
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' 1
It producesiurgently needed revenue: for a. v1tal cause:r by closing: .-

tax loopholes: that create: unlntended w1ndfalls .for: big: -
_corporatlons. :

We: propose: to enact the same: leglslat;on for California that:
President Reagan signed. into law at the- federal level in 1987.
Ronald Reagan closed a number of business:.'and corporate tax
loopholes. They allowed businesses to avoid income: taxes. by
using certain preferential accounting rules

Forty-one states. followed the: federal example. "California
permltted these ‘tax loopholes: to. remain. | ‘

Now: it*s. time: to correct. the: inequity.

This: state taxes' individuals. much more then it taxes.
corporations. Banks and corporations: arei contributing a.much”
smaller: part of overall revenues today than they were. 20 years
ago.. - ; ,

Foxr example, in 1968 banks. and corporatlons pa;d 16.2% of
general fund tax revenues; individual taxpayers paid 26.8%.

In 1988, banks and’ corporat;ons paid 13. 8% of general fund tax
revenues; individual taxpayers paid 37. 4&

In addltlon, a prellm;nary study by the accountlng flrm of Price -
Waterhouse shows. that California's. tax conformlty legislation of”

1987 inadvertently provided. banks and corporatlons a windfall
this: year of approximately $224 mlllzon.1 ‘ v

We. propose modifying accounting rules Lnlthree major areass
installment sales, accrual of vacation pay, and long-term
contracts.

In‘summary; we- propose to simplify tax cdlculations for
businesses by adopting  the same rules that were approved by
Congress- and President Reagan' for federal tax purposes.
Passing this legislation is: an important .step the Legislature
and. Governor: can take to stem the tide- of drugs in Alameda.
County’ and throughout Callfornla

FEEEEE



ASSEMBLY! BILL 30 (KLEHS):
CALIFORNTA| ANTI-DRUG SUPERFUND

1. Expenditures

Anti-Drug. Superfund Account: All revenues: collected pursuant to AB 30 shall be
deposited. into a Superfund account.. Those revenues are estimated at

$355 million for fiscal year 1989- 90 $391 million in 1990-91, and $262 million
in 1991-92, declining to approxzmately $137 million per year thereafter.

{see- Attachment) |

i
L]

Disbursement: of Punds: For each of|the next eight fiscal years, the Controller
shall disburse $222 million out: of the Superfund account according to the
distribution: formula below. Since the law will be in effect only for the second
half of fiscal year 1989-90, the Controller will disburse- only $111 million for
the first fiscal year. |

Distribution Formula: The Controllér shall distribute to the Attorney General's.
Office $22 million a year to fund state and local "CrackDown” Task Forces in

. Northern and Southern Califormia. The remaining $200 million will be split into
two parts. Sixty percent, or 5120 mxlllon. vill go directly to police and
sheriff's departments on a per capita basis, based on the population of each
department's service’ area. The remaznxng 40 percent, or $80 million, will go to
county Boards of Supervisors.

Purposesrforhvhich:Supe:fundluoney-#ay‘Be‘Spent: Police and sheriff's
departments may spend Superfund money for drug and gang enforcement or
preventidn~$€forts; County Boards of Supervisors may spend Superfund money for
drug treatmeat, prevention or prosecution. The Superfund monies shall not be
used to- supplant existing revenues. | These monies will supplement local efforts.
Except for these restrictions, the best use of the funds will be left to the
discretion: of local law enforcement Fnd,Boards of Supervisors.

Sunset. Clause: At the end of eight &ears. the Superfund will sunset unless it
is: reapproved by the Legislature and| the voters. The revenues flowing -into the
fund will revert to the General Fund, at that point. The Legislature is required
to- study  and .evaluate the effectzveness of the program before it can be
submltted to the people for extens;o? beyond the sunset date.
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Adoption of Federal Tax Rules: The California Antl-bfug Superfund pregram. is
funded. by  the- elimination: of a: number: of loopholes: vhich exist in current state
bank: and; corporation. tax law. . These  loopholes: were- removed from federal tax law
by: Congress and. by the Pres;dent in 1987. By adopt;ng these: rules. state tax.
policy: becomes: coneisten: wvith. ezlsting federal tax. lav.

Provisions: Certa;n provisions: in: current state- law allow businesses' to defer
taxes. by recognizing expenses. early and income: late. . The- tax. portion: of this
bill modifies'accounting rules for three-major items %- installment sales,

accrual of vacation- pay, long-term contracts --- SQ that income- and: expenses will "

be recognized. more:evenly over time. All of these- changes will make' state law
the: same- as: federal law, while-removing a tax shelter: from business taxpayers.
Specifically, the provisions: of this: bill are as: fullows

ai' Reserve: For Vacation Pay Accrua;. (8142 mll., 1989-90) Restricts the
deduction alloved for additions to a reserve: for vacation pay. Under
this restrictionm, the vacation: pay deduction: cannot exceed the amount of:
 vacation:pay: that is: (1) paid to employees durzng the current tax
year; or (2) wvested by the end of the year and paid within 2<1/2 months
after the end of the- accountlng year. “

b) 'Iggga;;megt Sa;es. (5105 mil., 1989~-90) Repeals the 1nstallment method
for dealers: in real property and generally repeals the. proportionate.
disallowance rule. Dealer sales of nonfarm: real property used in a
taxpayer's trade or business,. or property held for rental. income Vlth a-
selling price .above $150,000 are: (1) charged interest on the tax
deferred to the extent that deferred payments,from the: dispositicns of
this: property exceed $S million. in that year; (2) subject to income tax
on loans used as collateral for installment paymehts due to the dealer;

and (3) alloved to use the installment method to compute the alternative

minimum: taxable income: Allows use of 1nstallment sales method of
accounting only for dealers in farm. property.”resxdential lots and.
time-share: rights or interests.

c) Long-Term- Contracts. ($68 mil., 1989-90) Requires that income from
long-term contracts: be. reported. 907 by the percentage of completion
method: and. 102 by another accounting method, usually the completed:

contract. method. Current: law: only' requires. 402 use. of the percentage of
cempletxon method of reporting: income. . ;

d) Dividend- Exclusion. ($12:mil.; 1989-90) . Restricts: the:
*dividends-received” -deduction: based. on: the: percent of. the paying
corporation: that is ovned by the' receiving corporation. Current state
law- allows a. 1002 deduction: for-all dividends: paid out of California

- taxable" income from: one- corporation: to another, regardless of the-
afle;ation between: the corporations.

-




e) Corporate Capital Losse educt . ($9 mil., 1989-90) Restricts the
deduction of corporate: capital losses. Corporate capital losses may
only offset capital gains. anome- excess losses: may be carried forward:
for five years. -Under current state lav, losses on the sale of capltal
assets. may offset ordinary|income, as well. as' capital gains.income.

f) PRast Service Pengion Cosgs? (87 mil., 1989-90) Adds past service .
pension costs to the list of costs vwhich must be capitalized. Current
pension: costs: must be cap;ﬁalized under existing law.. '

g) Mirror Subsidiaries. ($5 mil., 1989-90) Redefines corporate
reorganization ptovisions=€o prevent. tax avoidance through use of
"mirror subsidiaries.®

h) Conversion From C-to § Corporat == _Reca e of LIFO Invento
. Benefits. ($5 mil., 1989-90) Expands the amount of gain on sale of
inventories which must be taxed whén a C corporation elects Subchapter S
status. LIFO (last-in, first-out inventory) benefits become subject to
taxation if inventories are,sold within 10 years of the conversion from
C corporation to S corporation status.

i) Publicly Traded Pa;tnersnigL. ($1 mil., 1989-90) Treats publicly
traded partnerships (generally mutual funds) as corporations for tax
purposes. This treatment i? designed to prevernt PTPs from being treated
as tax shelters. Also, taxes an exempt organization's income from a .
noncorporate PTP as unrelated business income.

l

j) Limit On Cash Method For Large Family Farms ($1 mil., 1989-90)
Requires family farm corporat;ons with gross income greater than
$25 million to use the accrual method of accounting.

Rationale- for Adoptlng Pederal Rnles- First, corporations should not be given
special tax treatment. Businesses should be required to. pay the taxes they
lawfully owe, on time. The state should not allow the use of accounting methods
whose only purpose: is to defer or BTOid payment of taxes.

Second, keeping a separate: set of rules from the federal government makes
California's tax system needlessly: qomplex. Because California did not adopt
the: 1987 federal rule changes, businesses must keep two sets of books, one for
state taxes and one for federal taxes. Individuals spend hours of time keeping
separate- records: because - California-|law is different. These differences should
be removed so that tax preparation ﬁan be- kept as  simple- as possible.
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Expenditures:

(per year)

CrackDown Program:.

Police: and Sheriffs:

- drug:and. gang: law enforcement,

drug: prevention:

Boards: of Supervisors
.drug treatment, prevention,.
prosecution.

Total Annual. Superfund Expenditures:

Funding. Sources:
($ Millions)

0:

Q

Vadétion{?ay -~

Installment Sales

Long-term QOntractsJ
Dividends Received. Deduction
bepqraterCapital Losses:

Past. Service Pensions

' Mirror Subsidiaries:

LIFO Infentory'Recabtu:e s
Publicly  Traded Partnerships
Large: Family- Farms.

.Total: Revenue Gains::

[

$ 22 million: |

5120 million.

|

| 80_million .

o f
¥

$222 million

|

|
i
|

1989-90° 1990-91 -1991-92 Ongoing
| .

$142 ~-ﬁ-317x $ 78 $ 34
105 Y 63 10
68, 74 62 29
12 | 15 17
X § 10 11 13

7 8- 8 3

s ﬂ 1 17 18

s s 5 8
12 2 3
1 1 2

$355: ! $391. $262°

$137
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'Busmess Taxes to Battle Drugs

By Robert B. Gunnison
Chronicie Sacramento Bureau

Sacramento

Attorney General John Van.
de Kamp proposed yesterday
that business taxes be raised by
$L7 bhillion' during the next

e:ght years to combat an inva--

sion of drug dealers. in Califor--
nia.

“Only by combining new state
resources- with whatever help the
federal. government finaily. pro-
vides, can we begin to cleanse Cali-
fornia: of the: poisons that are de-
stroying. our children and corrupt-
ing the very soul of our society,”
declared Van de Kamp.

“Our state is the No. 1 target of
Colombian drug cartels,” he said as
he unveiled plans for an “anti-drug.
superfund.”

Van de Kamp, who.is seeking
the Democratic gomination for gov-
ernor next year, said that state busi--
ness tax laws shouid be changed to

conform to. federal laws signed by -

Repubiican President Ronald Rea-
gan to raise the money needed to
pay for- more: narcotics. officers,.
" drug. education and treatment.and .
prosecutions. .

*“This is a closure of tax loophoi-.
es, pure and simple,” the attorney
general said. at a Capitol press con--

JOHNiVAN DE KAMP-
His ‘anti-drug superfund’

ference. When reporters pr&ssed on
whether that meant a tax increase;

he said, “Yoti.can call it whatever.

you want.”
Van de Kamp's plan will be con-

tained in a. bm by Assemblyman Jo--
han Klehs, D-San Leandro, which is.

pending in th‘e Assembly.

The major money-raising as-

pects of the bill would make state
law conformito federal statutes af-

fecting deductions enjoyed by busi-
nesses for vacation pay reserves, in-
stailment sales of real estate, long-
term contract income and dividend
exclusions..

Some of those elements were
supported by Governor Deukme}-
fan last year when the state faced a
$1 billion revenue shortage because
a new tax law provided far less mon-

" ey than Deukmejian expected.

But yesterday, the Deukmejian
administration had no kind words
for the Van de Kamp pian. “The
governor doesn’t support increas-
ing revenue for new state pro-
grams.” said the Deukmajian’s press:
secretary, Kevin Brett.

The California Chamber of
Commerce, the chief business lobby
in Sacramento, objected to the pian,
too. “We'll do everything we can to
oppose it said Fred Main, the
chamber’s tax specialist.

If enacted, the bill would raise
$355 million in the current fiscal
year-and a total of 31.7 million dur.
ing the next eight years.

Of the new revenue, $22 miilion
2 year would pay for special anti-
drug task forces to work with locai
and federal law enforcement in a
way similar-to an effort in. south
Florida.
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‘Loopholes’ Targeted in Drug War

Van de Kamp Seeks $1.7 Billion From Business Tax Breaks

By RICHARD C. PADDOCK,
Times Staff Writer-

SACRAMENTO-—Atty. Gen.
John K.. Van de' Kamp -called.

Thursday for' closing' “corporate

tax:loopholes” to raise $1.7 billion.
to pay for a crackdown on drug-
dealers and help addicts kick their:

_habits..

hopeful shied away from calling his
proposal a.tax increase, preferring

instead to use the euphemism,

“revenue enhancement.”

“It’s: a. revenue- enhancement,

there’s no' question about. that,”

Van de- Kamp said testily when:

asked if his proposal amounted to a

tax increase. “It increases revenues .-

for: the state. You can call it
whatever you want.”

Describing California as-“the No..

1 target for- the: Colombian drug

cartels,” the attorney general said.

his eight-year program could put
more than 2,000 police: officers on

the street and expand drug treat-:
ment programs. throughout the:

state..

The money would be: raised by-

closing - “loopholes” in the state’s
corporate tax laws that allow busi-

nesses to.keep-an average-of $222:

million a year, Van de Kamp said..
At a. Capitol press conference;
Van de:Kamp repeatedly invoked

the name’ of former Republican.

N The LA. CONNECTION:

Indictments: in Upstate: New
York point to. Los Angeles as
the nation’s: leading cocaine
gistributi_on center. Metro, Page-

President Ronald Reagan, who.

- - signed legislation eliminating simi-
The Democratic gubernatorial .

lar tax exemptions as one small part
of the massive federal tax overhaui
of 1986.

“He was: willing to do-it. Why,

shouldn’t I?”” the Democrat asked.

Van de Kamp’s idea drew a-

frosty response from the governor
he hopes to succeed. A spokesman-
for Gov. George Deukmejian said

the Republican. chief executive-

would. veto the measure if it

reached his desk because it would -

raise taxes.

“It appears to be a tax increase -
- on business without any offsetting:

tax reductions,” said Kevin Brett,
Deukmejian’s press secretary. “The.
governor does not support real or
perceived tax increases without a:

] vote of the people.”
But Brett. acknowledged: that.A

Van de Kamp’s' tax' proposal is
identical to part. of a “revenue

enhancement” plan Deukmejian -
himself offered last year to make-

up for:a drop in state tax receipts.
The governor angrily withdrew his
proposal after it was branded a tax

increase:

Altogether, Van de Kamp. pro-
posed eliminating 10 tax breaks for
business, including the: deferral of -
taxes on vacation pay, instailment
sales and income from long-term

" contracts.

The money raised would go into
the “California Anti-Drug Super-
fund,” which would be devoted to

' the expansion of anti-drug activi--

ties. Among the programs funded
would be expansion of local law
enforcement, prosecution of drug
cases, drug education and addict-
treatment programs.

Under the attorney general’s
plan, the- drug provision will be-
amended into a bill carried by
Johan Klehs (D-Castro Valley)—

- now stalled on the Assembly

floor—that would eliminate the' 10
tax breaks for business.

‘“*Assemblyman Klehs and I are -
proposing legisiation that will
prove to the drug lords and the-
gangs and the pushers that Califor-
nians mean what they say: This
state is deadly- serious’ about win-
ning. the: war on drugs,” Van de
Kamp said..

Klehs acknowledged that busi--
ness leaders are oppos.ed to the bill,
which would resuit in a first-year
tax increase of $355. million.”“The
business-community would prefer
to.have $355 million in new loop-
holes ¢reated for them.” Klehs said..




AMENDED IN ASSEMBLY SEPTEMBER 5, 1989
- AMENDED IN ASSEMBLY MAY 16, 1989-
AMENDED IN ASSEMBLY APRIL 11, 1989

CALIFORNIA LEGISLATURE—1989-90 REGULAR SESSION

ASSEMBLY BILL | | - No. 30
' _

'.

Introduced by Assembly Member Klehs Members Klehs,

Eastm, Hauser, Hayden, O’Connell, and Maxine Waters -

December 5, 1988

N

. An aet to amend Seetions 17560; 17561; 23456; 23732 93735
23809; 21102; SANIQ. JAN2Q 3 QANST. X512 QX533 U501 2AGER; -

ANE6T 26732 S468); 24602 21701 and 240005 of; to add
&eﬁm%%%%%%%m&
g&ee&wee#epea;mdaééseeaena;ssseﬁmdeefepea
Seetions 23733; S497)4; 24709 24703: S470%; 24705, 94706; and
mef-t-helReveﬁue&né:Fﬁ&HeﬁGeée-fehbmg%etm&e&
te’eakeeffeetmed-x&tel-y-m}ew An act to add and repeal
Article 7.7 (commencmg with Section 16419) of Chapter 2 of
Part 2 of D1vzszon 2 of Title 2 of the Government Code, to
amend Sectioris 17062, 17560, 17561, 17563, 17564, 23456, 23732,
23735, 23802, | 24402, 24422.3, 24457, 24533, 24601, 24652, 24667,

24673.2, 24681 24692, and 24990.5 of, to add Sections 170085
and 23038.5 fto to repeal and add Section 24685 of, and to

repeal Sectwns 17094, 17279, and 24274 of, the Revenue and
Taxation . Code relating to substance abuse, making an
appropnatJon therefor and declaring the urgency thereof, to
take effect uinmedzately

‘ LEGISLATIVE COUNSEL'S DIGEST

AB 30, asl amended, Klehs. Iseeme Substance abuse
income taxes: bank and corporation taxes.

The Revenue Act of 1987 (P.L. 100-203) and the Technical .

| |
Corrected 9-6-89—See last page. 4 96 60
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‘and stcellaneous Revenue Act of 1988 (P.L. 100-647) made
numerous changes in the federal income tax laws, including,.

among,other things, substantive, clarifying, or nonsubstantive

technical changes relating to . certain pubhcly traded
partnerships treated as. corporatlons minimum - - tax,.

capitalization and. inclusion: u'lx inventory costs.of certain

expenses, amortization of past service pension - costs, -

recapture ‘of LIFQO benefits, change in method of accounting,

repeal of the proportionate disallowance rule, the percentage
of items taken into account under the completed contract

method, installment method, repeal of the reserve for acerual

of vacation pay, qualified mortgage interest, long-term -

contracts, treatment of publicly- traded partnerships for
- unrelated business tax, treatment: of certain partnership

allocations, unrelated business'taxable income, unrelated

debt-financed income, “S” corporations, dividends recexved'

deduction, &eatment of !ﬂiﬁ‘ef

sabsidiary  transaetions
. eﬁfeeﬁveéa’eesfeﬂeeegn&wﬁef aﬁdl«esseﬁéﬁmbaaeaﬁ“
of property in Heuidation; redempnon through use of related .
. corporations, - installment sales, | certain farm corporations
~ required to use accrual method of accounting, speeial rules for
- denlers; LIFO inventeries; and capital loss carrybacks.

This bill' would provide specnﬁed conformity under the =~

‘Personal Income Tax Law and the Bank and Corporation Tax
.Law to those federal changes.

This bill would. also - make® technical and clanfymg

| supplemental changes to the Personal Income Tax Law and
- the Bank and Corporation Tax Law.

This bill would create the Ca]zforma Anti- drug Superfund
in the State Treasury. All money raised by the bill would be

‘transferred to that fund and would be appropriated to the
* Controller for allocation to the Department of Justice and

cities and counties for anti-drug abuse  programs, as provided.
This -bill would talee effeet i 88 k&% levy not

become . operative unless AB 802 of the 1989-90 Regular

Session Is chaptered before this bill.
This bill would déclare that it is to take eﬁect imm ed}atelv»
as an urgency statute:

Voter %. Appropriation: se yeés. Fiscal committee: yes. .

State- mandated local program: no:
}

96 70.
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’Tbe people of tbe State of Ca]:fonna do enact as [oHows
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SECT. TON 1. The Legislature finds ai}d' declares the
following:

(a) Increased state and federal law enforcement

efforts w:tbm the State of Florida have resulted in a shift

in the pattem of importing Columbian cocaine into the -
- United States from the State of Florida to the State of

California.

'(b) Federal' authontzes estimate that over 50 percent
of the nanon\s cocaine is funneled through Los Ange]es, ~

the nation’s new cocaine capital.

(c) Cocau:'te-re]ated deaths in California increased by

270 percent between 1981 and 1986.
(d) Over 8! percent of unborn babies in California are
exposed to crack cocaine.

{e) CaJJfonna taxpayers will spend $500 million to §1 -
- billion this yearm bospzta] costs for treating drug-exposed -
infants. ;

- (£) The federa! govemment has been unable to stop. -

the flow of cocaine into this country, thereby leaving

California’s st'ate and local law enforcement authorities -
‘with. the more difficult task of apprehending
international |drug. traffickers after they have brought
- their cocainé into California and disbursed it throughout.

the comrnwnaes and neighborhoods of this state.
(g) Over 40 ‘percent of California students have

expemnented with drugs by the time they reach the 11th =

grade.

(h) In order to combat the menace of drug abuse and

drug-related ¢rime and its ravaging effects upon the

- citizens of Calrforma the Legislature hereby enacts the
* California Ant? drug Superfund. Act of 1989.

SEC. 1.2. Mrticle 7.7 (commencing with Section

16419) is addec{ to Chapter 2 of Part 2 of Di vision: 20ofTitle -~
2.0f the Govezk'nment Code, to read:

—-3— AB.30 .

il
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Article 7.7. California Anti-drug Superfund

16419: The California Anti-drug Superfund is hereby
created. in the State Treasury. ,

16419.1. (a) (1) The- Controller shall transfer from
the Bank and Corporation Tax Fund to the California
Anti-drug Superfund anm amount equal to ninety-three
million dollars ($93,000,000) .on January 1, 1990, four
hundred sixteéen million dollars ($416,000,000) on July 1,
1990, and three hundred. seventy-five million dollars
(8$375,000,000) on January 1, 1992.

(2) The Controller shall transfer from the Personal

Income Tax Fund to the California Anti-drug Superfund

an amount equa] to three million dollars ($3,000,000) on
January 1, 1990, nineteen million dollars.(819,000,000) on
July 1, 1990, and sixteen mx]]zon dollars. ($16 000 000) on
]anuary 1, 1992.

(b) (1) For each fiscal year commencmg on or after

- July 1, 1992, the Franchise: Tax Board shall make an
estimate of the amount of additional revenues that will be

generated in that fiscal year by the act adding this article.
This estimate shall be transmiitted to the Controller prior
.to the commencement of' tbe fiscal -year to which it

" relates.

(2) On ]u]y 1, 1992, and on ]u]y 1 of each subsequent
fiscal year, the Controller shall transfer from the Bank
and Corporation Tax Fund and the Personal Income Tax
Fund to the California Anti-drug Superfund an amount

- equal to the amount determined under paragraph (1 ) as

additional revenues for that fiscal year.
16419.2. Notwithstanding Section 13340, all money in

‘the California  Anti- drug Superfund is hereby

continuously appropriated without regard to fiscal years

- to the Controller for allocation as follows:

(a) To the Department of Justice to implement the

. Crack Down Task Force Program specified in Chapter

of the Statutes of 1989 (SB 1661) as follows:
(1) Twenty-two million dollars (822,000,000) on July I,
1990, and twenty-two million dollars ($22,000,000) on July
1 of each subsequent year: -

9% 120
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(b) To all county sbenﬁ"s departments and city police
departments in this state, to be used only for law
enforcement and prevention activities related to the
abuse of controlled substances, as determined to be

_necessary by the sheriffs or chiefs of police of those

counties, or cities, as follows:

(1) Fifty-seven million do]]ars ($57, 000 000)'
january i1, 1990. :

(2) One hundred twenty mr.lbon dollars (8120,000 000)
on July 1, 1990, and one hundred twenty million dollars
(8120,000,000) on July 1 of each year thereafter. - .

(3)- All funds specified in this subdivision shall be
dzsmbuted equally to all county sheriffs’ departments
and city po]:ce departments based upon the most recent

- estimates of the population of those counties and cities as
- determined by the Department of Finance. For this

purpose,| the estimate of the population of counties shall
not include the population: of cities therein that will
receive ﬁmds under this subdivision.

~(¢) To all county boards of supervisors in this state, to

_be used only for controlled substance treatment and

prevention programs (including treatment and
prevent:on in schools), enhancement of probation
superwszon of offenders with drug-related problems, and’
prosecution of controlled substance offenses .as
deternuned to be necessary by those county boards of
supervisors, as follows:

(1) Thirty-eight mzlnon dollars  (838,000,000) on .

]anuary 1, 1990.

(2) Eighty million dollars ($80,000,000) on July 1 1990,
and eighty million dollars ($80,000,000) on July 1 of each
year thereafter.

(3) A.l]' funds specified in this subdivision shall be
dJStnbuted equally to -all county boards of supervisors
based upon the most recent estimates of the population
of the counties as determined by the Department of
Finance. '

(d) To‘the Controller and the Franchise Tax Board in
an amount equal to their costs incurred in connection
with their duties under this article.

l . *
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( e) The funds provided. under thzs article . sha]] not’,: -

" supplant existing funds for substance abuse programs. -

16419.3.. (a) On January 1, 1992, and on January 1 of_ o

- each year thereafter, all county sheriff’s departments

city police departments, and ¢ county boards of supervisors
which received funds in the immediately preceding fiscal

year under this article sha[] provide a report to the

Auditor General dzsc]osmg how ' those - funds were
expended

(b) Based on the reports prowded under subdi vrszon‘

(a), and any’ other relevant information, the Auditor

" General shall make a detennmatxon as to whether the
. funds received: under this artzcle were expended for -
. proper purposes. or- whether those funds supplanted
- other funds for substance abuse programs. On or before -
. June-1, 1992, and on or before June 1 of each subsequent
year, the Auditor General shill report its fi ndmgs to- tbe

Legislature and the Contro]]er

(c) Based upon' the report submitted under' _
: subdzwszon (b), for years begmmng on or after July 1,
1992; the Controller shall not prowde any funds pursuanti o

to this article-to those county sheriff's departments, city

- police. departments, or county boards of supervisors
* which, in the preceding year, used funds provided under

- this article to supplant otber funds for substance abuse
. purposes, or otherwise did 'not use the funds for the’
‘purposes of this article. | - '

16419.4. The Senate Se]ect Committee on Substance
Abuse shall evaluate the California Anti- drug Superfund

_program provided by-this article and make a report of
that evaluation to the Leg:s]ature before January 1, 1997. -

The report shall include, ramong otber thmgs the

© following:.

(a) An accouﬁ ting of how tibe funds were expended by

~.local Jaw enforcement agenties: and county boards of
. SUpervisors. !

(b) The effect of the-! programt on controlled

. substance-related” arrests,. | criminal actz'vz'ty,‘. and
. prosecutions. “

- 40 (c) The effect of the prog:ram on controlled substauce’

{ "
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abuse and treatment : .
16419.5. | This article shall remain in effect only until -

December|31, 1997, and as of that date is repealed.
SEC. 1. 5[ Section 17008.5 is added to the Revenue and.

" Taxation Code to read:

170085 (a) The prowsxons of Section 7704 of the
Internal Revenue Code, relating to certain publicly
traded partnersh1ps treated as corporations, shall apply to

‘taxable years beginning on or after January 1, $989 1990,

except that Section: 10211(c) (2) of Public Law 100-203
shall appl

(b) The amendments to Section 7704 of the.Internal
Revenue Code made by Section 2004 of Public Law
100-647, relatmg to certain. publicly traded partnerships

treated as corporations; shall apply to taxable yeers .

begmnmgfon or after January 1, 589 1990.

SEGC: 2| Seetion 17064 i3 added to the Revenue and
?aae&hen@eé&@eread*

17064 The amendments to Secton 56{a6) of the
Internal Revenue Code by Seetion 102024d} of Rublie
ané@@#ﬁ@%—*elahﬁgeem’e&x-eh&}}apﬂ-yte-

22 taxable years beginning on or after January 1; 1089

SEG-B-] Seetion 17270 is added to the Revenue and -

'CFagéa&eﬂGeée’ee*eeé-

79 {ay Fefpuf-peseseﬁepp}yaﬁgt-hepfeﬁsteﬁseﬁ

e*penses—'thepfeﬂsmﬁseFSeeHeﬁ}%Q&efP&bheL&w
Mﬁhbmg%emef&z&aeﬁefpaﬁsewwepeﬂﬁeﬁ

'eest&&hﬂapplyte%eee&b&eye&sbegmﬁmgeﬁefe&ef

}aﬁaefyi--l-QSQ-
{-b)—%epmrenseﬁSeeﬁea-L@%@&-{-b%—(—Q—)—(—B} of

3 Publie Law 100/203; relating to ehange in methed of
- pecOuRting; are meodified to provide that any adiustments

required by Seetion 481 of the Internal Revenue Geode
sheHbeme%&éeéﬂ&gfeestﬁeemee&%He% ,

%6 170
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8 -(-’«i-)-q:he?fe'ﬁﬁem efseeﬁeﬂ%')('g‘)efiabhe:
10 &pply%[eeaxableyembegmmﬂgenefﬁtef}afm&ryi-,
12 feqﬂifeéby‘ Seetion 131 of the Intesnal Reventie Code.
13 sheﬁbemefl-adeémgresemeemeas?eﬂews-

14 -(Ar)-q*veﬁﬁﬂﬁvepereeﬂtmt-heMtﬁf&bleye&
15 beginning on or after January +; 1989-

16- -{B—)-?m&@y#weperee&tmtheseeeﬁdé&mbleye&r‘
17 ‘beginning on or after Januery L; 1080:

18 -(-G)-%pefeea-tmt-heﬂu-rémbleye&begmmg*
19 en or after January 1; 1089-
20 {-d-)--él—)-%e&meﬁdmeﬁts'eeSeehaﬁ%eithe‘
21. h%erae&&ﬂemue@edem&deby&eﬂeﬂwﬁ%(-e}ef |

.22 Pubhebawl-@@l-ﬂes-fe}aﬁag%e&e&haeﬁefmﬁaﬁmeﬁt

23 ebhg&&eﬁseﬁae&éea&ers-shaﬂepp}yte%a*&bleyeaﬁ- |
24 begtm&ageﬁeraﬁtef}muafy-l-% :

25 H}%emeﬂémeaateSeeaeﬁééaﬁ.efﬂaela{em&}
96 Revenue Cede made by Seetier 200% of Rublie Law

27 100/647T relating to speeial rules for nendealers; and
28 SeeﬁeaSO#éefPubheE&le@lﬁ&-’! relating to interest
29 ehargesenms%a:ﬂme&tsa&e&efeeﬁmpfepeﬁyhshaﬁ
30 a-pplyte%a*ab}eyeaﬁbegmmﬁgeﬁera&er Jenuary &
31 1986

32 %&%e&%éwm&t&ﬂmﬁebhg&&ea%ewhﬁh

. 33 Seetaen&é%efthel-&temai%ve&ae@eée&pphesaﬁé
4 wdaehise&tet-&ndmgﬁseﬂhee}eseefthe%ax&bleye&ﬁm
'35he&e¥ﬂaepfemtense¥8eeﬂea453ﬁ-(e)-(+)-e£éhe

36 Internal Revenue Cede; the tax impesed under Seetien

37 %a-%?erthe%a*&bleye&rsh&ﬂbeme&seéby
38 the amount of interest determined in the mannmer -
39 previded| under SceHen IB3ALe2) of the Intermel
40 Revenue Gede:

9% 210
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A ?-he preﬁeieas of: See-heﬁ 453&&-)—(-3—)—(—8-)- of the
ernnt Revenue Gode; relating to the maximum rate-
d in eslewleting the deferred tax Liabiliby; ate modified.
refer%etl&emaeamamr&teeﬁtumpeseéuﬁdeeg
%ea%?@&&—mhe&ef%hemmteeﬁt&*ﬁpeseé

der Seetion: 1 of the Internal Revenue Gede:

5y The provisions of Seetion 10202(e}3} of Publie °
w%@@l@@&eeleaﬁgtespeieaﬁlfﬁlefefﬁeﬁéeﬁeﬁ-ehﬁﬂ% '
ya?ph*tet&&hleyeaﬂbegmmngeeer&&er}aﬂaﬁy- :

-e)-?heprew*eﬁsefs;eeﬁeﬁég%efpubhe{:&w
llé&?—fel&&ngteeeft&ﬁ?fepledgespefm&teé-ehall
alytetmeableyeaﬁbegrqﬂmgeﬁera&ef}aﬁa&w}--

»EC 2. Sectzon 1 7062 of the Revenue and Taxation

de, as amended by Assembly Bill 802 of the 1989—90
gular Session,. is amended. to read: -

7062. (a) In addition tol the other taxes 1mposed by -
s part, there is hereby 1mposed for each taxable year, '

ix equal to the excess, if 2 any, of— - .

1) The tentatwe rmmmum tax for the taxable year,
II' T

2) The regular tax for the taxable year : ‘

b) For purposes of this chapter each of the followmg
1 apply:

) The tentative :mmmum tax shall be computed in
rrdance with Sections. 55 to 59, inclusive, of the

rnal Revenue Code, except as other\mse prowded in
part.

) The regular tax shall be the arnount of tax imposed

'ection 17041 or 17048, reduced by credits for taxes

to other-states allowed by Chapter 12 (commencing
Section 18001). \

) (A) The provisions of | Section ao(b)(l) of the

nal Revenue Code shall be modifiéd to provide that
entative minimum tax for the taxable vear shall be =

1 to 7 percent of so much of the alternative minimum

oy

le income: for the taxable year as exceeds the = -

ption amount, reduced by the alternative credit for
paid to other states as allowed by ‘Chapter 12
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i O 1 (commencing with Section 18001).
: 2 (B) In the case of a nonresident or part-year resident, -
3 the tentative minimum tax shall be computed as if the
4 nonresident or part-year resident were a resident for the
5 entire year multiplied by the ratio of California adjusted
.6 gross income (as modified for purposes of this chapter)
7 to total ladjusted gross income from all sources (as
8 modlﬁedl for purposes .of this chapter). For purposes of
9 computing the tax under subparagraph (A) and gross
10 income from all sources, the net operating loss deduction
11 provided!in Section aﬁ(d) of the Internal Revenue Code
12° shall be computed as if the taxpayer were a re31dent for
13 all prior years
14 (C) For purposes of thrs section, the term “Ca.hforma-
15 adjusted gross income” includes each of the following::
16 (i) For any period. during which the taxpayer was a
17 resident of' this state (as defined by Section 17014), all
18 items of adJusted gross income’ (as modified for purposes
- 19 of this chapter) regardless of source.
20 (i) For any period during which the taxpayer was not
21 a res:dent of this state, only those items of adjusted gross
22 income- (as modified for purposes of this chapter) which
23 were derived from sources within this state; determined
24 in accordance with Chapter 11 (commencing with
25 Section 17951)
26 (4) A) If there was a deferral of preference tax under
27 former Sectron 17064.8 for any taxable year beginning
- 28 before ]anuary 1, 1987, and the amount of the deferred
. 29 tax has not been paid for any taxable year beginning
30 before January 1, 1987, the amount of the net operating
31 loss carryovers which may be carried to taxable years -
32 begmnlng after December 31, 1986, for purposes of this.
33 chapter, shall be reduced by the amount of the tax
34. preferences attributable to the deferred tax which has
35 not been paid.
36 ~ (B) In the case of a net operating loss allowed to be-
. 37" carried forward under subdivision (d) of Section 17276,
38 subparagraph (A) shall apply to the extent that such a loss
39 would havle resulted in a deferred tax under prior law.
40 (5) The’ provisions of Section 37(a) (5) of the Internal

i
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Revenue: Code; relating to tax-exempt interest shall not
be applicable.

(6) The provisions of Section 59(a)" of the Internal

Revenue Code, relating to. the alternative minimum tax
foreign tax credlt shall not be-applicable.
- (7) Section 56(b)(1)(E) of the Internal .Revenue
Code, relating to standard deduction and. deduction for
personal exemptions. not -allowed, .is modified, for
purposes of this part; to deny the: standard deductlon
allowed by Section 17073.5.

{e}?he&meadmeata%eSeeﬁeaSé—(—&)—ééé—eft—he

I-néema%RevenaeGedem&debySee&e&i-@QGﬂ-(d—)-ef

SEC. 3. Section 17094 of the-Revenue and Taxation

: Code, as added by Assembly Bill 802, is repealed.
17004 The previsions of SéetHeon 81 of the Internal

Revenue Gode; relating to inereases in veeadon

pey
saspeaseaeee&&b—shaﬂ&pplyasameﬁéeéby?abheb&w- o

SO/8 1)
. SEC. 4. Section 1 727.9 of the Bevenue and Taxahon

.Code, as added by Assembly Bill - 802 of the 1989-90

Regular Session, is repealed.

17979: The provisions of Seetion 10204 of Publie Law
M&%rda&ngtemﬁz&he&efp&stseﬁ&eepeﬁﬁeﬁ
eosts; shall net

SEC. 5. Section 1 7560 of the Revenue and. Taxation

Code, as amended by Assembly Bill 802. of tbe 1.989—-90
Regular Session; is amended to read: .

17560. (a) At the election of the taxpayer, the
provisions of Section 453C of the Internal Revenue Code,
relating to-certain indebtedness treated as payment on
installment obligations, shall not be applicable.

" (b) (1) If an election'is not made under subdivision
(a), then for purposes of applying the provisions of

.Section 453C of the Internal Revenue Code, relating to

certain indebtedness treated as a payment on installment

obligations, the- provisions of ‘Sections 811(c)(2),.

811(c) (4),811(c) (6),and 811(c) (7) of Public Law 99-514,
as-modified by Section 1008(f) of Public Law 100-647,

9 290
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shall apply :

(2) The provisions of Sectlon 812 of Pubhc Law 99-514,
relating to the disallowance of use of installment method
for certain obligations as modified by Section 1008(g) of
Public Law 100-647, shall apply to taxable years beginning =

on or after January 1, 1987,

+er %eameﬁémeﬂt-s%eSee&eﬂséiéG-!E%aﬁd%%G‘
m&debySeeﬂeﬁ-LOQQBefPuhhe&&w%GGJ%O&fel&bmgw
instatlment seles; shall net epply

& %emendme&bs%eSeehen&&EB—&éS&&né&BBG‘

made by Publie Law 1004647 fe-l-a-t-mgfemﬁ-t-a-l-lmeab

sales; shall net apply
(¢) The repeal of Section 453C' of the Internal .

Bevenue Code . by Section 10202(a) of Public Law

100-203, relating to repeal of the proportionate
disallowance of the installment method, shall apply to

. dzsposmons in taxable years beginning on or after January .

1, 1990.
(d) (1) The amendments fo Section 453 of the

- Internal Revenue Code by Section 2004 of Public Law

100-647, relating to the installment method, shall apply to
taxable years beginning on or after January 1, 1990. -
(2) In the case of any installment obligation to which
Section 453(1 )(2) (B) of the Internal Revenue Code .

- applies, in lieu of the provisions of Section 453(1) (3) (A) -
- of the Internal Revenue Code, the tax imposed under

Section 17041 or 17048 for any taxable year for which

' payment is received on that obligation shall be increased

by the amount of interest determined in the manner
provided under Section 453(l)(3) (B). of the Internal
Revenue Code.

(3) The provisions of Section 10202 (e)(2) and
10204 (b) (2) (B) of Public-Law 100-203, relating to change .
in method of accounting, are modified to provide that.
any adjustments required by Section 481 of the Internal .

. Revenue Code shall be included. in gross income as

follows:

(A) Fifty percentin the first taxable year beginning on
or after January 1, 1990.

(B) Fifty percent in the second taxable year beginning

9% 320
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onor after 7anuary 1, 1990: L
- (e) (1) The amendmeuts to. Section . 453A: - of - the :

»Intemal Revenue Code made by Section 2004-of Public-
' Law 100-647, relating to special rules for nondealers; shall =~

-apply to taxab]e years begmnmg on or after ]zmuary 1,
' 1990.

(2) In the case of any mstaﬂment obegabon to wh:ch T

- Section 453A of the Internal Revenue-Code applies and -

which:is outstandmg as of the close of the taxable year, in.

“lieu of the provisions of Section 453A(c)(l). of the
Internal Revenue Code, the tax imposed under Section
- 17041 or 17048 for-any taxable year shall be increased by
' the amount- of interest determined in the manpner
- provided- under- .S'ectzon 453A(c) (2) of the. Intemal

Revenue Code. -

(3) The provisions: of Section 453A (c) (3) (B). of the - .:

Internal Revenue Code, relating to thé maximum rate" -
used'in calculating the deferred tax liability, are modified.

o refer to. the maximum rate of tax imposed under
‘Section 17041 inlieu of the maximum rate of tax imposed-
'under Section I or 11 of the Intemal Revenue Code.

SEG: 5 :
SEC. 6. Section 17561 of the Bevenue and Taxation -

- ‘Code is: amended to read:

-17561." .(a) For purposes of this part, the prowsxons of

" Section 469(d) (2) of the Internal Revenue Code, relating: - |
- to passive activity credits, are modlﬁed to refer to the
: ;followmg credits:

(1) The. credit for research expenses allowed by

Section 17052.12.

(2) The credit for certain wages paid (targeted jObS)

. allowed by Section 17053.7.

(3) - The credit for clmxcal testmg expenses allowed by

- Section 17057.

(4) The credit. for- low-mcome housmg allowed by’

"'Secnon 17058,

“(b) For. purposes of applying the provisions of Section
469(i) of the Internal Revenue Code, reélating to the-

- twenty-five thousand' dollars ($25,000). offset for rental -
- real éstate: activities: S
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(1) The dollar limitation for the credit allovfed under .

Section 17058 ' (relating to low-income housing) shall be
‘equal to seventy-five thousand dollars ($75,000) in lieu of

the amount specified i in Section 469( ) (2). of the Internal

- Revenue Code.

(2) The term ‘adjusted gross income,” as defined in

Section'469 (i) (3) (D), shall mean the amount required to

be shown as adjusted gross income on the federal tax - .
return. for the :same taxable year det‘ermined" without
regard to—

(A) Any. amount mcludable in gross income on the
federal tax return under Section 86 of the Internal
Revenue Code.

(B) Any amount allowed as a deduction on the federal -

tax return under Section 219 of the Internal- Revenue -
Code. .

(C) Any passive act1v1ty loss :

(c) Section 502 of the Tax Reform Act of 1986 (Pubhc
Law 99-514) shall apply.

(d) For taxable years beginning on or after January I, S

1987, the provisions of Section 10212 of Public Law
100-203, relating to treatment of publicly traded

partnerships under Section 469 of the Internal Revenue - :

Code, shall be applicable.

(e) The arnendments to Section 469 (k) of the Internal.
Revenue. Code made by Section. 2004 of Public Law
100-647, relating to separate application of section in case -

of pubhcly traded partnerships, shall apply to taxable:

years beginning on  of after January 1 :
SEG—S- &%H%Btsaééeéﬁet-heﬁeveﬂue&né
Faxetion Cede; to read: .
11563- %?hepmas&ease%&eﬂen&%@ﬂ@l—(—a&-aﬁd
10201-(b} of Publie Law 100/203; relating to repesal of the
mseﬁe%faeema}efﬁeaﬁeﬁp&rshaﬁbe&pphe&b}ete
’ewe&b-leye&rs’aegmmgenera&er}m&afy
exeept a8 otherwise previded:-
 {b In the 'ease of any taxpaver whe cleeted to have

"S&H&ﬂ&%ef%helﬁtemai%eﬁﬁe%ef%%ﬁ&pph‘

for thet taxpayers last taxable year beginning prier

3}&nﬁafy++989-aﬁéwhemfequeéﬁeehaﬁgehﬂefher;-

|
|

r

96 370
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_ : 5 7 .with the ‘consent of the Erenchise Tax Boards and -~
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| h 17" thet last taxable year s follows: |
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{%}Lﬁ%hee&seefaeeﬂtfaeteﬂ%efeém%ea&ef

Eebruary 28; 1086; during o taxable year beginning before
Jenuary & 1087 an adiustment to income shall be made

Hpen eompletion of the contraek; if necessary; to correet

any  underreporHng o overreporing of meeme—?ea-‘l
purpeses of this part; resulting from differenees between
sta%e&adfedef&}l&w%fbhetﬁableﬁafmwhieh%he

. eontract

began:
{-b-)—-ﬁ-)-%eameﬁémen-tsteSeeheﬁ%Oefbhe

- Internal Revenue Gode made by Seetion 10203 of Publie

Law 100/203; relating to & reduetion in the perecntage of
fems taken into aeecount under the eompleted eontraet

. rerethed; shell be applieable te taxable years beginning en
. or after January 1; $080:

.42y Fhe provisions ef Seetion 10203} of Publie Law
we%felahﬂg%efheeffeeﬁveé&eefefeéaeaeﬁm%he
pereentaze of items taken inte aeecunt under the

eempletedee&@metmet—hed—shaﬂbe&ppheabletq

" taxable years beginning on or after January 1; 1080-

{3y, In the ense of & contract entored inte after Oetober
13; 1087; during o taxable yesr beginning before January

- 35 1989; an adjustment to ineome shell be made upen
- eempletion of the contraet; if neeessary; to eorreet any

underreporting or overreporting of income; for purpeses -
of this pary; resulting fromm differenees bebween state and -

Fedefa}hwgefmb}eyembeglﬂﬁmgpﬂerée}&ﬁuaﬁ .

1; 1585-

{e> 3+ The amendments to SeetHon 160 of the
Internal Revenue Code made by Seetion 5041 of Publie
Law 100/647; relating to a reduction in the percentage of
iterng talken inte account under the completed contraet

me%hed—sh&ﬂbe&pphe&b&eteta*&b}eyembegmmﬁgeﬁ-

- of after Jenuary +; 1580:

+2)> The provisions of Scetion 304i{e+ of Publie Law
100/647- relating to the effective date of a reduetion in the-

. pereentage of iterns taken into eeeount under the
" eempleted contraet methed; shall be epplicable to

taxable yeers beginning on or after January + 1080-
3 In the ease of a contraet entered into after June 20,
1088; during & taxeble year beginning before January L
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}'-1-989- ¥-C 3 ad;\ast-mea# to income sha-l} be- maée vpen

eemp-leﬁeaeﬁtheee-n%r&et—rfaeeessa*yhteeeﬁeetaﬁy

%é?ﬁbhehﬁ%@@/%@&fel&aagtemﬁﬁaﬂenef :
. past ‘serviee- peﬁsteaeests-ehaﬂa-pp-}yeeees%sme&rfed
&&eeBeeem-ber%l—QSS—rat&*&bleﬁyeafeeﬂéﬁga&ef '

that date-

SEC: 8 séeaeamaswaddedaeheaeveaaeaaéﬂ

CFeeeaﬁea ‘Code; to'reads
17738 %e&meﬁdme&tsteSeeﬁeﬁégl-ef%heIﬁéeme}

' Revenue Code made by Seetion. 10203 of Publie Law
‘%Wmmmﬁaﬁ&pﬁy%%&e
- years beginning on or after January. 1 1990 -

SEC. 7. Section- 17563 of the Revenue and Téxatzon

Code, as added by Assembly Bill 802 of the 1989-90

Regular Session, is-amended to. read:!

17563, The repeat of Scetion 163 of the Internal
"-’ RevenueGedebySeeﬁea-lO%@i-efPabheI:ain@l%@S—

%eaeem&lefv&e&&eﬁp&ybehaﬂaeéaﬁp}y(a) In

the case of any taxpayer who elected to have Section 463
of the Internal Revenue Code of 1986 apply for that-
. taxpayer’s last taxable year beginningliprior to January 1,
. 1990, and who is required to change. bzs or her method of
- accounting by reason of the amendments made by the act
| adding this provision, each of the foﬂowmg shall apply:
(1) The change shall be treated a'ls initiated by t.he ,

taxpayer.

(2) The change sba]] be treated as bavmg been made
mth the consent of the Franchise Tax Board. *

(3) The net amount of ad}ustments required by

. Chapter 6 (commencing with Section 17501 ) to be taken

into account by the taxpayer:

(A)- Shall be reduced by the- baianc,‘e in the suspense
- account, under Section 463(c) of the Unterna] Revenue

1. ‘
1! - .96 460
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Code as of the close of the last taxable year beginning
before January 1, 1990, and

(B) Shall be taken into account over the three taxable
year period. beginning with the taxable year following -
tbat last taxab]e vear, as. follows:

The percentage to be-

In the case of the: , taken into account is:
. -Ist Year = : 50 '
2nd Year =& . 80

(b) Notwithstanding subparagraph (B) of paragraph
(3) of subdivision. (a), if the period during which the
adjustments are required to be taken into account under

- Chapter 6 (commencing with Section 17551) is less than
._three years, those adjustments shall be taken into account

ratably over the shorter period.

SEC. 8. Section 17564 of the Revenue and Taxation
Code, as added by Assembly Bill 802 of the 1989-90
Regular Session, is amended to read: ‘

17564. . (a) Long-term- contracts shall be accounted

-for in accordance with the special rules set forth in

Secnon 460 of the Internal Revenue Code.

(b) (1) The provisions of Section 804(d) of Public
Law 99-514, relating to the effective date of modificatjons .
in the method of accounting for long-term contracts, shall
be applicable to taxable years begmmng on or after
January 1, 1987,

(2) In the case of a contract entered into after

- February 28, 1986, during a taxable year beginning before

January 1, 1987, an adjustment to income: shall be made
upon completion of the contract, if necessary, to correct -
any .underreporting or overreporting of income, for

. purposes of this part, resulting from differences between

state- and federal law for the taxable year in which the.

- contract began.

+er The amendrments te Seetion 460 of the Internsi
Revenue Code mpde by Seetion 10203 of Publie Law
$00/203; relating to a reduetion in the pereentage of items
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rethods shall not apply:

met-hed— shell not apply-

(c) In thecase ofacon tract entered into’ after October
13, 1987, during a.taxable year begmnmg before January
1, 1990, an adjustment to income sba]] be made upon
completzon of the contract, if | necessary, to correct any
underreporting or overreporting of i1 mcome, for purposes

.. of this part, resulting from- dlﬁ‘erences between state and -

federal law for taxable years begmmng prior to January

- 1, 1990. . .
(d) Inthe case of a contract. entered into after ]une 20,.

1.988 during a taxable year begmnmg before January 1,
1990, an adjustment to income shall be made upon

} omp]enon of the contract, if necesg'ary, to correct any
' underreporting or overreporting of i mcome for purposes’
_ of this part, resulting from dzﬂferences between state and
- federal law for taxab]e, years. begmmng pnor to- January

-1, 1990.
(e) For purposes of applymg Secnon 460(a) (2) of the

. Internal Revenue Code; relatmg to: QP percent look-back.

method, any adjustment to income computed under
. subdivision (b), (¢),or (d)- shail be deemed to have been
reported in the taxable year from which the‘adjustment

arose, rather thanthe taxable year mrI which the contract
-was completed 11

SEC. 9. Section 23038.5 is added to the Bevenue and
Taxation Code, to read:

23038.5. (a) The prowsxons of Sectlon 7704 of the
" Internal Revenue- Code, relating Tto certain’. publicly
. traded partnerships treated as corporatlons shall apply to

- income years beginning.on- or ‘affer ]anuary 1, 3989 1990,
- except. that Section. 10211 (¢ (2) of Pubhc Law 100-203.

shall apply.
(b) ‘The amendments to Section 7704 of the Internal
Revenue Codée  made- by Section - 2004 of Public Law
' 100—647 relating to certain publicly | traded _partnerships

|
‘:‘
Tty 96" 520

|

-(-d-)-%e&meﬁd-meﬂtsteSee&eﬁ%Qeft-he}n%efnaé
" Revenue Gede made by Seetion %&Pﬁbheha-w-
100/647; relating to a reduetion in éaepefeeﬁtageeht-em-s-
teken inte: aceount under t-he eample-t-ed contraet
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treated as corporations, shall apply -to incor'ne‘ years
beginnning on or after January. 1, $989. 1990. |
SEG: 10- Seeﬁea%&&ﬁef&aeReveﬁueaﬁé’{lﬁaﬁenﬂ

o {1y Section 56(a}8) of the Intemal Revemue

GCede; relating to mining exploration and development ;

eosts; shell apply only te experses ineurred during
ineerpe years beginning on or after January L; 1988
{2y Seetien B6{a){5y of the Internal Revenue Gede; |

relating to pollution eontrol facilities; shell apply only te

ameuﬁfs&l%ew&bleasadedﬂeheﬁaﬂéef&e&en%‘

'—Deeembefsi-%aﬁdaiifefereﬁees%e—}aﬁa&yl-,

1087 are medified to read “January }; 19882

2 A Hihere wasa deferral of preferenee taxunder
- fermer Seetion 23405 for any ineome year

beginning
before January 1 1088; and the amount of the deferred
tax has net been paid for any income yesar beginning

- before January & 1088; the ameunt of the net operating

loss earryovers whieh may be ‘earried to ineome years |
begaﬁmnga&efDeeembef&L-l-QS#-fe?pufpese&eft-bs. |
chepter; shall be reduced by the amount of the tax

‘pﬁkfeﬂees&tmb&ta-ble’eet-heéeﬁeﬁeémmhhae

ﬁetbeeﬂp&:d-
B} In the case of o net operating loss sHowed to be

- earried forward under subdivision {e} of Scetien ZYUI6;
~ subparagraph A shall apply to the extent that sueh e loss
: - would have resulted in o deferred tax under prier law-
._37.

&) {3 Seetion S6R-HQ-B); relatins to adjustments
Ee-reeﬁa:afa*es—iemeéaﬁeéfese&é?he&mem{-
. appropriately adjusted to disregard amw tax om eoF .

96 540
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N - A : ineome shell take into necount - these dividends fos
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, |52 Jomieae o any proverty placed in sorvice om or sy
, .- 92! Jenuery 1. 1581 wﬂ&@i@m$§% L 1087 and net ,
. me deseribed ' in  elavse 5 fily eF (i) of e
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4 medified to refor o Sectar 23701s.
:

A 8 .
. 9 $H¢¢%&$$v,m§_m§$%$¢
10 ;

......
.13 4 The reference to- Section 501{e{80% of the

.18 relating to charitable contributions; shall be modified tg.

.......
......
_ . 24 g?%%m&@iiﬁé ....
s :

mmmmmm
35 b} -The previsiens of Seetion 10214 of Rublie Law -
36

+®m©. *..om property sequired by the -

shell be medificd to- refor to. ||
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-febﬂﬁg%ehﬁn%ahenseﬂlesseerﬁems-lessespasseé

throush to sharcholders of an =S eorperations to- the
extent otherwise allewable without applieation of that
subdivision; shall be fully ineluded in the net operating
lessef%ha%shafehe*éefaﬂé%heﬁt-h&ts&bdimeﬁshaﬂbe-
a-ppkeétet-hee&&reaetepeﬁaaﬂgbss-

{ey Fer purpeses of computing the taxes speeified in-
sa-bdiﬂsiea(-b-)-aﬁ—Seefpefaﬁen—shaHbeaﬂewedae

r&vesaﬁeﬁ-tmeemeﬁefwhreh&t&xhasbeenmpeseé
under this part in secordanee with the provisiens of
Seetion 1374 of the Internal Revenue Gede; relating to tax .
impesed on eertain built/in gains: or Seetion 1375 of the
I—ﬁéef-neil?eeﬂfeﬁueeede-fel-aﬂﬂg%et-aaempesede&'

. passive investraent Reome:.

%Fefpafpesesefeempa%mgmeﬁfmpeseéanéef

t—h&spaﬁ-aspfewéeémsubéhaﬁeﬂ{b?»#

pfemeﬁseﬂlaf%}g-éeemmenemg%thee&eﬁm%eF‘
Bivisien 2 )

{2) The provisions of Seetion 465 of the Internal
Revem@eéere&&ﬁagtekmﬁ&&e&e?deduefmfe%he
aﬁieuﬁf&tﬁsleshaﬂbeappheérﬁt-hesamemaﬁﬁef&sm-
the ease of an individual:

%ﬁ%%eprmmefSeeﬁeﬁ%Qé%helﬁtema}
Revenue Code; relating to limnitations on passive aetivity

: lesses&ﬁéefedft-s-shaﬁbe&ppkeém%besaﬁ&emaﬁﬁefas

rﬁt—hee&seefaﬁiﬂétwd-ua-l-‘ :
-é-Bé-F—ef@af-pesesef%hﬁp&mgf&ph-t-he—&éjﬁs%eé

- .gress ineome” of the =S eorperation— shall be equal to #s
' “pet ineomer a5 determined under Seetion 24343 with

the medifiestions required by this subdivisien:
{e¥ {1 Fhe amendments to Seetion 1363 of the:

Internat Revenue Code made by Seetion 10237 of Publie

Law 100/203; relating to recapture of LHEO amount in the

 ease of eleetions by S corporations; shell apply to ineome

years beginning on of after Japuary 15 1080-
{23 The provisiens of Seetion 10237(b} of Rublie Law
%/%&fehtmcfeeﬁﬁee&veéﬁesfeffeea-p%ufeeﬂz%j

" 96 630
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ameuafmt-heeaseeSeieeheasbySeefper&aeﬁs-sh&H-:
app}y%emeemeye&nbegmﬁmgeﬁer&&ef}aﬁe&fyi-'

{-h-)-?hea-mead—me&tsteSee&enhS&eft—helﬁtemdi
Revenue Ceode made by Secetien 200% of Rublie Law

100/647; relating to effeet of eleetion on ecorporation; shell

&pply%emeemeye&fsbegaﬂ-ﬂmgenera&ef}&nﬁafyi- ‘

-ér)-?heprev&s&eﬁsefSeeheﬁi-%&(-d-)-ef%heIﬁ%erﬁa{ :
Revenue Cede; relating to recapture of LIFO benefits;
shell be modificd for purpeses of this part to refer to
-Seeﬁeﬂ%%mheuefSee&eaéﬁO}efthe}n{ema} :

Revenue Gede:

SEC: 15- Seeaeﬁm&theﬁeveaueaﬂé%*afm ‘

Gede is repealed:
SEC: 16

- SEC. 10. - Section 23456 of the Revenue and Taxat:ron' 3
Code, as amended by Assembly Bill 802 of the 1989—90

Regular Session, is amended to read: :
23456. For purposes of this part, the ?f@'ﬁﬁieﬁs of
Section 56 of the Internal Revenue Code are Is rnodlﬁed

. as follows:

(a) (1) Section 56(a) (2) of the Internal ‘Revenue

. Code, relating to mining exploration and development

costs, shall apply only to expenses incurred during
income years beginning on or after January 1, 1988.

(2) Section 56(a) (5) of the Internal Revenue Code,
relating to pollution control facilities, shall apply only to

- amounts allowable as a deduction under Section 24372.3.
{3y The amendments te Scedon 56{ar{8) of the
Internal Revenue Gode made by Seehion 102024 of

Publie Law 100/203; relating to minimum tax; shell net

(b). Section 56(c) (2) of the Internal Revenue Code,
relating to Merchant Marine Capital Construction Funds,
shall not be applicable. -

(c) (1) For purposes of applying the prewvisiens of |

Section- 36(d) of the Internal Revenue Code, all
references to “December 31, 1986,” are modified to read
“December 31, 1987,” and all references to “January 1,
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1987, are modified to-read “January 1, 1988.”

{2) (A) Ifthere wasadeferral of preference tax under
former Section"23405 for any income year beginning
before January. 1, 1988, and the amount of the deferred
tax has not been paid. for ‘any- income year beginning. -
before:January 1, 1988, the amount of the net operating-
loss carryovers ‘which may be carried to income years
beginning after December 31, 1987, for purposes of this
chapter, shall be reduced by the- amount of the tax.
preferences. attnbutable to the deferred tax whxch has.
not been paid. '

carried forward under subdivision: (e)-of Section 24416, .
subparagraph (A) shall apply to the.extent that'such aloss
would have resulted in a deferred tax under prior law.
(d) (1) Section 56¢(f) (2) (B) of the Internal Revenue
Code, relating to adjustments for . certain ' taxes, is

“subparagraph. (A) shall be appropriately adjusted’ to
disregard any tax on or measured by income.

" Internal Revenue Code, relating. to taxes imposed by a.
. foreign country or possessmn_ shall not be applicable.
(3) Section 36(f) (2) (C) (i) of the Internal Revenue ;.
Code, relating: to consohdat_ed."retums,-. is- modified to.
substitute “combined report for‘-“;ﬁconsolidated return.”
(4) Section 36(f) (2) (C) (ii)* of the Internal Revenue
Code, relating: to treatment of dividends of related
corporatlons, is modified to read: Adjusted net book
income shall take:into-account only those dividends (or
portions thereof) which have been included in- net
income for purposes of determining the regular tax.
(5).-Section 36(f) (2) (F) of the Internal Revenue
: Code relating to treatment: of ‘dividends from 936
corporations, shall not be applicable. v
~ (6) Section. 36(f) (2) (G) . of the Internal Revenue
Code, relating: to rules for A]aska natlve corporanons,»
. shall not be applicable. e
. (7) ‘With respect to corporations wh1ch are not subject" .
to the tax imposed under Chapter 2 (commencing with -

8§mmwrwb—u_w»—-r—'-i—n—u—,-t—a‘ o
Howmﬂqmaw&mow@ﬂ@qmwmp

M 0o G2 G2 0o 60 Ko G0 ) GO GO N B DY BO b MO
OO&N@W&@NHO@&QQ&@
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(B) In the case of a net operatmg loss allowed to be» o

modified - to read: The amount determined under -

(2) The last sentence of Section 56(f) (2)(B) of the- e
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Section 23101), the amount of interest-income included

in book income shall not exceed the amount. of interest
income included for purposes of the regular tax.
(8) Appropriate adjustments shall be. made to limit

- deductions from book income for interest expense in

accordance w1th the provisions of Sections 24344 and
24425.

after January 1, 1981, and prior to January 1, 1987, and not

. described in- clause (i}, (ii}, or (iii) of Section. -
- 56(g) (4) (A) of the Internal Revenue Code, the amount
- allowable as depreciation or-amortization with respect to
- that property shall be the same amount that would have-
‘been allowable for the income year had the taxpayer.

depreciated the property under the straight-line method
for each income year of the useful life (determined

without regard to Section 24354.2 or 24381) for which the .

taxpayer has held the property.

(£)- (1) Section 56(g) (4) (C) of -the Internal Revenue-
Code, relating to dlsallowance of items not deductible in :
computing earnings and profits, shall be modified as

follows:
(A) A deduction shall be allowed for amounts
allowable as a deduction for purposes of the regular tax

. under Sections 24402, 24410, 24411, and 25106.

(B). Section 36(g) (4) (C) (ii) of the Internal Revenue

- Code, relating to special rule for 100 percent dividends,
. shall not ‘be applicable.

(C) Section 56(g) (4) (C) (iii) of the Internal Revenue

. Code, relatmg to spec1a] rule for dividends from Section

936 companies, shall not be applicable.

(2) With respect to corporations which are not subject
“to the tax imposed under Chapter 2. (commencing with
Section 23101), the amount of interest income: iricluded”

in' the adjusted. current earnings shall not exceed the

_ amount of interest income included for purposes of the-
- regular tax.
40.

(3) Appropriate adjustments shall be made to limit

96 690

(e) 51'-'he pfe'ﬁs&eﬂs eF Section 56(g)( )(‘A) of the 3
Internal Revenue Code shall be is modified to provide
* that in the case of any property placed in service on or
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deductions from adjusted current: earnings: for interest
expense in accordance with t-he provisiens of Sectxons»
24344 and 24425.

" SEC. 11. Section 23732 of the Revenue and Taxanon-
Code, as amended by Assembly Bill 802 of the 1989-90
Regular Session, is amended to read:

23732. The provisions of Section 512 of the Internal
Revenue Code; relating to unrelated business taxable
income, shall apply as amended by Publie Law 99/51Y;
except as otherwise provided:

(a) Section 512(a) (2) of the Internal Revenue Code,

‘relating to special rules for forexgn orgamzatxons, shall
'not be applicable.

(b) Section 512(a) (3) of the Internal- Revenue. Code, ,
relating. to special: rules applicable: to . certain

“organizations, shall be modified as follows:

(1) The reference to Section 501 (c¢) (7) of the Internal
Revenue Code; relating to clubs organized for pleasure,
recreation, and other nonprofitable purposes, shall be
modified to refer to Section 23701g. -

(2) The reference to Section 501 (c) (9) of the Internal
Revenue- Code, relating to voluntary employees’
beneficiary associations, shall be modified to refer to

. Section 23701i.

(3) The reference to Section 501(c)(17) of the :
Internal Revenue Code, relating to trusts providing for
payment of supplemental unemployment compensation
benefits, shall be- modified to refer to Section 23701n.

(4) The. reference: to Section 501(c)(20) of the
Internal Revenue Code, relating to qualified group legal -
services  plans, ' shall be modxﬁed to refer to Section
23701q. ‘

(c) Secnon 512(b) (10) of the Internal Revenue Code, ;
relating“to charitable contributions, shall be modified to
provide that such deductions shall not exceed 5 percent
of the unrelated business taxable income, rather than 10
percent.

SEC. 12 Section 23735 of the Revenue and Taxation

Code, as amended by Assembly Bill 802 of the  1989-90 |
- Regular Session, .is amended to read: :

96 720
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23735. (a) The' provisions of Section 514- of the
Internal Revenue: Code, relating to unrelated
debt-financed income, shall be a-pphea-ble apply, except
as otherwise prov1ded

(b) The provisions of Section 10214 of Public Law
100-203, relating to the treatment of certain partnership
allocatxons shall net apply to income years beginning on
or after January 1, 1990, for property acquired by the
partnership after October 13, 1987, and partnership
interests acquired after October 13, 1957.

SEC. 13. Section 23802 of the Revenue and Taxation

" Code, as amended by Assembly Bill 802 of the 1989—90‘
' Regular Session, is amended to read:

23802. (a) Section 1363(a) of the Internal Revenue.
Code, relating to the taxability of an S corporanon, shall
not be.applicable.

(b) Corporations quahfymg under this chapter shall -

: continue to be’ subject to the taxes imposed under

Chapter 2 ' (commencing with Section 23101) and
Chapter 3 (commencing with Sechon 23501), except as

- follows::

(1) The tax imposed under Section 23151 or 23501 shall
be u'nposed at a rate of 2}, percent rather than the rate
specified in those sections. :

(2) In the case of an “S corporatlon which is also a
financial corporation, the rate of tax specified in
paragraph (1) shall be increased by the-excess of the rate
imposed under Section 23183 over the rate imposed
under Section 23151 and Section 23184 shall be applicable.

(3) An “S. corporation” shall not be subject to the
alternative minimum tax (or preference tax) imposed -

- under Section 23400.

(c) An “S corporation” shall be subject to the

- minimum tax imposed under Section 23153.

(d) (1) For. purposes of subdivision (b), an *S

- corporation” shall be allowed a deduction under Section

24416 (relating to net operating loss deductions), but only
with respect to losses incurred during periods in which
the corporation had in effect a valid election to be treated

~as an “S corporation” for purposes of this part.-

96 740
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(2) Section 1371(b) of the Internal Revenue Code,
relatmg to denial of carryovers between “C years” and:“S
years”, shall apply for purposes of the tax imposed under

subdivision (b), except as provxded in paragraph (1) of

this subdivision..”

(3) The ‘provisions of this subd1v1s1on shall not affect
the amount of any item of income or loss computed in
accordance with the provisions of Section 1366 of the
Internal Revenue Code, relatmg to pass- -thru 1tems to
shareholders.

(4) For purposes of subchvmon“(b .of Section 17276,

relating to limitations on loss carryovers, losses passed:

through to shareholders of an. “S:corporation,” to the

‘extent otherwise allowable w1thout application of that .

subdivision, shall be fully included'in the net operating

loss of that shareholder and then that subdivision shall be |

applied to the entire net operatmg loss. .

(e) For purposes: of computing the taxes spec1ﬁed in
subdivision: (b), an “S. corporation” shall be allowed a
deduction from income for built<in gains and passive

investment income' for which a tax has been imposed = -

. under this part in accordance with the provisions of

Section 1374 of the Internal Revenué Code, relating to tax

. imposed on certain built-in gains, ‘or Section 1375 of the

Internal Reveriue Code, relatmg to tax imposed: on
passive investment income. -

(f)y For purposes of computlng. taxes imposed under . -

- this part, as provided in subd1v1510n (b)— : :
(1) An “S corporation’” shall compute its deductions

for amortization and depreciation i in‘accordance with the
provisions of Part;10 (commencmg w1th Section 17001) of

. Division 2.

(2) The prov1s1ons of Secnon 465 of the ‘Internal.

- Revenue Code, relating to hrmtatlon of deductions to the

amount at risk, shail be apphed in the same manner as in

the case of an individual.

{3) (A) The prov151ons of Secnon 469 of the Internal

. Revenue Code, relating to lumtatxons on passive activity
- losses and credits, shall be-applied in: the same manner as -

in the case of an individual.
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(B) For purposes of this paragraph, the “adjustetd.'
gross income” of the “S corporation” shall be'equal to its
“het income,” as determined under Section 24341 w1th

the modifications. required by this subdivision.
(g)  The amendments to Seetien 1363 of the I-ﬂ-kefﬂ-a}-

-BeveﬁueGeéemﬁéebySeetm%eFPa-bkeE&w

106/203; relating to recapture of LIEO arnount in the ease
of elections by § ecerperations; shell net apply The

‘amendments- to Section. 1363 of the Internal Revenue:

Code made by Section 2004 of Public- Law 100-647,
relating to effect of election on corporation, shall apply to
income years begmnmg on or after January 1, 1990.

(h) The provisions. of Section 1363(d) of tbe Internal
Revenue Code, relating to recapture of LIFO benefits,
shall be modified for purposes of this part to refer to
Section 25901a in' lieu of Section 6601 of the Intema] :
Revenue Code.

SEC. 14. Séction 24274 of the Revenue and Taxahon \
Code, as amended by Assembly BJH 802 of the 1989—90 :

. Regular Session, is repealed.

2X497Y qlhepreﬁsteﬁseﬁSeeHeﬁSJ:eftheI-ﬂtema&

. Revenue Ceode; relating to inereases in veeation pay
_&uspeﬁse&eeeaﬁt-ehd}appl-yasaﬁxeadeéby?abheé&w

59/531.
SEC. 15, Section 24402 of- the Revenue and Taxation .
Code is amended to read: |
24402. (a) A portion of the dividends recelved

- during the income year declared from income which has

been included in the measure of the taxes imposed under
Chapter 2 (commencing with Section 23101), Chapter 2. 5
(commencing- with Section 23400), or Chapter 3
(commencing with Section 23501) upon the taxpaye’r'

" declaring the dividends.

(b) The portion of dividends wh:ch may be: deducted'
under this section shall be as follows:

(1) In the case of any leldend described in
subdivision. (a), received from a “more than 50 percent
owned corporation,” 100 percent. - :

(2) . In the case of any. leldend described in
subdivision (a), received from a “20- percent owned.
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‘corporation,” 80. percent o

(3) In the case of aﬁy dividend " described .

. subdivision ‘(a), received: from a bank or corporatlon. '

which is less than 20 percent owned, 70 percent. -
(¢) For purposes of this section:

(1) The:--term. - “moré -than..-50° percent . owned'
corporatxon means any bank:or-corporation if morethan
- 50 percent of the stock of that bank or corporation (by"
vote and value) ‘is owned by the taxpayer. For purposes:

of the preceding sentence; stock described in Section

1504(a) (4) of the Internal *Revenue Code shall not be -

taken into account.:

(2). The term “90 percent. owned corporation” means
. any bank or corporation if 20 percent or moreof the stock

of that bank or corporation (by vote and value) is owned

by the taxpayer: For purposes of the preceding sentence, -
~stock described in Section: 1504(a) (4) of the Internal
- Revenue Code shall not be taken into account.

SEGC: ¥+ Seetion 24412 of the Revenue and Taxatien

Cede is ammended to reads

2119, Seetions 851 to 8535; ineclusive; and. 860 of the-
{-nferﬁaiReveﬁ&eGeée-feL&hngtefegul&Geémvest-meﬁb
eemp&mes—she&-lbeapphea-b}e purpeses of this
ehapter; exeept thatL

-é&)-SeeﬁeaSS%(-b—)—(-l—}-eftheIn-ﬁem&lBeveﬁueGeée-

relating to impositien of menfege-la-teémveet-meﬁt‘

eompanies; shall not apph~ .
-(-b-)-SeehenSS%(-b)—(%)—(-B—)—eE%heI—ﬂ-befﬂﬁiReveﬁae

Geée-fehtaﬁgtemvesaﬁeﬁteempaﬁytmb%emeeme-w

modified to allow a dedueion; determined in secordanee

with Seetion S52{b){(5); releting to exempt interest
dividends; te the extent that sueh interest is included in

gross ineome under this part:
{e> Seetion 852(bI-3IAf ef%he Internal  Revenue

Cede; relating to-eapital gains; shall not apply-
{d) Seetion S52HBHBHBY of the Internal Revenuwe

37" Gode; relating to treatrment of exempt interest dividends

38
39
40

by sharchelders; shall not apply-

-(ea-:Phea:meﬁéfaeﬁtsteSeeﬁeﬁ%%eﬁ%helﬁ-Eema}«
ReveﬁueGeéemﬁd-ebySeeHeﬂ-l-O%%}efPﬁbheb&w-

"/



.......
11° by 3> For purpeses of applying the previsiens of ,

12: Seetion 263+ of the Internal Revenue Gede; relating o
o 14 expenses; the wdijowmlmmmw.ww 10204 of Publie Law
. 16 ‘eosts: shall apply to income years beginning on o after

18740 Ehe provisions of Sestion 10804bHENB) of

B 19 Publie Law 100/203; relating to change in methed of

S o~ 2 beginming on or efter Janwery 51980

29 . ,
30 Bew 100/647; releting to revoeation of cleetion; shadl

i 40 “affiliated groun” g,wm%@tmm_%wmw,immiﬂ the -
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meamagefSeeﬁe&%&éS&- l[
Hﬁ%ﬁﬁs?fwéeémﬁmgmﬁh%bhe
amendments to Section 304 of the Internal Rewvenue

- Gode by Seetion 10233 of Publie Law 100/203; relating to
&e&tmentefmsubs&é&r—y&&ﬁsaeﬁeﬁs-shaﬂ&pph‘%e-
ineore years beginning on or after Januery & 1085; for

dﬁ%ﬁbﬁﬁeﬁeeftfaﬁsfeﬁ&&efgeeembef-}é-%

{3} The provisiens of Seetion 10293(d)2) of Publie
Eaw 100/203; relating to exeeptions for the effective date

of treatrnent of mirror subsidiary transections; shall apply
to income years beginning on- or after January 1 1080

SEG: 20+ See&en%&é-}aeﬂheﬁeveﬂueaﬁd?ﬁm

- Gede i3 amended to read:

2513 -G&Ferpﬁrpesesd%hasp&ft-%hepfmeﬁ
Seeheaé%ef?&bhel:&wggla-&shaﬁapp}y-e*eeﬁ&s :
- otherwise provided: - .

-(-bé-qlhepfeﬁﬁeﬂﬁefSeeﬁeﬁéaa-(-e-)-eSPabheLaw
90/51Y; relating to- other transition rules; shall net apply

{e} The armendments to Seetienr 633 of Publie Law

WM@MW%W

inelusive; of Rublie Law 100/6A7; relating to effeetive

'é&tesferfeeeg-mheﬁefgmﬂmdlessendﬁ&rb&aeasé '
property in liquidetion; are deelaratory of existing law

~eadshaﬁtakee§ee%&séme¥uéeém8eeﬂea633e¥?&bhe

Law G546

SEC. 16. Section 24422.3 of the Bevenue and Taxation
Code, as amended by Assembly Bill 802 of the 1989-90
Regular Session, is amended to read:

24422.3. {ar: Cap1tahzat10n and - inclusion in
inventory -costs'of certain expenses shall be determined

eosts; shall net!
- SEC. 17 Section 24457 of the Hevenue and Taxation

Code as-amended by Assembly Bill 802 of the 1989-90

Regular Session, is amended to read:
94457, (a) Section.304 of the Internal Revenue Code,
relating to. redemption. through the use- of related
#\r “ -
I

i

E

‘in accordance with Sectlon 263A of the Internal Revenue =
. Code:

b The previsions of Seeaeﬁ 10204 of Publie Lmw -
- $86/203; relating to am-eﬁ-xz-a-&en e£ past serviee pensien



y

o~

mmqmmemma

—37— ~ AB:30

corporations, shall be applicable, except. as otherwme-

‘provided.

(b) For purposes of applying the prov151ons of Section-
304(b) (4) of the Internal Revenue Code, the term’
“affiliated group” means a controlled group w1th1n the:
meaning of Section 24564. , 5
ter The amendments to Seetion 304 of the Internsl.

Revenue GCode made by Secteon 10883 of Publie Law

m&%febaﬁgtefedemphent-hfea‘ghuseeffe}afeé

SE’C’ 18 Section 24533 of the Revenue and Taxation-
Code is amended to read: f
- 94533.- (a) Section 24532 shall: apply only if either—
" (1) The distributing. corporation, and the controlled -
corporation (or, if stock of more than.one controlled

corporation is distributed, each of such corporations) is
~ engaged immediately after the distribution in the active

conduct of a trade or business; or
- (2). Immediately ~before the distribution, the -

: d1str1but1ng corporation had no assets other than stock or .
securities in the controlled corporations and each of the
controlled corporations is engaged immediately after the -

distribution in the active conduct of a trade or business.
(b) Forj purposes of subsection (a), a corporation shall
be treated as engaged in the active conduct of a trade or

Abusmess if and only if—

(1) It is engaged in the active conduct of a trade or

' busmess, or substantially all of its assets consist of stock

and securities of a corporation controlled by it
(immediately after the distribution) which is so engaged;
(2) Such trade or business has been actively conducted
throughout the five-year period ending on the date of the
distribution;
. (3) Such trade or busmess was not acquxred within the
period described in paragraph (2) in a transaction in
which gain or loss was recognized in whole or in part; and
(4) Control of a corporation which (at the time of
acquisition -of  control) was conducting such trade or
business—

.
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(A) Was not acqmred by any distributee ¢orporation

directly (or through one or more corporations, whether

through the -distributing corporation or otherwise)
within the period described in paragraph (2) and-was not
acquired by the' distributing corporation directly (or
through one or more corporations) within that period, or

(B) Was so acquxred by any such corporation within
that period, but, in each case in which such control was
so acquired, it was so acquired, only by reason of

transactions in which gain or loss was not recognized in.

whole or in part, or only by reason: of such transactions
combined with acqulsmons before the begmnmg of that
period. .

(C) For purposes of this paragraph all dlstnbutee

corporations which are members of a controlled group

(within the meaning of Section 24564) shall be treated as
one distributee corporation.:

(¢) For income years beginning on or after ]anuary 1,
1989, Section 311 of the Internal:Revenue Code  (as
mcorporated by Section 24481) shall apply to any
distribution:

(1) To which this sechon (or so rnuch of Sections 24535
to 24539; inclusive, as relates to this section) applies, and

{2) Which is not in pursuance of a plan or
reorganization, in the same manner as if the distribution
were a distribution to- which Chapter 2 (commencing
with Section 23101) or Chapter 2.5' (commencing with
Section 23400) applies, except that Section 311(b) of the

Internal Revenue Code shall not apply to any distribution .

of stock or securities in the controlled corporation.
(d) (1) Except as provided in ‘paragraph (2), the

amendments to this section by the act adding this -

subdivision shall apply to income years beginning on or
after January 1, 1989, for dlstnbutlons or transfers after
December 15, 1987.

42y The provisions of Seetion 102233y of Publie
Eaw £00/203; relating to execeptions for the effcetive date

of treatraent of mirror subsidiary transeetions; sheall apply

© to ineome years beginning on or after Januery 1; 1080-

SEG: 23: Seetion 2459+ of the Revenne and Taxntion

96 890
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. 1 Cede is amended to read:
o 2. 24853 $m¢m¢$m®m&%§w¢{¢w¢mm¢m®.f
" 3 releting to earryevers in eertain corperate aequisitions;
4 shall apply to- the aequisition of assets by enother -
5 eorperstion to the- extent the ecorporaste attributes
by Fhe armendments to Seetion 38} of the Internal
8 Revenue Gede made by Seeton 10202 of Publie Law
100/203; relating to- installment sales; shell epply te
ineome years beginning on or after Jenuary + 1089 -
11 SEG: 23 Seetion 24604 is added to the Revenue and
12 TFexation Gede;to read: =
. 13 2460%: The amendments to Seetions 4104 and 119 of the
14 §§£§$§§&¥
Law 100/203; relating to repeat of the reserve for acerual
16: ef vaeation pay; shell apply to inecome years beginning on
or after January 1; $080- , C
18 SKEG: 2% Scetion 24652 of the Revenue and Taxation
19 Cede is arnended te read: B
24653 (o) The rethod eof acecunting for
eorperations engaged in farming shell be determined in
24  {b> The provisiens of Seetion 10205 of Rublie Law
- $00/203; relating te eertain farm corperations required to
26 wuse acerual methed of aeecunting; shall apply to income
years beginning on or after January 1; 1980-
29- Gede is amnended to read:: W

30.- 2466+ <{ay {1 Instellment sales shell be treated im
31 aceerdanee with- Scetions 153; A53A; and 4538 of the

38 .
39 wr&.mm.ﬂw&* %gggggg.

. 40 1988
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taxable year of deduetion; shall be ap

{b}%e&menémeﬁeteSee&en&é&éthel—n&erﬁa}: S
}%@O&feb&ngtefepea%ef’éhefesef#eﬁefaeem&leﬁ
vae&ﬁenpa&shaﬁ&p—ply%emeemeye&rsbega&&mgeﬁer-
“after January 15 1980

(2) The amendments to this sectzon by the act adding
this subdivision shall not apply to any distribution after

December 15, 1987, and before Janiuary 1, 1993, if:

" (A) Eighty percent or more- of the stock of the.
distributing corporation’ was acquired by the distributee:

before December 15, 1987, or |

' (B) Eighty percent or more: of the stock of the.
distributing corporation was acquired by the distributee -
. .before- January 1, 1989, pursuant to. a binding written.
-contract or tender offer in effect on December 15, 1987.

For purposes of the preceding sentence, stock

described in Section 1504 (a) (4)- of the Internal Revenue

Code shall not be taken into account.
- (3) (A) For purposes of paragraph (2), all corporations

- wluch were in existence on the designated date and were-
- members of the same- controlled group (as defined in

Section 24564) which included the distributees on that

date shall be treated as one dlsmbutee

(B) Subparagraph (A) shall| not exempt any

‘distribution from the amendments made to this section

by the act adding this subdivision if that distribution is
with respect to stock not held by the distributee

(determined without regard to subparagraph (A)) on -

Il

the designated date directly or indirectly through a
- corporation which. goes out  of existence in tbe"

transaction.

(C) For purposes of this. paragraph the term-

“deszgnated date” means the later of:
' (i) December 15, 1987, or i

" (ii) The date on' which the. acquisition meeting the

requirements of paragraph-(2) occ¢urred.;

96 40

B ‘
Y



.

8,gl\'>l\').l—-r-.-w'n—-t—/-;»-u—-»—-p‘—-vp-a o ) . )
r—ocooo-qmm.a.o:mr—ocoqoqc)m%pap»—

ﬁ-OILJQJOJOJGJQJGJGJOJDDbODObO%%tO
c?g>a;~1030;@Lo:u:h‘c>¢>q>~103 A

C— 45— ‘ AB. 30

SEC 19. Section 24601 of the Revenue and Taxabon
Code, as amended by Assembly Bill 802 of the 1989-90
Regular Session, is amended to read:

24601. <&y The provisions of Sections 404, 404A, 406;.
407 419, and 419A of the Internal Revenue Code shall :

apply, except as otherwise provided.

?hepfemteﬁseFSeeheni%O-l-eEPﬁ-bkeL&wi

%&fehtmgteaeefu&lém&tmﬁp&yhshﬁﬁﬁe%

SEC 20. Section 24652 of the Revenue and Taxation
Code, as amended by Assembly Bill 802 of the 1989-90

Regnilar Session, is amended to read:

24652.. &> The method of -accounting for |

. corporations engaged-in farming shall be determined in
accordance with Section 447 of the Internal Revenue»-

Code.

-éb-)-?hepaemensefSeeﬁeﬁ%efPubheL&wI

M*M%%MWW% a

use the acerusl methed of ; shell pet applyx
SEC. 21. Section 24667 of the Revenue and Taxation
Code, as amended by Assembly Bill 802 of the 1989-90

- Regular Session, is amended to read:

24667. (a) (1) Installment sales shall be treated in '
accordance with Sections 453, 4534, 453B, and 453C of the :

Internal Revenue Code, except as othermse provided.
(2) For purposes of applymg the provisions of Section
453C of the Internal Revenue Code, relating to certain

indebtedness treated as payment on installment .

obligations, the provisions of Sections 811(c)(2),

'811(c) (4),811(c) (6),and 811(c) (7) of Public Law 99-514,
- as modified by Section 1008(f) of Public Law 100-647,

shall apply to income years begmmng on or after ]anuary
1, 1988.

(3) The provisions of Section 812 of Public Law 99-514,

relating to the disallowance of use of the installment
method for certain obligations, as modified by Section

" 1008(g) of Public Law 100-647, shall apply to income

years beginning on or after January 1, 1988.
(b) For purposes of subdivision (a), any references in
the Internal Revenue Code to sections that have not been.
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incorporated into this part by reference shall be deemed
to refer to the corresponding section, if any, of this part.
{e> Fhe amendments to Scetions 453; 1534 and 153G

made by Seetion 10203 of Publie Law 100/203; relating to.

installrrent sales; shall net apply-

{4} The amendments to Seetions 153; 153A end 1536
medeby?ublwl:&w%@%&%felahﬁg%emﬁa}hneﬁtseb&
shell net apply-

(c) In the case of any taxpayer who made sales under

a revolving credit plan and was on the installment

method under former Section 24667 or 24668 for' the
taxpayer’s last income year beginning before January 1,
1988, the provisions of this section shall be treated as a.
change in method of accounting for its first income year
beginning after December ‘31, 1987, and all of tbe
following shall apply:

(1) That cbange shall be treated as initiated by the
- taxpayer.

(2) That change shall be treated as having been made
witbz the consent of the Franchise Tax Board.

(3) The period for taking into account adjustments
under- Article 6 (commencing with Section 24721) by
reason of that change shall not exceed four years.

(d) The repeal of Section 453C of the Internal
Revenue Code by Section 10202(a) of Public Law
100-203, relating to repeal ‘of the proportionate

" disallowance of the installment method, shall apply to

dispositions on or after January 1, 1990. ‘
(e) (1) The amendments to Section 453 of the

' Internal Revenue Code by Section 2004 of Public Law

100-647, relating to the installment method, shall apply to
income years beginning on or after January 1, 1990.
(2) In the case of any installment obligation to which

- Section 453(l) (2) (B) of the Internal Revenue Code

applies, in lieu of the provisions of Section 453(l) (3) (A)

of the Internal Revenue Code, the “tax” (as defined by
subdivision (a) of Section 23036) for any income year for
- which payment is received on that oBligation shall be
- Increased by the amount of interest determined in- the
- manner provided under Section 453(l)(3) (B) of the

96 100
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Internal Revenue Code. -
“(3) The provisions of Sectiom 10202(e)(2) and -
10204(b) (2) (B) of Public Law 100-203, relating to change .
in method of accounting, are modified to provide that
any. adjustments required by Section 481 of the Internal
Revenue Code shall be mc]uded in gross-income as
follows:
(A) Fifty percent in the first mcome year beginning
on or after January 1, 1990. ‘
(B) Fifty percent in the second income year
beginning on or after January 1, 1990.
(f) (1) The amendments to Section 453A of the
Internal Revenue Code made by Section 2004 of Public
Law 100-647, relating to special rules for nondealers, shall

- apply to income years beginning on or after January I,

1990.
(2) In the case of any installment obbgatzon to which

~ Section 453A of the Internal Revenue Code applies and

which is outstanding as of the close of the income year,
in lieu of the provisions of Section 453A(c) (1) of the
Internal Revenue Code, the “tax” (as defined by
subdivision (a) of Section 23036) for the income year shall .

- be increased by the amount of interest determined in the -
- manner provided. under Section 453A(c)(2) of the

Internal Revenue Code. ,
(3) The provisions of Section 453A(c).(3) (B) of the :
Internal Revenue Code, relating to the maximum. rate
used in calculating the deferred tax liability, are modified
to refer to the maximum rate of tax imposed under
Section 23151, 23186, or 23802, whichever applies, in lieu
of the- maximum rate of tax imposed under Section 11 of
the Internal Revenue Code. ‘
SEC. 22. Section 24673.2 of the Revenue and Taxation

'Code; as amended by Assembly Bill 802 of the 1989-90
" Regular Session, is amended to read:

24673.2. (a) Long-term contracts shall be accounted .
for in accordance with the special rules set forth in
Section 460 of the Internal Revenue Code. t

(b) (1) The provisions of Section 804(d) of Public
Law 99-314, relating to the effective date’of modifications -

96 130
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in the method of accouhtmg for long-term contracts; shall
be applicable to income- years begmmng on or after
January 1, 1987:

(2) In the case of a contract entered into after

February 28, 1986; during an income year- beginning

before January 1, 1987, an adjustment to income shall be -

made upon completion of the- contract,.if necessary, to
correct any under reporting or over reporting of income,
for purposes of this part, resulting from differences
between state and federal law for the income year in
which the contract began.

+e> Fhe amendments to- Scetion 460 of ﬂae Internal
Revenue Gede made by Seetion 10203 of Publie Law

- 100/203; relating to & reduetion in the pereentage of

itemns taken into aecount under the eompleted eontraet
methed; shell rot apply-

-éd-)-Theamendmeﬁs%eSeeﬁen&éOef&belﬁer—n&l-
-'ReveﬂaeGeéemaéebySeeaen 5041 of Publie Law

100/4647; relating to a redueton in the pereentage of
iterns taken into aeeount under the completed eentraet
ethed; shell net apply». -

(¢) In the case of a contract entered into after October

13, 1987, during an income year beginning before January
© 1, 1990, an adjustment to income shall be made upon

completion of the contract, if necessary, to correct any
underreporting or overreporting of income, for purposes
of this part, resulting from differences between state and
federal law for taxable years beginning prior to January
1, 1990.

(d) In the case of a contract entered into after June 20,

1988, during an income year beginning before January 1,
1990, an adjustment to income shall be made upon

. completion of the- contract, if necessary, to correct any

underreporting or overreporting of income, for purposes

* of this part, resulting from differences between state and

federal law for taxable years beginning pnor to January
1; 1990..

(e) For purposes of applymg Section 460(a) (2) of the
+ Internal Revenue Code, relating to 90 percent look-back

method, any adjustment to income computed under

r

of
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subdivision (b), (c), or (d) shall be deemed to have been
reported in the income year from which the adjustment
arose, rather than the income year in Wthh the contract'-
was completed. '

SEC. 23. Section 24681 of the Revenue and Taxation
. Code, as amended by Assembly Bill 802 of the 1989-90
Regular Session, is amended to read:

24681. 4er The provisions of Section 461 of the
. Internal Revenue Code, relating to the general rule for.
taxable year of deduction, shall be applicable, except as
otherwise provided..

by The amendsrents to Seetion 161 of the Internal
Revenue Cede made by Seetion 1020+ ef Publie Law
1004203; relating to- acerual of vaeation pey; shall net

15. epply-

16
17

18
19

20

21
22
23

24

25
26
27
28
29

- 30

31
32
33
34

35"
36
37

38
39

40

SEG: 28: '

SEC. 24. Section 24685 of the Revenue and Taxation
Code is repealed.

SEG: 29-

SEC. 25. Section 24685 is added to the Revenue and.
Taxation Code, to read:

24685. (a) In the case of any taxpayer who elected to
have former Section 24685 apply to its last income year
beginning prior to January 1, $989 1990, and who is

' required to change its method of accounting by reason of
the amendments made by the act addmg this section,
each of the following shall apply: '

(1) The change shall be treated as initiated by the
taxpayer,

(2) The change shall be treated as having been made
with the consent of the Franchise Tax Board, and

~(3) The net amount of adjustments required by Article
6 (commencing with Section 24721) to be taken. into
account by the taxpayer:

(A) Shall be reduced by the balance in the suspense
account under subdivision (c) of former Section 24685 as
of the close of the last income year beginning before
January 1, $989 1990, and

(B) Shall be taken into account over thé three income
year period beginning with the income year following

96 170
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" allowed under Section 23610.5 (relating to low-income
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that last income year, as-follows:

The percentage to be

In the case of the: ' taken into. account is:
Ist Year . 36
' ' ' 50
2nd Year ' ' 35
3rd Year : 35

-(b) Nothithétanding'subparagraph' (B) of paragraph

(3) of 'subdivision (a), if the period during which the:

adjustments are required to be taken into account under

- Article 6: (commencing with Section 24271) is less than

three years, those adjustments shall be taken into account. .
ratably over the shorter period.

SEG:-30:

SEC. 26. Section 24692 of the Revenue and Taxation
Code is-amended to read: ‘

24692. (a) The treatment of pass1ve achwty losses
and credits shall be determined  in accordance- with
Section 469 of the Internal Revenue Code; except as
otherwise provided.

(b) For purposes-of this part, the provisions of Section

469 (d) (2) of the Internal Revenue Code, relating to
- passive ‘activity credits,. are modified to refer to the

following credits:
~ (1) The credit for research expenses allowed by
Section 23609. _

(2) The credit for clinical testing ‘expenses allowed by
Section 23609.5. :

(3) The: credit for- low-income housing allowed by
Section 23610.5.

(4) The credit for certain wages paid (targeted jobs)

allowed by Section 24330.

(c) For purposes of applying the provisions of Section

" 469(i) of the Internal Revenue Code; relating to the

twenty-five thousand. dollars ($25,000) offset for rental
real estate'activities, the dollar limitation for the- credit

%6 210
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housing) shall be equal to seventy-five thousand dollars

* ($75,000) in lieu of the amount specified in Section

469 (i) (2) of the Internal Revenue Code.

(d) Section 502 of the Tax Reform Act of 1986 (Public
Law 99-514) shall apply.

(e) For income years beginning on or after January 1,
1987, the provisions of Section 10212 of Public Law

100-203, relating to treatment of publicly traded =~~~ 7

partnerships under Section 469 of the Internal Revenue
Code; shall be applicable. -

(f) The amendments to Section 469 (k) of the Internal
Revenue Code made by Section 2004 of Public Law
100-647, relating to separate application of section in case
of publicly traded partnerships, shall apply to income

. years beginning on or after January 1; 1089: -

SEG: 31: Seeton 233701 of the Revenue and Taxation
Gede is-armended to read: '
214701 {e)y The provisiens of Seetion 471 of the

- Internel Revenue Gede; relating to the general rule for
© inventeries; shell be

-(-b-)-‘F-heprews&easefSeeﬁenmeftheIﬁtemaJ

'Rﬂeme@edereh&ag%las#m—ﬁ-mﬂeutmeﬂeﬁes-

shell be

SEC: 32- See&en%!#@%ef%he&eveaueaaé?mﬂeﬂ
Gede is

SEG: 33: Seeﬁea%&?%efﬂ&ekeveﬁaeaﬂd:?amaeﬁ-
GCede is

SEC: 3X4- Seehen%!—?@&efdaekeve&ueané?mea%m,
Gode is repealed: -

SEG: 35- Seeﬁea%ef&he?:eve&ue&aé?&mﬁen
Ceode is-

SEG: 36- See&en%ef%he&eveaaeaaé?—&x&aeﬁ

- Gede is

SEG: 3% Seetion 24707 of the Revenue and Taxation
Cede 19

$EC: 38 years begmnwg on or after January 1, 1990.

SEC. 27. Section 24990.5 of the' Revenue and Taxation
Code is amended to read:

24990.5. (a) Section 1201 of the Internal Revenue
Code, relating to alternative tax for corporations, shall

&
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not be apphcable CE
~ (b) The provisions of Section 1212 of the Internal

Revenue: Code, relating to capital loss carrybacks and
CAITYOVETS, shall be modified.as follows:

(1) Section 1212(a) (1) (A)- of. the Internal Revenue
Code, relating to capital loss carrybacks, shall not apply.

(2) Section-1212(a) (3) of the Internal Revenue Code,
relating to special rules on carrybacks, shall not apply.
- (3) Sections 1212(b) and 1212(c) of the Internal
Revenue Code, 'relating to taxpayers other than a
corporation, shall not apply. "

SEG: 39- This aet provides for a tax levy within the .
meanmgef&rﬁele#eﬂhe@eﬁs&maeﬁaﬁé&haﬂgemte

. iminediate effeet:

SEC. 28. This act shall not become operative unless
Assembly Bill 802 of the 1989-90 Regular Session is

' chaptered before this act.

SEC. 29. Unless otherWJse specifically provxded this

actshall be appbed in the computation of taxes for taxable

or income years- begmnmg on or after January 1, 1990.
SEC. 30. This act is an urgency statute necessary for

the immediate preservation of the public peate, health,

or. safety within the meaning of Article IV of the

- Constitution and shall go into immediate effect. The facts '

constituting the necessity are:
In order to insure that - taxpayers have timely
notification of changes of tax law effective on January 1,

1990, it is necessary that this act take effect immediately.
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CORRECTIONS.
Text—Pages 12, 13, 14, 15, 18.

AB: 30.
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