AMENDED IN ASSEMBLY JUNE 12, 2026

SENATE BILL No. 122

Introduced by Committee on Budget and Fiscal Review

January 23, 2025

An-actrelatingto-the BudgetAet-6f-2025:-An act to amend Section
53084.5 of the Government Code, to amend Sections 6006, 6009, 6010,
6010.5, 6010.9, 6016, 6406, 7051.3, 17039.4, 17039.5, 17935, 17941,
17948, 19533, 23036.4, and 23036.5 of, to add Sections 6009.5,
6010.5.1, 6016.1, 6016.2, 6052, 6054, 6201.55, 6362.4, 6372, 6372.1,
7202.1, 7254, 17039.6, and 23036.6 to, and to add and repeal Part
10.8 (commencing with Section 22000) of Division 2 of, the Revenue
and Taxation Code, relating to taxation, and making an appropriation
therefor, to take effect immediately, bill related to the budget.

LEGISLATIVE COUNSEL’S DIGEST

SB 122, as amended, Committee on Budget and Fisca Review.
BudgetAet-ef-2025-Taxation.

(1) Existing state sales and use tax laws impose a tax on retailers
measured by the gross receipts from the sale of tangible personal
property sold at retail in this state of, or on the storage, use, or other
consumption in this state of, tangible personal property purchased from
aretailer for storage, use, or other consumption in this state. The Sales
and Use Tax Law (SUT) defines “ tangible personal property” to mean
personal property that may be seen, weighed, measured, felt, or touched,
or that isin any other manner perceptible to the senses. Existing law
punishes various violations of the SUT as crimes.

The Bradley-Burns Uniform Local Sales and Use Tax Law
(Bradley-Burns) authorizes counties and cities to impose local sales
and use taxes in conformity with the SUT, and existing laws authorize
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districts, as specified, to impose transactions and use taxes in
accordance with the Transactions and Use Tax Law, which generally
conforms to the SUT. Amendments to the SUT are automatically
incorporated into the local tax laws.

This bill would define “ tangible personal property” to additionally
mean a digital product and any copyright or patent interests associated
therewith for the purposes of the application of the SUT, as prescribed.
The bill would define * digital product” to mean, except as provided,
prewritten computer software transferred on tangible storage media,
transferred electronically, or accessed remotely. The bill would also
make various confor ming changes. By expanding the scope of violating
the SUT, this bill would impose a state-mandated local program.

This bill would prohibit a purchaser or retailer of a digital product
that is transferred electronically or accessed remotely from entering
into any form of agreement that would result, directly or indirectly, in
the payment, transfer, diversion, or rebate of any tax revenue resulting
fromtheimposition of a salesand usetax under Bradley-Burnsimposed
on the sale or purchase of a digital product that is transferred
electronically or accessed remotely.

Thisbill would make an appropriation of $750,000 from the General
Fund to the California Department of Tax and Fee Administration for
the purpose of administering these sales and use tax provisions.

(2) The Personal Income Tax Law and the Corporation Tax Law
authorize various credits against the taxes imposed by those laws.
Existing law, for taxable years beginning on or after January 1, 2024,
and before January 1, 2027, limitsthetotal tax reduction by all business
credits, as defined, to $5,000,000 per taxable year, except as specified.

Thisbill would extend thislimitation through taxabl e years beginning
before January 1, 2030. The bill would also create additional exceptions
to thislimitation for certain refundable credits or refundable amounts.
Thebill would, for taxable years beginning on or after January 1, 2030,
similarly apply a business credit limit of 70% of the total taxesimposed
or $5,000,000, whichever is greater, except as specified.

Existing law, for taxable years beginning on or after January 1, 2024,
and before January 1, 2027, allows a taxpayer to make an irrevocable
election to receive an annual refundable credit amount, beginning the
3rd taxable year after the electionismade, equal to 20% of the qualified
credits that would have otherwise been available to the taxpayer but
for the $5,000,000 limitation. Existing law requires the annual
refundable credit amount to be allowed as a credit for the taxable year,
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as specified, and requires the balance, if any, to be paid from the Tax
Relief and Refund Account, a continuously appropriated fund, to the
taxpayer.

This bill would extend the provisions relating to elections to receive
an annual refundable credit amount through taxable years beginning
before January 1, 2030. By extending the operation of a continuous
appropriation, this bill would make an appropriation.

(3) Existing law imposes an annual minimum franchise tax of $800,
except as provided, on every corporation incorporated in this state,
gualified to transact intrastate businessin this state, or doing business
in this state, and an annual tax in an amount equal to the minimum
franchise tax, except as provided, on every limited partnership, limited
liability partnership, and limited liability company doing business in
this state, as specified.

This bill, for taxable years beginning on or after January 1, 2027,
and before January 1, 2030, would reduce the amount of the annual
tax imposed on a limited partnership, limited liability partnership, and
limited liability company doing businessin this state from $800 to $400
for the corporation’s first taxable year. The bill would require the
Franchise Tax Board to submit an annual report to the Legislature
regarding the reduction of the annual tax for these corporations, as
provided.

(4) The Personal Income Tax Law and Corporation Tax Law impose
taxes according to or measured by net income of a taxpayer subject to
those laws, including residents of the state, at specified rates. Existing
law requiresthe Franchise Tax Board to administer the Personal Income
Tax Law and the Corporation Tax Law pursuant to existing law, the
violation of which isa crime. The United States Department of Justice
announced on May 18, 2026, the establishment of the federal
Anti-Weaponization Fund for the purpose of providing a systematic
process to hear and redress claims of persons who suffered
weaponization and lawfare.

This bill would, for taxable years beginning on or after January 1,
2026, and before January 1, 2030, impose a tax on any settlement fund
payment from the federal Anti-\Weaponization Fund, or any subsequent
fund, settlement, or agreement, as provided, at a rate of 100%. The bill
would provide that the taxes imposed by these provisions would not be
subject to reduction due to deductions or credits, as provided. The bill
would require the Franchise Tax Board to administer thistax consistent
with existing law relating to the administration of the Personal Income
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Tax Law and the Corporation Tax Law. By expanding the scope of
crimes relating to those provisions, this bill would impose a
state-mandated local program.

(5) Thisbill would include a changein state statute that would result
in a taxpayer paying a higher tax within the meaning of Section 3 of
Article XI11 A of the California Constitution, and thus would require
for passage the approval of % of the membership of each house of the
Legislature.

(6) The California Constitution requires the state to reimburse local
agencies and school districts for certain costs mandated by the state.
Satutory provisions establish procedures for making that
reimbur sement.

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

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

changesretating-to-the Budget-Act-of 2025:
Vote: majerity-75. Appropriation: se-yes. Fiscal committee: re
yes. State-mandated local program: ne-yes.

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

1 SECTION 1. Section 53084.5 of the Government Code is
2 amended to read:
3 53084.5. (&) On or after January 1, 2016, alocal agency shall
4 not enter into any form of agreement that would result, directly or
5 indirectly, in the payment, transfer, diversion, or rebate of any tax
6 revenueresulting from the imposition of asales and use tax under
7 the Bradley-Burns Uniform Local Sales and Use Tax Law (Part
8 1.5 (commencing with Section 7200) of Division 2 of the Revenue
9 and Taxation Code) to any person for any purpose when both of
10 thefollowing apply:
11 (1) The agreement results in a reduction in the amount of
12 revenue under the Bradley-Burns Uniform Local Sales and Use
13 Tax Law that, in the absence of the agreement, would be received
14 by another local agency.
15  (2) Theretailer continuesto maintain aphysical presencewithin
16 theterritorial jurisdiction of that other local agency.
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(b) (1) A loca agency entering into an agreement that results
in areduction of the amount of revenue under the Bradley-Burns
Uniform Local Sales and Use Tax Law that, in the absence of the
agreement, would be received by another local agency shall post
the proposed agreement on itstHaternet-\Web-site internet website
for at least 30 days prior to ratification or approval of that
agreement by its governing body.

(2) A local agency entering into an agreement that resultsin a
reduction of the amount of revenue under the Bradley-Burns
Uniform Local Sales and Use Tax Law that, in the absence of the
agreement, would be received by another local agency shall notify
the other local agency by certified mail addressed to the attention
of the chief executive of that other local agency at least 60 days
prior to ratification or approval of that agreement by its governing
body.

(3) A local agency shall post any agreement on itsHaternet\Web
site internet website it has entered into that results in a reduction
of the amount of revenue under the Bradley-Burns Uniform Local
Sales and Use Tax Law that, in the absence of the agreement,
would be received by another local agency, including any
agreements entered into prior to January 1, 2016, that are still in
effect on and after that date.

(© (1) Alocal agency shall not enter into any form of agreement
that would result, directly or indirectly, in the payment, transfer,
diversion, or rebate of any tax revenue resulting from the
imposition of a salesand use tax under the Bradley-Burns Uniform
Local Salesand Use Tax Law (Part 1.5 (commencing with Section
7200) of Division 2 of the Revenue and Taxation Code) imposed
on the sale or purchase of a digital product that is transferred
electronically or accessed remotely.

(2) Apayment, transfer, diversion, or rebate of any tax revenue
pursuant to an agreement described in paragraph (1) may be
subject to redistribution by the California Department of Tax and
Fee Administration pursuant to Section 7209 of the Revenue and
Taxation Code.

t€)
(d) For the purposes of this-seetion-thefelowing-termshave
i Hgs: section:
(1) “ Accessed remotely” has the same meaning as defined in
Section 6016.2 of the Revenue and Taxation Code.
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(2) “Digital product” has the same meaning as defined in
Section 6016.1 of the Revenue and Taxation Code.

(3) “Loca agency” means a chartered or general law city, a
chartered or general law county, or acity and county, of this state.

2}
(4) “Person’-means-afperson has the same meaning as defined
in Section 6005 of the Revenue and Taxation Code.

(5) “Physical presence’” means the lease or ownership of any
real property for the purpose of carrying on business operations.

(6) “Purchase” has the same meaning as defined in Section
6010 of the Revenue and Taxation Code.

4)

(7) “Retailer”-meansaretaiter hasthe same meaning as defined
by in Section 6015 of the Revenue and Taxation Code.

(8) “ Sale” hasthe same meaning as defined in Section 6006 of
the Revenue and Taxation Code.

(9) “Transferred electronically” has the same meaning as
defined in Section 6016.2 of the Revenue and Taxation Code.

(e) Except as provided in subdivision (c), this section shall not
apply to any agreement by alocal agency to pay or rebate any use
tax revenue resulting from the imposition of a use tax under the
Bradley-Burns Uniform Local Sales and Use Tax Law relating to
a use tax direct payment permit issued under Section 7051.3 of
the Revenue and Taxation Code.

() Thissection shall not be interpreted to limit the ability of a
local agency to contract with or otherwise enter into an agreement
pursuant to subdivision (b) of Section 7056 of the Revenue and
Taxation Code.

€

(g) This section shall not apply to any mutual tax revenue
sharing agreement between local agenciesto pay, transfer, or divert
tax revenues that would be received by aloca agency resulting
from theimposition of asalesand usetax under the Bradley-Burns
Uniform Loca Sales and Use Tax Law to another local agency,
and where the agreement would not result, directly or indirectly,
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in the payment, transfer, diversion, or rebate of those tax revenues
to aretailer.

(h) The amendments to this section by the act adding this
subdivision shall become operative immediately upon enactment.

SEC. 2. Section 6006 of the Revenue and Taxation Code is
amended to read:

6006. “Sale’” means and includes:

(8 Any transfer of title or possession, exchange, or barter,
conditional or otherwise, in any manner or by any means
whatsoever, of tangible personal property for a consideration.
“Transfer of possession” includes only transactions found by the
beard department to be in lieu of atransfer of title, exchange, or
barter.

(b) The producing, fabricating, processing, printing, or
imprinting of tangible persona property for a consideration for
consumers who furnish either directly or indirectly the materials
used in the producing, fabricating, processing, printing, or
imprinting.

(c) Thefurnishing and distributing of tangible personal property
for a consideration by socia clubs and fraternal organizations to
their members or others.

(d) Thefurnishing, preparing, or serving for a consideration of
food, meals, or drinks.

(e) A transaction whereby the possession of property is
transferred but the seller retainsthetitle as security for the payment
of the price.

(f) A transfer for a consideration of the title or possession of
tangible personal property which has been produced, fabricated,
or printed to the specia order of the customer, or of any
publication.

(g) Any lease of tangible personal property in any manner or
by any means whatsoever, for a consideration, except alease of:

(1) Motion pictures or animated motion pictures, including
television, films, and tapes.

(2) Linensuppliesand similar articleswhen an essential part of
the lease agreement is the furnishing of the recurring service of
laundering or cleaning the articles.

(3) Household furnishings with alease of the living quartersin
which they are to be used.
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(4) Mobile transportation equipment for use in transportation
of persons or property as defined in Section 6023.

(5) Tangible personal property leased in substantially the same
form as acquired by the lessor or leased in substantially the same
form asacquired by atransferor, asto which thelessor or transferor
has paid sales tax reimbursement or has paid use tax measured by
the purchase price of the property. For purposes of this paragraph,
“transferor” shall mean the following:

(A) A person from whom the lessor acquired the property in a
transaction described in subdivision (b) of Section 6006.5.

(B) A decedent from whom the lessor acquired the property by
will or the laws of succession.

(6) A mobilehome, as defined in Sections 18008 and 18211 of
the Health and Safety Code, other than a mobilehome originally
sold new prior to July 1, 1980, and not subject to local property
taxation.

(7) Paragraphs (1) and (5) and Section 6094.1 shall not apply
to rentals or leases of video cassettes, video tapes, and video discs
for private use under which the lessee or renter does not obtain or
acquire the right to license, broadcast, exhibit, or reproduce the
video cassette, video tape, or video disc.

(h) Any transfer of title or possession, exchange, or barter,
conditional or otherwise, in any manner or by any means, of a
digital product transferred on tangible storage media for a
consideration.

(i) Any permanent or temporary transfer of the right, in any
manner or by any means whatsoever, to open, view, access,
download, copy, update, possess, store, manipulate, or otherwise
use a digital product transferred electronically or accessed
remotely for a consideration, beginning January 1, 2027.

() The amendments made to this section by the act adding this
subdivision shall become operative on January 1, 2027.

SEC. 3. Section 6009 of the Revenue and Taxation Code is
amended to read:

6009. (@) “Use” includes the exercise of any right or power
over tangible personal property incident to the ownership of that
property, and aso includes the possession of, or the exercise of
any right or power over, tangible personal property by a lessee
under a lease, except that it does not include the sale of that
property in the regular course of business.
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(b) For purposes of subdivision (a), the exercise of any right or
power over tangible personal property incident to the ownership
of that property includes opening, viewing, accessing,
downloading, copying, updating, possessing, storing, or
manipulating a digital product transferred electronically or
accessed remotely.

(c) The amendments made to this section by the act adding this
subdivision shall become operative on January 1, 2027.

SEC. 4. Section 6009.5 is added to the Revenue and Taxation
Code, to read:

6009.5. (a) For purposes of the use tax liability imposed
pursuant to Sections 6052 and 6201.55, “ storage” and “ use” do
not include the keeping, retaining, or exercising of any right or
power over a digital product for the purpose of installing or
deploying the digital product for use thereafter solely outside the
State.

(b) This section shall become operative on January 1, 2027.

SEC. 5. Section 6010 of the Revenue and Taxation Code is
amended to read:

6010. *“Purchase” means and includes:

(@ Any transfer of title or possession, exchange, or barter,
conditional or otherwise, in any manner or by any means
whatsoever, of tangible personal property for a consideration.
“Transfer of possession” includes only transactions found by the
beard department to be in lieu of atransfer of title, exchange, or
barter.

(b) When performed outside this state or when the customer
gives aresale certificate pursuant to Article 3 (commencing with
Section 6091) of Chapter 2, the producing, fabricating, processing,
printing, or imprinting of tangible personal property for a
consideration for consumers who furnish either directly or
indirectly the materials used in the producing, fabricating,
processing, printing, or imprinting.

(c) A transaction whereby the possession of property is
transferred but the seller retainsthetitle as security for the payment
of the price.

(d) A transfer for a consideration of tangible personal property
which has been produced, fabricated, or printed to the special order
of the customer, or of any publication.
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(e) Any lease of tangible personal property in any manner or
by any means whatsoever, for consideration, except alease of:

(1) Motion pictures or animated motion pictures, including
television, films, and tapes.

(2) Linensuppliesand similar articleswhen an essential part of
the lease agreement is the furnishing of the recurring service of
laundering or cleaning the articles.

(3) Household furnishings with alease of the living quartersin
which they are to be used.

(4) Mobile transportation equipment for use in transportation
of persons or property as defined in Section 6023.

(5) Tangible personal property leased in substantially the same
form as acquired by the lessor or leased in substantially the same
form asacquired by atransferor, asto which thelessor or transferor
has paid salestax reimbursement or has paid use tax measured by
the purchase price of the property. For purposes of this paragraph,
“transferor” shall mean the following:

(A) A person from whom the lessor acquired the property in a
transaction described in subdivision (b) of Section 6006.5.

(B) A decedent from whom the lessor acquired the property by
will or the laws of succession.

(6) A mobilehome, as defined in Sections 18008 and 18211 of
the Health and Safety Code, other than a mobilehome originally
sold new prior to July 1, 1980, and not subject to local property
taxation.

(7) Paragraphs (1) and (5) and Section 6094.1 shall not apply
to rentals or leases of video cassettes, video tapes, and video discs
for private use under which the lessee or renter does not obtain or
acquire the right to license, broadcast, exhibit, or reproduce the
video cassette, video tape, or video disc.

() Any transfer of title or possession, exchange, or barter,
conditional or otherwise, in any manner or by any means
whatsoever, of a digital product transferred on tangible storage
media for a consideration.

(g) Any permanent or temporary transfer of the right, in any
manner or by any means whatsoever, to open, Vview, access,
download, copy, update, possess, store, manipulate, or otherwise
use a digital product transferred electronically or accessed
remotely for a consideration, beginning January 1, 2027.
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(h) The amendments made to this section by the act adding this
subdivision shall become operative on January 1, 2027.

SEC. 6. Section 6010.5 of the Revenue and Taxation Code is
amended to read:

6010:5—Fer

6010.5. (a) Subject to subdivision (b), for the purposes of this
part, the place of the sale or purchase of tangible personal property
is the place where the property is physically located at the time
the act consgtituting the sale or purchase, as defined in this part,
takes place.

(b) (1) For a digital product transferred on tangible storage
media, the place of the sale or purchase of that digital product
shall be the place where the tangible storage media is physically
located at the time the act constituting the sale or purchase takes
place.

(2) If the sale or purchase of a digital product that is not
transferred on tangible storage media is an in-person sale or
purchase at a location of the seller for which the seller isrequired
to hold a seller’s permit pursuant to Section 6066, the place of the
sale or purchase of the digital product transferred electronically
or accessed remotely shall be the seller’s place of businessin this
state where the in-person sale or purchase occurred.

(3) (A) If the sale or purchase of a digital product that is not
transferred on tangible storage media is not an in-person sale or
purchase, the place of the sale or purchase of a digital product
transferred electronically or accessed remotely shall be deemed
to be the purchaser’s known address in this state shown in the
seller’s records maintained in good faith in the ordinary course
of business.

(B) If the purchaser provided more than one address to the
seller during the consummation of the sale or purchase, the
purchaser’s known address shall be determined from those
addressesin this state in the following order of priority:

(i) The purchaser’s billing address.

(if) The purchaser’s shipping or delivery address.

(iii) The mailing address associated with the purchaser’s
payment instrument.

(iv) The purchaser’s mailing address.

(C) If a purchaser does not provide an address to the seller
during the consummation of the sale or purchase, the purchaser’s
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known addressin this state shall be determined fromthe addresses
in this state the purchaser previously provided to the seller in the
following order of priority:

(i) The purchaser’s most recent billing address.

(if) The purchaser’s most recent shipping or delivery address.

(iii) The purchaser’s most recent mailing address associated
with the purchaser’s payment instrument.

(iv) The purchaser’s most recent mailing address.

(4) If neither paragraph (2) or (3) apply, the place of the sale
or purchase of a digital product transferred electronically or
accessed remotely shall be deemed to be outside of this state.

(c) The amendments made to this section by the act adding this
subdivision shall become operative on January 1, 2027.

SEC. 7. Section 6010.5.1 isadded to the Revenue and Taxation
Code, to read:

6010.5.1. (a) Theplace of useof adigital product shall bethe
place where any right or power is exercised over the digital
product. The right or power to remotely access a digital product
is exercised at the place where the person accessing the digital
product islocated.

(b) It shall be presumed that a digital product that was
purchased outside of this state, as determined pursuant to Section
6010.5, and used in this state within 90 days from the date of sale
or purchase was purchased for storage, use, or other consumption
in this state.

(c) Thissection shall become operative on January 1, 2027.

SEC. 8. Section 6010.9 of the Revenue and Taxation Code is
amended to read:

6010.9. (a) “Sde’ and “purchase,” for the purposes of this
part, do not include the design, development, writing, trandlation,
fabrication, lease, or transfer for a consideration of title or
possession, of-a custom computer-pregram; software, other than
abasi c operati onal-pregram-{asdefinedHr-Section-995:2); program,
either in the form of written procedures or in the form of tangible
storage mediaon which, or in which, thepregram custom computer
software is recorded, or any required documentation or manuals
designed to facilitate the use of the custom computer—proegram
software so transferred.

AS

(b) Asused in this section:
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@ - Basic operational program” has the meaning defined in
Section 995.2.

{b)
2 * Computer”—de%—net—melade—tape—een’ere%d—au%emaﬂe

means an el ectronl c dev| ce, |ncI ud| ng word proc ng equi pment
that is programmable and includes a processor (CPU) and internal
memory.

(€}

(3) “Computer-program™ software” means-the-comptete-plan
for-the-solution-of apreblem;-such-asthe-complete-sequence set
of —auteomatic—data-processing—eguipment  coded instructions
ﬁee%safy deﬂ gned to—sal—ve cause a—preblem—aﬂd—memd%—beth

computer or automatlc data proc ing eqw pment to perform a
task.

(4) (A) “Customcomputer software” meanscomputer software
prepared to the special order of a single customer and includes
those services represented by separately stated charges for
modifications to existing prewritten computer software that are
prepared to the special order of the customer.

eFdeFef—the—eustemeHihe—temq software” does not incl ude—a
“eanned™—or prewritten computer-program-which software that is
held or existing for general or repeated sale or lease, even if the
prewritten-er—ecanned™proegram computer software was initially
developed on a custom basis or for in-house use. Modification to
an existing prewritten—pregram computer software to meet the
customer’s needsis custom computer-pregrammtig software only
to the extent of the modification.

(c) The amendments made to this section by the act adding this
subdivision shall become operative on January 1, 2027.
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SEC. 9. Section 6016 of the Revenue and Taxation Code is
amended to read:

6016. (@) “ Tangible personal property” means either of the
following:

(1) Personal property-which-may that can be seen, weighed,
measured, felt,—er touched, or—whieh is in any other manner
perceptible to the senses.

(2) A digital product and any copyright or patent interests
associated therewith.

(b) The amendments made this section by the act adding this
subdivision shall become operative on January 1, 2027.

SEC. 10. Section 6016.1 is added to the Revenue and Taxation
Code, to read:

6016.1. (a) “Digital product” means prewritten computer
software transferred on tangible storage media, transferred
electronically, or accessed remotely.

(b) “Digital product” does not include any of the following:

(1) Adigital asset.

(2) Adigital audio work.

(3) Adigital audiovisual work.

(4) Adigital book.

(5) Digital infrastructure.

(6) Adigital video game product.

(7) Adigital visual work.

(c) Asusedin this section:

(1) “ Computer” has the meaning defined in Section 6010.9.

(2) “ Computer software” has the meaning defined in Section
6010.9.

(3) “ Custom computer software” has the meaning defined in
Section 6010.9.

(4) " Digital asset” meansa digital representation of value that
is recorded on a cryptographically secured distributed ledger or
any similar technology, as specified by the Secretary of the
Treasury of the United Sates.

(5) “Digital audio work” means a work that results from the
fixation of a series of musical, spoken, or other sounds, including
aringtone or music, that istransferred electronically or accessed
remotely.
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(6) “Digital audiovisual work” meansa series of related images
that when shown in succession impart an impression of motion,
together with accompanying sounds, if any, that is transferred
electronically or accessed remotely.

(7) “ Digital book” means a work that is generally recognized
in the ordinary and usual sense as a book that is transferred
electronically or accessed remotely.

(8) “Digital infrastructure” means a cloud-based service
provided remotely that allows a user to create, deploy, scale, or
run the user’s own computer software on the service provider’s
digital platform without managing, operating, or maintaining the
user’s own infrastructure, including any hardware, software,
networks, and facilities that are required to allow the user to
create, deploy, scale, or run the user’s own computer software,
required to complete the task.

(9) “Digital video game product” means an electronic,
interactive game played for entertainment purposes by
manipulating an input device to produce visual feedback on a
screen that is transferred electronically or accessed remotely.

(10) “Digital visual work”™ means artwork created by using
computer hardware and software processes which results in
artwork in a digital format that is transferred electronically or
accessed remotely.

(11) * Prewritten computer software” means computer software
that isheld or existing for general or repeated sale or lease, even
if the prewritten softwarewasinitially developed on a custombasis
or for in-house use, including the combination of two or more
prewritten programs.

(d) This section shall become operative on January 1, 2027.

SEC. 11. Section 6016.2 is added to the Revenue and Taxation
Code, to read:

6016.2. (a) “ Accessed remotely” means to have accessed for
consideration by use of a digital code, password, or other means
prewritten computer software that resides on the vendor’s server
or the server of a third party.

(b) “Tangible storage media” means any tangible device or
material capable of storing a digital product, including, but not
limited to, any internal or external drive, disk, memory card, or
other item capable of storing a digital product.
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(c) “ Transferred electronically” means obtained by the
purchaser, by means other than tangible storage media, in a
manner that allowsthe purchaser to open, view, access, download,
copy, possess, store, manipulate, update, or otherwise use the
digital product.

(d) This section shall become operative on January 1, 2027.

SEC. 12. Section 6052 is added to the Revenue and Taxation
Code, to read:

6052. (a) Notwithstanding Section 6010.5, and except as
provided in subdivision (c), a retailer is relieved from liability to
pay sales tax on the sale or purchase of a digital product that is
transferred electronically or accessed remotely if the following
applies, unless the purchaser is an insurer, as defined in Section
28 of Article XIl1 of the California Constitution:

(1) (A) The gross receipts from the sale of digital products by
a retailer to a purchaser that are transferred electronically or
accessed remotely exceed five million dollars ($5,000,000) in the
aggregate in the current calendar year, or, beginning January 1,
2028, in the current or the preceding calendar year.

(B) The purchaser shall become liable for the use tax pursuant
to subdivision (b) on the transaction that caused the retailer to
exceed the threshold specified in subparagraph (A) and any
adjustments made pursuant to paragraph (2).

(2) (A) On or before October 1, 2031, and every five years
thereafter, the department shall multiply the amount specified in
subparagraph (A) of paragraph (1) by the percentage increase in
the California Consumer Price Index for All Urban Consumers
between October 1, 2026, and the date of the cal culation required
by this subparagraph, and the result shall be rounded to the nearest
one million dollars ($1,000,000) and shall be the applicable
amount for the succeeding calendar year.

(B) Theapplicable amount computed pursuant to subparagraph
(A) shall be operative beginning January 1 of the succeeding
calendar year, and four years thereafter, as an adjustment of the
amount specified in subparagraph (A) of paragraph (1).

(b) If aretailer isrelieved fromliability to pay salestax pursuant
to subdivision (a), the purchaser isliable for the use tax and shall
self-assess and pay directly to the department taxes due under this
part, Part 1.5 (commencing with Section 7200), and, if otherwise
applicable, Part 1.6 (commencing with Section 7251) and Part
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1.7 (commencing with Section 7280) on the transaction that caused
theretailer to exceed the threshold specified in subparagraph (A)
of paragraph (1) of subdivision (a) and any adjustments made
pursuant to paragraph (2) of subdivision (a).

(©) (1) Ifthe department determinesthat it isnecessary for the
efficient administration of this part, the department may waive the
requirement for the purchaser to self-assess and pay taxes due
directly to the department under subdivision (b), and the retailer
shall be liable to pay the sales tax if the purchaser submits to the
department a request for waiver in a formand manner prescribed
by the department that includes all the places of business where
the applicant expects to be a place of first use for purchases of
digital products subject to subdivision (a).

(2) A purchaser that submits a request for waiver to the
department under paragraph (1) shall also submit to the retailer
all places of business where the purchaser expects to be a place
of first use, which shall be considered the place of sale for purposes
of the salestax.

(d) A purchaser that is required to pay use taxes to the
department under subdivision (b) shall obtain a use tax direct
payment permit pursuant to the procedures provided in Section
7051.3.

(e) Thissection shall become operative on January 1, 2027.

SEC. 13. Section 6054 is added to the Revenue and Taxation
Code, to read:

6054. (a) Aretailer isrelieved from liability to pay sales tax
or collect use tax on the sale or purchase of a digital product
transferred electronically or accessed remotely if the place of the
sale or purchase of the digital product was deemed to be outside
of this state pursuant to Section 6010.5, and the retailer
demonstrates to the satisfaction of the department that the retailer
made a reasonabl e effort to obtain accurate and complete address
information from the purchaser.

(b) This section shall become operative on January 1, 2027.

SEC. 14. Section 6201.55 isadded to the Revenue and Taxation
Code, immediately following Section 6201.5, to read:

6201.55. (@) Notwithstanding Section 6010.5 and except as
provided in subdivision (c), a retailer isrelieved of the obligation
to collect use tax on the sale or purchase of a digital product that
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istransferred electronically or accessed remotely if the following
applies:

(1) (A) The sales price of digital products purchased by a
purchaser from a retailer that are transferred electronically or
accessed remotely exceeds five million dollars ($5,000,000) in the
aggregate in the current calendar year, or beginning January 1,
2028, in the current or the preceding calendar year.

(B) Thepurchaser shall beresponsiblefor reporting and paying
the use tax to the department pursuant to subdivision (b) on the
transaction that caused the purchaser to exceed the threshold
specified in subparagraph (A) and any adjustments made pursuant
to paragraph (2).

(2) (A) On or before October 1, 2031, and every five years
thereafter, the department shall multiply the amount specified in
subparagraph (A) of paragraph (1) by the percentage increase in
the California Consumer Price Index for All Urban Consumers
between October 1, 2026, and the date of the cal culation required
by this subparagraph, and the result shall be rounded to the nearest
one million dollars ($1,000,000) and shall be the applicable
amount for the succeeding calendar year.

(B) Theapplicable amount computed pursuant to subparagraph
(A) shall be operative beginning January 1 of the succeeding
calendar year, and four years thereafter, as an adjustment of the
amount specified in subparagraph (A) of paragraph (1).

(b) If aretailer isrelieved fromthe obligation to collect use tax
pursuant to subdivision (a), the purchaser shall self-assess and
pay directly to the department taxes due under this part, Part 1.5
(commencing with Section 7200), and, if otherwise applicable,
Part 1.6 (commencing with Section 7251) and Part 1.7
(commencing with Section 7280) on the transaction that caused
the purchaser to exceed the threshold specified in subparagraph
(A) of paragraph (1) of subdivision (a) and any adjustments made
pursuant to paragraph (2) of subdivision (a).

(©) (1) If the department determinesthat it isnecessary for the
efficient administration of this part, the department may waive the
requirement for the purchaser to self-assess and pay taxes due
directly to the department under subdivision (b), and the retailer
shall have an obligation to collect the use tax if the purchaser
submits to the department a request for waiver in a form and
manner prescribed by the department that includes all the places
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of business where the applicant expects to be a place of first use
for purchases of digital products subject to subdivision (a).

(2) A purchaser that submits a request for waiver to the
department under paragraph (1) shall also submit to the retailer
all places of business where the purchaser expects to be a place
of first use, which shall be considered the place of usefor purposes
of the use tax.

(d) A purchaser that isrequired to pay taxes to the department
under subdivision (b) shall obtain a use tax direct payment permit
pursuant to the procedures provided in Section 7051.3.

(e) Thissection shall become operative on January 1, 2027.

SEC. 15. Section 6362.4 is added to the Revenue and Taxation
Code, to read:

6362.4. (a) Thereareexempted fromthetaxesimposed by this
part the gross receipts from the sale or lease of, and the storage,
use, or other consumption in this state of, the right to reproduce
or copy a digital product in order for copies of the digital product
to be distributed for consideration to third parties, even if a copy
of thedigital product istransferred concurrently with the granting
of that right. Any tangible storage media on which the digital
product is transferred is merely incidental.

(b) This section shall become operative on January 1, 2027.

SEC. 16. Section 6372 is added to the Revenue and Taxation
Code, to read:

6372. (a) There are exempted from the taxes imposed by this
part the gross receipts from the sale of, and the storage, use, or
other consumption of, a digital product purchased solely for use
outside of this state or in interstate or foreign commerce.

(b) (1) The burden of proving that the exemption created by
this section appliesison the seller who makesthe sale of a digital
product, unless the seller takes from the purchaser a certificate to
the effect that the property is purchased solely for use outside of
this state or in interstate or foreign commerce in the form and
manner prescribed by the department.

(2) The certificate described by this subdivision relieves the
person selling the digital product from the duty of paying sales
tax and collecting the use tax only if taken in good faith.

(c) Ifapurchaser certifiesinwriting to a seller that a purchase
of adigital product isexempted by this section and usesthedigital
product in this state, the purchaser shall be liable for payment of
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sales tax as if the purchaser were a retailer making a retail sale
of the property at the time of that use, and the cost of the property
to the purchaser shall be deemed the grossreceiptsfromthat retail
sale.

(d) (1) A purchaser that purchasesa digital product for usein
this state and a digital product solely for use outside of this state
or ininterstate or foreign commerce in the same transaction may
issue an exemption certificate under this section for the purchase
of any of those digital products eligible for the exemption and
report and pay use tax on any of those digital products used in
this state.

(2) A purchaser that issues an exemption certificate described
in paragraph (1) shall report and pay use tax in a manner that
reflects the use tax due on any of those digital products used in
this state.

() (1) The department may set forth, authorize, or require
alternative methods to calculate the sales or use tax due in this
state that fairly reflects the sales or use tax due on any digital
product sold or purchased for use in this state, including on
licenses of digital products concurrently available for use in
multiple locations.

(2) If an alternative method set forth, authorized, or required
by the department pursuant to paragraph (1) is used to calculate
the sales or use tax due, Section 6406 shall not apply.

(3) The department may prescribe any forms or exemption
certificates, as necessary to administer this subdivision.

() The exemption created by this section does not apply to a
sale or purchase of a digital product transferred on tangible
storage media.

(9) This section shall become operative on January 1, 2027.

SEC. 17. Section 6372.1 isadded to the Revenue and Taxation
Code, to read:

6372.1. (a) Thereareexempted fromthetaxesimposed by this
part the gross receipts from the sale of, and the storage, use, or
other consumption of, a digital product that represents a service
provided in electronic formin which both of the following apply:

(1) The service primarily involves the application of human
effort by the service provider.

(2) The human effort described in paragraph (1) originated
after the customer requested the service.
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(b) The exemption provided by this section does not apply to
the sale or purchase of the right to use the provider’s computer
software running on a cloud infrastructure or the right to access
that software from various client devices through either a thin
client interface, including a web browser, or a program interface.

(c) Thissection shall become operative on January 1, 2027.

SEC. 18. Section 6406 of the Revenue and Taxation Code is
amended to read:

6406. (a) A credit shall be allowed against, but shall not
exceed, the taxes imposed on any person by Chapter 3
(commencing with Section 6201) of this part, by any ordinance
enacted pursuant to Part 1.5 (commencing with Section 7200), and
by any ordinance enacted pursuant to Part 1.6 (commencing with

Section-7251)-and 7251) by-any-ordinance-enacted-pursdant-to
" f : " . yof o

divistenby reason of the storage, use, or other consumption of
tangible personal property inthis state to the extent that the person
has paid a retail sales or use tax, or reimbursement therefor,
imposed with respect to that property by any other state, political
subdivision thereof, or the District of Columbiaprior to the storage,
use, or other consumption of that property in this state. The credit
shall be apportioned to the taxes against which it is allowed in
proportion to the amounts of those taxes.

(b) A credit shall be allowed against, but shall not exceed, the
total salestaxesimposed on any retailer by Chapter 2 (commencing
with Section 6051) of this part, by any ordinance enacted pursuant
to Part 1.5 (commencing with Section 7200), and by any ordinance
enacted pursuant to Part 1.6 (commencing with Section 7251) with
respect to aretail salein this state of a digital product transferred
electronically or accessed remotely to the extent that the retailer
has paid a retail sales tax imposed with respect to that digital
product by any other state, political subdivision thereof, or the
District of Columbia at the time of sale.

-A-credit-otherwise permitted

(c) Acredit allowed by-theferegeingprevisiensof thissection;
section shall not be allowed against taxeswhi€eh that are measured
by periodic payments made under a lease, to the extent that the
taxes imposed by any other state, political subdivision thereof, or
the District of Columbiawere also measured by periodic payments
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made under alease for a period-prierte before the storage, use, or
other consumption of the property in this state.

(d) The amendments made to this section by the act adding this
subdivision shall become operative on January 1, 2027.

SEC. 19. Section 7051.3 of the Revenue and Taxation Codeis
amended to read:

7051.3. (a) “Use tax direct payment permit” means a permit
issued by the-beard department that allows ataxpayer to self-assess
and pay state and local use tax under Part 1 (commencing with
Section 6001), Part 1.5 (commencing with Section 7200), and if
otherwise applicable, Part 1.6 (commencing with Section 7251),
and Part 1.7 (commencing with Section 7280) directly to thebeard:
department.

(b) (1) (A) Every person seeking to pay use taxes directly to
thebeard department shall file an application for a use tax direct
payment permit. An application for ausetax direct payment permit
shall be made upon a form prescribed by thebeard department
and shall set forth the name under which the applicant transacts
or intends to transact business, the location of the place or places
of business where the applicant intends to make direct payment
of use tax, and any other information that the-beard department

(B) (1) Except asprovi ded in clause (ii), an appl |cant for ause
tax direct payment permit may register as a place to make direct
payment of use tax any of the places of business in this state that
the applicant expectsto be a place of first usefor purchases subject
to use tax in accordance with the requirements of subdivision (g).

(if) An applicant for a use tax direct payment permit who is
required to pay use tax directly to the department pursuant to
Section 6052 or Section 6201.55 shall register as a place to make
direct payment of use tax any of the places of businessin this state
that the applicant expects to be a place of first use for purchases
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of digital productstransferred electronically or accessed remotely
that are subject to use tax in accordance with the requirements of
subdivision (€).

(2) The application described in paragraph (1) shall be signed
pursuant to the following:

(A) If the owner of the taxpayer is a natural person, the owner
shall sign the application.

(B) If the taxpayer is an association or partnership, a member
or partner shall sign the application.

(C) If the taxpayer is a corporation, an executive officer or a
person specifically authorized by the corporation shall sign the
application.

(c) Pursuant to an application, a use tax direct payment permit
shall be issued to any person who meets-al both of the following
conditions:

(1) The applicant agrees to self-assess and pay directly to the
beard department any usetax liability incurred under this section.

(2) Theapplicant certifiesto thebeard department either of the
following:

(A) Theapplicant isthe purchaser for itsown use or isthe lessee
of tangible personal property at a cost of five hundred thousand
dollars ($500,000) or more in the aggregate, during the calendar
year immediately preceding the application for the permit.

(B) The applicant is a county, city, or city and-ceunty,—or

- county.

(d) Ausetaxdirect payment permit shall beissued to any person
required to pay use tax directly to the department on purchases
of digital productstransferred el ectronically or accessed remotely
pursuant to Section 6052 or 6201.55 for a period of 12 months.

teh

(e (1) Any person who holds a valid use tax direct payment
permit shall self-assess and pay directly to the-beard department
use taxes due under this part, Part 1.5 (commencing with Section
7200), and if otherwise applicable, Part 1.6 (commencing with
Section 7251), and Part 1.7 (commencing with Section 7280) for
all purchases subject to use tax for which ause tax direct payment
exemption certificate wasissued, and shall report on the tax return
required to be filed by Section 6452, the amount of local use tax

applicable to each county, city, or city and—eeunrty—or
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redevelopment-ageney county in which the first “use,” as defined
in Section 6009, occurs.

(2) A person required to pay use tax directly to the department
on purchases of digital products pursuant to Section 6052 or
6201.55 shall issue an exemption certificateto aretailer of digital
products transferred electronically or accessed remotely.

()

() Thebeard department shall allow any holder of a use tax
direct payment permit to issue ause tax direct payment certificate
to any registered retailer or seller subject to all of the following:

(1) The use tax direct payment certificate shall be in a form
prescribed by the-beard; department and shall be signed by, and
bear the name, address, and permit number of, the holder of the
use tax direct payment permit.

(2) Once a use tax direct payment certificate has been issued
by a holder of a use tax direct payment permit, it shall remain
effective until revised or withdrawn by the holder of the permit or
until theretailer or seller has received actual notice that the permit
has been revoked by the-beare: department.

(3) A usetax direct payment certificate relievesaperson selling
property from the duty of collecting use tax only if taken in good
faith from a person who holds a use tax direct payment permit. A
purchaser who issues a use tax direct payment certificate that is
accepted in good faith by a seller or retailer of tangible personal
property shall be the sole person liable for any salestax and related
interest and penalties with respect to any transaction that is
subsequently determined by thebeard department to be subject to
sales tax and not use tax.

(4) Any person who holds a use tax direct payment permit and
givesausetax direct payment certificateto aseller or retailer shall,
in addition to any applicable use tax liabilities, be subject to the
same penalty provisions that apply to aseller or retailer.

€

(9) Itistheintent of the Legislature that the-beard department
administer this part in a manner-whieh that assures that local use
tax will be received by the county, city, or city and-ceunty;—or

county where the first use occurs.

(h) The amendments made to this section by the act adding this
subdivision shall become operative on January 1, 2027.
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SEC. 20. Section 7202.1 is added to the Revenue and Taxation
Code, to read:

7202.1. (@) For the purposes of a tax adopted under this part,
any retail sale of a digital product transferred electronically or
accessed remotely is subject to the sourcing rule established
pursuant to subdivision (b) of Section 6010.5.

(b) This section shall become operative on January 1, 2027.

SEC. 21. Section 7254 is added to the Revenue and Taxation
Code, immediately following Section 7253, to read:

7254. (a) For the purposes of a tax adopted under this part,
any retail sale of a digital product transferred electronically or
accessed remotely is subject to the sourcing rule established
pursuant to subdivision (b) of Section 6010.5.

(b) The section shall become operative on January 1, 2027.

SEC. 22. Section 17039.4 of the Revenue and Taxation Code
isamended to read:

17039.4. (a) Notwithstanding any provision of thispart or Part
10.2 (commencing with Section 18401) to the contrary, for
taxpayers not required to be included in a combined report under
Section 25101 or 25110, or taxpayers not authorized to beincluded
in a combined report under Section 25101.15, for each taxable
year beginning on or after January 1, 2024, and before January 1,
202, 2030, the total of all business credits otherwise alowable
under any provision of Chapter 2 (commencing with Section
17041), including the carryover of any business credit under a
former provision of that chapter, for the taxable year shall not
reduce the “net tax,” as defined in Section 17039, by more than
five million dollars ($5,000,000).

(b) Notwithstanding any provision of this part or Part 10.2
(commencing with Section 18401) to the contrary, for taxpayers
required to be included in acombined report under Section 25101
or 25110, or taxpayers authorized to be included in a combined
report under Section 25101.15, for each taxable year beginning
on or after January 1, 2024, and before January 1,-202% 2030, the
total of all business credits otherwise alowable under any provision
of Chapter 2 (commencing with Section 17041), including the
carryover of any business credit under aformer provision of that
chapter, by all members of the combined report shall not reduce
the aggregate amount of “tax,” as defined in Section 23036, of all
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members of the combined report by more than five million dollars
($5,000,000).

(c) For purposes of thissection, “business credit” meansacredit
allowable under any provision of Chapter 2 (commencing with
Section 17041) other than the following credits:

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

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

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

(4) The credit allowed by Section 17052.6 (relating to credit
for household and dependent care).

(5) Thecredit allowed by Section 17052.10 or 17052.11 (relating
to the elective tax under the Small Business Relief Act).

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

(7) The credit allowed by Section 17053.5 (relating to renter’s
tax credit).

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

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

(10) The credit allowed by Section 17054.7 (relating to credit
for qualified senior head of household).

(11) Thecredit allowed by Section 17058 (relating to credit for
low-income housing).

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

(d) Any annual refundable credit amount included in an election
pursuant to Section 17039.5 is not included in the limitation set
forth in subdivision (a) or (b).

(e) Notwithstanding the operative date in subdivision (a), for
taxabl e years beginning on or after January 1, 2027, if an election
is made pursuant to subdivision (k) of Section 17053.98.1, both
the credit allowed against the “net tax” under clause (i) of
subparagraph (A) of paragraph (3) of subdivision (k) of Section
17053.98.1 and the annual refundable amount calculated under
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subdivision (k) of Section 17053.98.1 shall not be included in the
limitation set forth in subdivisions (a) and (b).

() Any amounts included in an election pursuant to Section
6902.5, relating to an irrevocable election to apply credit amounts
under Section 17053.85, 17053.95, 17053.98, 17053.98.1, 23685,
23695, 23698, or 23698.1 against qualified sales and use tax, as
defined in Section 69025 are not included in the
five-million-dollar ($5,000,000) limitation set forth in subdivision
(@ or (b).

e

(99 Theamount of any credit otherwise allowablefor thetaxable
year under Section 17039 that is not allowed due to application of
this section shall remain acredit carryover amount under this part.

)

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

)

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

th)

() For taxpayers that make the election under subdivision (k)
of Section 17053.98.1, any amount of refundable credits pursuant
to that subdivision over thefivemitien-deHar five-million-dollar
(%$5,000,000) limitation under this section shall be allowed in the
first taxabl e yearferwhich-thetimitation-under-this-sectionisnet
eperative: beginning on or after January 1, 2027.

0}

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

)
(I) Chapter 3.5 (commencing with Section 11340) of Part 1 of

Division 3 of Title 2 of the Government Code does not apply to
any standard, criterion, procedure, determination, rule, notice, or
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guideline established or issued by the Franchise Tax Board
pursuant to this section.

(m) The amer;dment’s made to this section by Section 6 of

Chapter 17 of the Statutes of 2025 shal Iﬂet—appky—ﬁ—by—May—lélr

seet+e&ef+aw be operatlve for taxableyears begl nni ng onor after
January 1, 2026.

(n) Theamendments made to this section by the act adding this
subdivision shall be operative for taxable years beginning on or
after January 1,-2026: 2027.

SEC. 23. Section 17039.5 of the Revenue and Taxation Code
isamended to read:

17039.5. (&) (1) For taxable years beginning on or after
January 1, 2024, and before January 1,-262% 2030, ataxpayer may
make an election to receive an annua refundable credit amount
of qualified credits for each taxable year to be allowed pursuant
to paragraph (2).

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

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

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

98



—29— SB 122

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

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

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

(D) In the case of taxpayers required to be included in a
combined report under Section 25101 or 25110, or taxpayers
authorized to be included in a combined report under Section
25101.15, the “credit amount” refers to the credit amount of all
members of the combined report.

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

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

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

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

(1) The taxpayer may make an election for each taxable year
beginning on or after January 1, 2024, and before January 1,-202%
2030.

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

() (1) Any adjustment of an annual refundable credit amount
shall be treated as a mathematical error appearing on the return.
Thisincludes, but is not limited to, all of the following:

(A) A validelection asrequired under this section was not made.

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

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

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

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

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

(g) This section shall remain in effect only until December 1,
2034, 2037, and as of that date is repeal ed.

SEC. 24. Section 17039.6 isadded to the Revenue and Taxation
Code, to read:

17039.6. (a) Notwithstanding any provision of this part or
Part 10.2 (commencing with Section 18401) to the contrary, for
taxpayers not required to be included in a combined report under
Section 25101 or 25110, or taxpayers not authorized to beincluded
in a combined report under Section 25101.15, for each taxable
year beginning on or after January 1, 2030, thetotal of all business
credits otherwise allowable under any provision of Chapter 2
(commencing with Section 17041), including the carryover of any
business credit under a former provision of that chapter, for the
taxable year shall not reduce the “ net tax;” as defined in Section
17039, by more than 70 percent or five million dollars
($5,000,000), whichever is greater.

(b) Notwithstanding any provision of this part or Part 10.2
(commencing with Section 18401) to the contrary, for taxpayers
required to beincluded in a combined report under Section 25101
or 25110, or taxpayers authorized to be included in a combined
report under Section 25101.15, for each taxable year beginning
on or after January 1, 2030, the total of all business credits
otherwise allowable under any provison of Chapter 2
(commencing with Section 17041), including the carryover of any
business credit under a former provision of that chapter, by all
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members of the combined report shall not reduce the aggregate
amount of “ tax;” as defined in Section 23036, of all members of
the combined report by more than 70 percent or five million dollars
($5,000,000), whichever is greater.

(c) For purposes of this section, “business credit” means a
credit allowable under any provision of Chapter 2 (commencing
with Section 17041) other than the following credits:

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

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

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

(4) The credit allowed by Section 17052.6 (relating to credit
for household and dependent care).

(5) The credit allowed by Section 17052.10 or 17052.11
(relating to the elective tax under the Small Business Relief Act).

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

(7) The credit allowed by Section 17053.5 (relating to renter’s
tax credit).

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

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

(10) The credit allowed by Section 17054.7 (relating to credit
for qualified senior head of household).

(11) Thecredit allowed by Section 17058 (relating to credit for
low-income housing).

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

(d) Any amounts included in an election pursuant to Section
6902.5, relating to an irrevocabl e el ection to apply credit amounts
under Section 17053.85, 17053.95, 17053.98, 17053.98.1, 23685,
23695, 23698, or 23698.1 against qualified sales and use tax, as
defined in Section 6902.5, are not included in the limitation set
forth in subdivision (a) or (b).
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() Anyannual refundable credit amount included in an election
pursuant to Section 17039.5 is not included in the limitation set
forth in subdivision (a) or (b).

(f) If an election is made pursuant to subdivision (k) of Section
17053.98.1, both the credit allowed against the “ net tax” under
clause (i) of subparagraph (A) of paragraph (3) of subdivision (k)
of Section 17053.98.1 and the annual refundable amount cal culated
under subdivision (k) of Section 17053.98.1 shall not be included
inthelimitation set forth in subdivisions (a) and (b) of this section.

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

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

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

SEC. 25. Section 17935 of the Revenue and Taxation Code is
amended to read:

17935. (a) Except as provided in subdivision (f), for each
taxable year beginning on or after January 1, 1997, every limited
partnership doing business in this state (as defined by Section
23101) and required to file areturn under Section 18633 shall pay
annually to this state a tax for the privilege of doing businessin
this state in an amount equal to the applicable amount specified
in Section 23153.

(b) (1) In addition to any limited partnership that is doing
business in this state and therefore is subject to the tax imposed
by subdivision (@), for each taxable year beginning on or after
January 1, 1997, every limited partnership that has executed,
acknowledged, and filed a certificate of limited partnership with
the Secretary of State pursuant to Section 15621 or 15902.01 of
the Corporations Code, and every foreign limited partnership that
hasregistered with the Secretary of State pursuant to Section 15692
or 15909.01 of the Corporations Code, shall pay annually the tax
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prescribed in subdivision (a). Thetax shall be paid for each taxable
year, or part thereof, until a certificate of cancellation isfiled on
behalf of the limited partnership with the office of the Secretary
of State pursuant to Section 15623, 15696, 15902.03, or 15909.07
of the Corporations Code.

(2) If ataxpayer filesareturn with the Franchise Tax Board that
is designated its final return, that board shall notify the taxpayer
that the tax imposed by this chapter is due annualy until a
certificate of cancellation is filed with the Secretary of State
pursuant to Section 15623, 15696, 15902.03, or 15909.07 of the
Corporations Code.

(c) The tax imposed by this chapter shall be due and payable
on the date the return is required to be filed under former Section
18432 or 18633.

(d) For purposes of this section, “limited partnership” means
any partnership formed by two or more persons under the laws of
this state or any other jurisdiction and having one or more general
partners and one or more limited partners.

(e) Notwithstanding subdivision (b), any limited partnership
that ceased doing business prior to January 1, 1997, filed afinal
return with the Franchise Tax Board for a taxable year ending
before January 1, 1997, and filed a certificate of dissolution with
the Secretary of State pursuant to Section 15623 of the
Corporations Code prior to January 1, 1997, shall not be subject
to the tax imposed by this chapter for any period following the
date the certificate of dissolution was filed with the Secretary of
State, but only if the limited partnership files a certificate of
cancellation with the Secretary of State pursuant to Section 15623
of the Corporations Code. In the case where a notice of proposed
deficiency assessment of tax or a notice of tax due (whichever is
applicable) is mailed after January 1, 2001, the first sentence of
this subdivision shall not apply unlessthe certificate of cancellation
isfiled with the Secretary of State not later than 60 days after the
date of the mailing of the notice.

" (1) (A) Every limited partnership doing business in this
state as described in subdivision (a) that filesa certificate of limited
partnership or registers with the Secretary of the State pursuant to
subdivision (b) on or after January 1, 2021, and before January 1,
2024, shall not be subject to the tax imposed under this section for
itsfirst taxable year.
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(B) This subdivision shall become operative only for ataxable
year in which any budget measure appropriates one dollar ($1) or
more to the Franchise Tax Board for the costs associated with
administration of this subdivision.

(2) For taxable years beginning on or after January 1, 2027,
and before January 1, 2030, every limited partnership required
to file a return under Section 18633 shall, instead of the amount
specified in Section 23153, pay the annual tax to this state in the
amount of four hundred dollars ($400) for itsfirst taxable year.

SEC. 26. Section 17941 of the Revenue and Taxation Code is
amended to read:

17941. (@) Except as provided in subdivision (g), for each
taxable year beginning on or after January 1, 1997, a limited
liability company doing businessin this state (as defined in Section
23101) shall pay annually to this state a tax for the privilege of
doing business in this state in an amount equal to the applicable
amount specified in subdivision (d) of Section 23153 for thetaxable
year.

(b) (1) Inadditiontoany limited liability company that isdoing
business in this state and is therefore subject to the tax imposed
by subdivision (@), for each taxable year beginning on or after
January 1, 1997, a limited liability company shall pay annually
thetax prescribed in subdivision (@) if articles of organization have
been accepted, or a certificate of registration has been issued, by
the office of the Secretary of State. The tax shall be paid for each
taxable year, or part thereof, until a certificate of cancellation of
registration or of articles of organization is filed on behalf of the
limited liability company with the office of the Secretary of State.

(2) If ataxpayer filesareturn with the Franchise Tax Board that
is designated as its fina return, the Franchise Tax Board shall
notify the taxpayer that the annual tax shall continue to be due
annually until acertificate of dissolution isfiled with the Secretary
of State pursuant to Section 17707.08 of the Corporations Code
or a certificate of cancellation is filed with the Secretary of State
pursuant to Section 17708.06 of the Corporations Code.

(c) Thetax assessed under this section shall be due and payable
on or before the 15th day of the fourth month of the taxable year.

(d) For purposes of this section, “limited liability company”
means an organi zation, other than alimited liability company that
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is exempt from the tax and fees imposed under this chapter
pursuant to Section 23701h or Section 23701x, that is formed by
one or more persons under the law of this state, any other country,
or any other state, as a“limited liability company” and that is not
taxable as a corporation for Californiatax purposes.

(e) Notwithstanding anything in this section to the contrary, if
the office of the Secretary of State filesacertificate of cancellation
pursuant to Section 17707.02 of the Corporations Code for any
limited liability company, then paragraph (1) of subdivision (f) of
Section 23153 shall apply to that limited liability company as if
thelimited liability company were properly treated as a corporation
for that limited purpose only, and paragraph (2) of subdivision (f)
of Section 23153 shall not apply. Nothing in this subdivision
entitlesalimited liability company to receive areimbursement for
any annual taxes or fees already paid.

(f) (1) Notwithstanding any provision of this section to the
contrary, for taxable years beginning on or after January 1, 2020,
alimited liability company that is a small business solely owned
by a deployed member of the United States Armed Forces shall
not be subject to the tax imposed under this section for any taxable
year the owner is deployed and the limited liability company
operates at aloss or ceases operation.

(2) The Franchise Tax Board may promulgate regulations as
necessary or appropriate to carry out the purposes of this
subdivision, including a definition for “ceases operation.”

(3) For the purposes of this subdivision, all of the following
definitions apply:

(A) “Deployed” means being called to active duty or active
service during a period when a Presidential Executive order
specifiesthat the United Statesis engaged in combat or homeland
defense. “Deployed” does not include either of the following:

(i) Temporary duty for the sole purpose of training or processing.

(if) A permanent change of station.

(B) “Operates at a loss” means a limited liability company’s
expenses exceed its receipts.

(C) “Small business’ means a limited liability company with
total income from all sources derived from, or attributable to, the
state of two hundred fifty thousand dollars ($250,000) or less.

(4) Thissubdivision shall becomeinoperative for taxable years
beginning on or after January 1, 2030.
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(9 (1) (A) Every limited liability company doing businessin
this state as described in subdivision (@) that organizes or registers
with the Secretary of the State pursuant to subdivision (b) on or
after January 1, 2021, and before January 1, 2024, shall not be
subject to the tax imposed under this section for its first taxable
year.

(B) This subdivision shall become operative only for ataxable
year in which any budget measure appropriates one dollar ($1) or
more to the Franchise Tax Board for the costs associated with
administration of this subdivision.

(2) For taxable years beginning on or after January 1, 2027,
and before January 1, 2030, every limited liability company
required to file a return under Section 18633 shall, instead of the
amount specified in Section 23153, pay the annual tax to this state
in the amount of four hundred dollars ($400) for its first taxable
year.

SEC. 27. Section 17948 of the Revenue and Taxation Code is
amended to read:

17948. (a) Except as provided in subdivision (e), for each
taxable year beginning on or after January 1, 1997, every limited
liability partnership doing business in this state (as defined in
Section 23101) and required to file a return under Section 18633
shall pay annually to the Franchise Tax Board atax for the privilege
of doing businessin this state in an amount equal to the applicable
amount specified in paragraph (1) of subdivision (d) of Section
23153 for the taxable year.

(b) Inaddition to any limited liability partnership that is doing
business in this state and therefore is subject to the tax imposed
by subdivision (a), for each taxable year beginning on or after
January 1, 1997, every registered limited liability partnership that
hasregistered with the Secretary of State pursuant to Section 16953
of the Corporations Code and every foreign limited liability
partnership that hasregistered with the Secretary of State pursuant
to Section 16959 of the Corporations Code shall pay annually the
tax prescribed in subdivision (a). The tax shall be paid for each
taxable year, or part thereof, until any of the following occurs:

(1) A notice of cessation is filed with the Secretary of State
pursuant to subdivision (b) of Section 16954 or 16960 of the
Corporations Code.
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(2) A foreign limited liability partnership withdraws its
registration pursuant to subdivision (a) of Section 16960 of the
Corporations Code.

(3) Theregistered limited liability partnership or foreign limited
liability partnership has been dissolved and finally wound up.

(c) Thetax assessed under this section shall be due and payable
on the date the return is required to be filed under Section 18633.

(d) If ataxpayer filesareturn with the Franchise Tax Board that
is designated as its final return, the Franchise Tax Board shall
notify the taxpayer that the annual tax shall continue to be due
annually until acertificate of cancellation isfiled with the Secretary
of State pursuant to Section 16954 or 16960 of the Corporations
Code.

(® (1) (A) Every limited liability partnership doing business
in this state as described in subdivision (@) that registers with the
Secretary of the State pursuant to subdivision (b) on or after
January 1, 2021, and before January 1, 2024, shall not be subject
to the tax imposed under this section for itsfirst taxable year.

2

(B) This subdivision shall become operative only for a taxable
year in which any budget measure appropriates one dollar ($1) or
more to the Franchise Tax Board for the costs associated with
administration of this subdivision.

(2) For taxable years beginning on or after January 1, 2027,
and before January 1, 2030, every limited liability partnership
required to file a return under Section 18633 shall, instead of the
amount specified in Section 23153, pay the annual tax to this state
in the amount of four hundred dollars ($400) for its first taxable
year.

SEC. 28. Section 19533 of the Revenue and Taxation Code is
amended to read:

19533. (a) Intheevent thedebtor has more than one debt being
collected by the Franchise Tax Board and the amount collected by
the Franchise Tax Board isinsufficient to satisfy the total amount
owing, the amount collected shall be applied in the following
priority:

(1) Payment of any taxes, additions to tax, penalties, interest,
fees, or other amounts due and payable under Part 7.5 (commencing
with Section 13201), Part 10 (commencing with Section 17001),
Part 11 (commencing with Section 23001), Part 32 (commencing
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with Section 61000), or this part, amounts authorized to be
collected under Section 19722 of thiscode, or payment of advanced
premium subsides in excess of the amount allowed under Title 25
(commencing with Section 100800) of the Government Code.

(2) Payment of delinquencies collected under Section 10878.

(3) Payment of any amounts duethat are referred for collection
under Article 5.5 (commencing with Section 19280) of Chapter
5.

(4) Payment of any delinquencies referred for collection under
Article 7 (commencing with Section 19291) of Chapter 5.

(5) Payment of any taxesimposed under Part 10.8 (commencing
with Section 22000).

(b) Notwithstanding the payment priority established by this
section, voluntary payments designated by the taxpayer as payment
for a personal income tax liability or as a payment on amounts
authorized to be collected under Section 19722, shall not be applied
pursuant to this priority, but shall instead be applied as designated.

SEC. 29. Part 10.8 (commencing with Section 22000) is added
to Division 2 of the Revenue and Taxation Code, to read:

PART 10.8. TAXATION OF ANTI-WEAPONIZATION FUND
PAYMENTSACT

22000. (a) Notwithstanding any other law, for taxable years
beginning on or after January 1, 2026, and before January 1,
2030, there shall be imposed on a taxpayer, a tax equal to 100
percent of any settlement fund payment received by the taxpayer
during the taxable year.

(b) (1) For purposesof thispart, the following definitions shall
apply:

(A) “Member of the family” means the following:

(i) The spouse of an individual.

(i) An individual who bears a relationship to an individual
which isdescribed in subparagraphs (A) to (G) of Section 152(d)(2)
of the Internal Revenue Code, relating to relationship.

(B) “ Settlement fund payment” meansany payment, distribution,
or monetary transfer received by a taxpayer during the taxable
year, from either of the following:

(i) TheAnti-Weaponi zation Fund established by the Department
of Justice in relation to President Donald J. Trump V. Internal
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Revenue Service, Case No. 1:26-cv-20609 (SD. Fla. 2026), or
any subsequent fund, settlement, or agreement.

(if) Any fund, trust, or account, the assets of which are derived
from the outcome, whether by settlement, verdict, or otherwise, of
any civil action that was filed by a specified person, who is not
the taxpayer, against the United Sates, or any agency or
instrumentality thereof, or against any state and its political
subdivisions.

(C) * Specified person” means any of the following:

(i) An individual who served, or is currently serving, as
President of the United States.

(ii) A member of the family of an individual who served, or is
currently serving, as President of the United Sates.

(iii) Aperson controlled, based on principles specified in Section
52(b) of the Internal Revenue Code, by one or more individuals
described in clause (i) or (ii).

(D) “ Taxpayer” has the same meaning as Sections 17004 and
23037.

(2) Unless the context otherwise requires, the definitions set
forth in this part and those in Part 10 (commencing with Section
17001), Part 10.2 (commencing with Section 18401), or Part 11
(commencing with Section 23001) shall apply to this part.

(c) Any specified settlement fund payment that is taxed under
subdivision (a) shall be excluded from the gross income under
Part 10 (commencing with Section 17001) or Part 11 (commencing
with Section 23001) for the taxable year that the specified
settlement fund payment is subject to tax.

(d) Thetaximposed under subdivision (a) shall not be reduced
by any deduction or credit allowed under Part 10 (commencing
with Section 17001) or Part 11 (commencing with Section 23001).

(e) The tax imposed under subdivision (a) shall be in addition
to, and not in place of, any other tax or feethat is due and payable
under Part 10 (commencing with Section 17001), Part 10.2
(commencing with Section 18401), or Part 11 (commencing with
Section 23001), and shall not change any filing requirements for
those taxes and fees.

(N (1) The tax imposed by this part shall be due and payable
on or before the due date of the original return that the taxpayer
isrequired to file pursuant to Part 10.2 (commencing with Section
18401) without regard to any extension of timefor filing thereturn
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for the taxable year of the imposition of tax imposed under
subdivision (a).

(2) All taxes paid pursuant to this section shall be made in the
form and manner as prescribed by the Franchise Tax Board.

(3) The tax imposed under this part shall be assessed and
collected pursuant to Part 10.2 (commencing with Section 18401),
except Articles 6 (commencing with Section 19101) and 7
(commencing with Section 19131) of Chapter 4 of Part 10.2 shall
not apply.

(g9) (1) The Franchise Tax Board may adopt regulations that
are necessary or appropriate to implement this part.

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

(h) Thispart shall remainin effect until December 1, 2030, and
as of that date is repealed.

SEC. 30. Section 23036.4 of the Revenue and Taxation Code
isamended to read:

23036.4. (a) Notwithstanding any provision of thispart or Part
10.2 (commencing with Section 18401) to the contrary, except as
provided in subdivision (d), for taxpayers not required to be
included in a combined report under Section 25101 or 25110, or
taxpayers not authorized to beincluded in acombined report under
Section 25101.15, for each taxable year beginning on or after
January 1, 2024, and before January 1,-202% 2030, the total of all
credits otherwise allowable under any provision of Chapter 3.5
(commencing with Section-23604) 23604), including the carryover
of any credit under a former provision of that chapter, for the
taxable year shall not reducethe“tax,” asdefined in Section 23036,
by more than five million dollars ($5,000,000).

(b) Notwithstanding any provision of this part or Part 10.2
(commencing with Section 18401) to the contrary, except as
provided in subdivision (d), for taxpayers required to be included
in acombined report under Section 25101 or 25110, or taxpayers
authorized to be included in a combined report under Section
25101.15, for each taxable year beginning on or after January 1,
2024, and before January 1,-202% 2030, the total of al credits
otherwise allowable under any provision of Chapter 3.5
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(commencing with Section 23604), including the carryover of any
credit under aformer provision of that chapter, by all members of
the combined report shall not reduce the aggregate amount of
“tax,” asdefined in Section 23036, of al members of the combined
report by more than five million dollars ($5,000,000).

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

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

(e) Any annual refundable credit amount included in an election
pursuant to Section 23036.5 is not included in the limitation set
forth in subdivision (a) or (b).

() Notwithstanding the operative date in subdivision (a), for
taxable yearsbeginning on or after January 1, 2027, if an election
is made pursuant to subdivision (k) of Section 23698.1, both the
credit allowed against the” tax” under clause (i) of subparagraph
(A) of paragraph (3) of subdivision (k) of Section 23698.1 and the
annual refundable amount calculated under subdivision (k) of
Section 23698.1 shall not be included in the limitation set forth in
subdivisions (a) and (b).

(g) Theamount of any credit otherwise allowablefor the taxable
year under Section 23036 that isnot allowed dueto the application
of this section shall remain a credit carryover amount under this
part.

)

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

()

(i) For taxpayers that make the election under subdivision (k)
of Section 23698.1, any amount of refundable credits pursuant to
that subdivision over the-five-mithen-detar five-million-dollar
($5,000,000) limitation under this section shall be allowed in the
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first taxable year-forwhich-the Hmitation-tunder-this-secttonishet
eperative: beginning on or after January 1, 2027.

Ry

() If ataxpayer makesthe election under both Section 23036.5
and subdivision (k) of Section 23698.1 with respect to the credit
amount under Section 23698.1, the total amount of credit allowed
pursuant to both elections shall not exceed the credit amount
allowed under subdivision (a) of Section 23698.1.

)

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

section-of-Haw:

() The amendments made to this section by the act adding this
subdivision shall be operative for taxable years beginning on or
after January 1, 2027.

SEC. 31. Section 23036.5 of the Revenue and Taxation Code
isamended to read:

23036.5. (@) (1) For taxable years beginning on or after
January 1, 2024, and before January 1,-262% 2030, ataxpayer may
make an election to receive an annua refundable credit amount
of qualified credits for each taxable year to be allowed pursuant
to paragraph (2).

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

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

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

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

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

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

(D) In the case of taxpayers required to be included in a
combined report under Section 25101 or 25110, or taxpayers
authorized to be included in a combined report under Section
25101.15, the “credit amount” refers to the credit amount of all
members of the combined report.

(3) “Qualified credits’ meansthe credits subject to the limitation
under Section 23036.4.

(4) “Refundableperiod’” meansthefirst five consecutive taxable
years beginning the third taxable year after the taxable year that
the taxpayer makes an election under this section.

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

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

(1) The taxpayer may make an election for each taxable year
beginning on or after January 1, 2024, and before January 1,-2627
2030.

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

() (1) Any adjustment of an annual refundable credit amount
shall be treated as a mathematical error appearing on the return.
Thisincludes, but is not limited to, all of the following:

(A) A valideéectionasrequired under this section was not made.

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

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

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

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

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

(g) This section shall remain in effect only until December 1,
2034; 2037, and as of that date is repealed.

SEC. 32. Section 23036.6 isadded to the Revenue and Taxation
Code, to read:

23036.6. (a) Notwithstanding any provision of this part or
Part 10.2 (commencing with Section 18401) to the contrary, except
as provided in subdivision (d), for taxpayers not required to be
included in a combined report under Section 25101 or 25110, or
taxpayers not authorized to beincluded in a combined report under
Section 25101.15, for each taxable year beginning on or after
January 1, 2030, thetotal of all credits otherwise allowable under
any provision of Chapter 3.5 (commencing with Section 23608),
including the carryover of any credit under a former provision of
that chapter, for the taxable year shall not reduce the “ tax;” as
defined in Section 23036, by more than 70 percent or five million
dollars ($5,000,000), whichever is greater.
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(b) Notwithstanding any provision of this part or Part 10.2
(commencing with Section 18401) to the contrary, except as
provided in subdivision (d), for taxpayers required to be included
in a combined report under Section 25101 or 25110, or taxpayers
authorized to be included in a combined report under Section
25101.15, for each taxable year beginning on or after January 1,
2030, the total of all credits otherwise allowable under any
provison of Chapter 3.5 (commencing with Section 23608),
including the carryover of any credit under a former provision of
that chapter, by all members of the combined report shall not
reduce the aggregate amount of “ tax;” asdefined in Section 23036,
of all members of the combined report by more than 70 percent
or five million dollars ($5,000,000), whichever is greater.

(c) Any amounts included in an election pursuant to Section
6902.5, relating to an irrevocabl e el ection to apply credit amounts
under Section 17053.85, 17053.95, 17053.98, 17053.98.1, 23685,
23695, 23698, or 23698.1 against qualified sales and use tax, as
defined in Section 6902.5, are not included in the limitation set
forthin subdivision (a) or (b).

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

(e) Any annual refundable credit amount included in an election
pursuant to Section 23036.5 is not included in the limitation set
forth in subdivision (a) or (b).

(f) If an election is made pursuant to subdivision (k) of Section
23698.1, both the credit allowed against the “ tax” under clause
(i) of subparagraph (A) of paragraph (3) of subdivision (k) of
Section 23698.1 and the annual refundable amount calculated
under subdivision (k) of Section 23698.1 shall not be included in
the limitation set forth in subdivisions (a) and (b) of this section.

(g) Theamount of any credit otherwise allowablefor the taxable
year under Section 23036 that is not allowed dueto the application
of this section shall remain a credit carryover amount under this
part.

(h) Chapter 3.5 (commencing with Section 11340) of Part 1 of
Division 3 of Title 2 of the Government Code does not apply to
any standard, criterion, procedure, determination, rule, notice, or
guideline established or issued by the Franchise Tax Board
pursuant to this section.
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SEC. 33. The sum of seven hundred fifty thousand dollars
($750,000) is hereby appropriated from the General Fund to the
California Department of Tax and Fee Administration for the
purpose of administering Sections 1 to 20, inclusive, of this act.

SEC. 34. (a) The California Department of Tax and Fee
Administration may prescribe, adopt, and enforce any emergency
regulations as necessary to implement, administer, and enforce
its duties under Sections 1 to 20, inclusive, of this act.

(b) Any emergency regulation prescribed, adopted, or enforced
pursuant to this section shall be adopted in accordance with
Chapter 3.5 (commencing with Section 11340) of Part 1 of Division
3 of Title 2 of the Government Code, and, for purposes of that
chapter, including Section 11349.6 of the Government Code, the
adoption of the regulation isan emergency and shall be considered
by the Office of Administrative Law as necessary for theimmediate
preservation of the public peace, health and safety, and general
welfare.

(c) Notwithstanding any other law, an emergency regulation
adopted by the California Department of Tax and Fee
Administration under this section may remain in effect for two
years from adoption and may be readopted in accordance with
subdivision (h) of Section 11346.1 of the Government Code.

SEC. 35. (a) It isthe intent of the Legidlature to apply the
requirements of Section 41 of the Revenue and Taxation Code to
this act.

(b) With respect to Sections 17935, 17941, and 17948 of the
Revenue and Taxation Code, as amended by Sections 25, 26, and
27 of this act, the Legidature finds and declares as follows:

(1) Thegoal of thisact isto help and reduce costs for first-year
California small businesses. Existing law imposes an annual
minimum franchise tax of eight hundred dollars ($800) on every
corporation, and an annual tax of eight hundred dollars ($800)
on every limited liability company (LLC), limited partnership (LP),
and limited liability partnership (LLP), which may be difficult to
afford for first-year businesses.

(2) The performance indicator for this act is the number of
first-year LLCs, LPs, and LLPs that are affected by the act.

(3) Notwithstanding Section 19542 of the Revenue and Taxation
Code, on or before January 1, 2029, and on or before January 1
each year thereafter through, and including, January 1, 2031, the
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Franchise Tax Board shall submit an annual report to the
Legislature on the performance of first-year LLCs, LPs, and LLPs
in the state using the data in paragraph (2). The report required
by this paragraph shall be submitted pursuant to Section 9795 of
the Government Code.

SEC. 36. The provisions of this act are severable. If any
provision of thisact or itsapplicationisheld invalid, that invalidity
shall not affect other provisions or applications that can be given
effect without the invalid provision or application.

SEC. 37. No reimbursement is required by this act pursuant
to Section 6 of Article XI11 B of the California Constitution because
the only costs that may be incurred by a local agency or school
district will be incurred because this act creates a new crime or
infraction, eliminatesa crimeor infraction, or changesthe penalty
for a crime or infraction, within the meaning of Section 17556 of
the Government Code, or changes the definition of a crime within
the meaning of Section 6 of Article XIlI B of the California
Constitution.

SEC. 38. Thisactisabill providing for appropriationsrelated
to the Budget Bill within the meaning of subdivision (€) of Section
12 of Article IV of the California Constitution, has been identified
as related to the budget in the Budget Bill, and shall take effect
immediately.
changes+elating-to-the Budget-Aet-of 2025:
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