What’s New and Other Important Information for 2007

Differences between California and Federal Law

In general, California law conforms to the Internal Revenue Code (IRC)

as of January 2005. However, there are continuing differences between
California and federal law. When California conforms to federal tax law
changes, we do not always adopt all of the changes made at the federal level.
For more information, go to our Website at www.fth.ca.gov and search

for conformity. Additional information can be found in FTB Pub. 1001,
Supplemental Guidelines to California Adjustments, the instructions for
California Schedule CA (540 or 540NR), and the Business Entity tax booklets.

The instructions provided with California tax forms are a summary of California
tax law and are only intended to aid taxpayers in preparing their state income
tax returns. We include information that is most useful to the greatest number
of taxpayers in the limited space available. It is not possible to include all
requirements of the California Revenue and Taxation Code (R&TC) in the tax
booklets. Taxpayers should not consider the tax booklets as authoritative law.

2007 Tax Law Changes/What’s New

Registered Domestic Partners (RDP) — Effective for taxable years beginning

on or after January 1, 2007, RDPs under California law must file their California
income tax returns using either the married/RDP filing jointly or married/RDP
filing separately filing status. RDPs will have the same legal benefits, protections,
and responsibilities as married couples unless otherwise specified.

If you are a domestic partner who has registered with the California Secretary of

State, effective for taxable years beginning on or after January 1, 2007, you must
file a California nonresident income tax return using either the married/RDP filing
jointly or married/RDP filing separately filing status.

If you entered into in a same sex legal union in another state, other than a
marriage, and that union has been determined to be substantially equivalent to a
California registered domestic partnership, effective for taxable years beginning
on or after January 1, 2007, you are required to file a California nonresident
income tax return using either the married/RDP filing jointly or married/RDP filing
separately filing status. For more information on what states have legal unions
that are considered substantially equivalent, go to our Website at www.ftb.ca.gov
and search for RDP.

For purposes of California income tax, references to a spouse, a husband, or

a wife also refer to a California Registered Domestic Partner (RDP), unless
otherwise specified. When we use the initials (RDP) they refer to both a
California Registered Domestic “Partner” and a California Registered Domestic
“Partnership,” as applicable. For more information on RDPs, get FTB Pub. 737,
Tax Information for Registered Domestic Partners.

Round Cents to Dollars — Beginning with the 2007 tax forms, round cents to

the nearest whole dollar. For example, round $50.50 up to $51 or round $25.49
down to $25. If you do not round, FTB will disregard the cents. This change helps
process your returns quickly and accurately.

Conformity — For updates regarding the following federal act, go to our Website at
www.fth.ca.gov and search for conformity.

e Small Business and Work Opportunity Tax Act of 2007

Direct Deposit Refund — You can request a direct deposit refund on your tax
return whether you e-file or file a paper return. Please be sure to fill in the routing
and account numbers carefully and double-check the numbers for accuracy to
avoid it being rejected by your bank.

IRC 409A Additional Taxes for Discounted Stock Options and Stock
Appreciation Rights — For those employees who exercised certain discounted
stock options or stock appreciation rights in 2006 and whose employer
participated in the Franchise Tax Board’s 2007 Compliance Resolution Program
described in FTB Notice 2007-1 and paid the additional IRC section 409A taxes
on behalf of their employees, the additional taxes paid by the employer should be
included as compensation in the employee’s 2007 Form W-2.

El Dorado and Southern California Wildfires — For tax treatment information for
victims of the wildfires that occurred in El Dorado, Santa Barbara, Ventura, Los
Angeles, San Bernardino, Orange, Riverside, and San Diego counties, get FTB
Pub. 1034, How to Claim a State Tax Deduction for Your Disaster Loss.

January 2007, Freezing Conditions — For tax treatment information for victims
of the January 2007, freeze that occurred in El Dorado, Fresno, Imperial, Kern,
Kings, Madera, Merced, Monterey, Riverside, San Bernardino, San Diego, San
Luis Obispo, Santa Barbara, Santa Clara, Stanislaus, Tulare, Ventura, and Yuba
counties, get FTB Pub. 1034, How to Claim a State Tax Deduction for Your
Disaster Loss.

Teacher Retention Credit — For taxable years beginning on or after January 1,
2007, the Teacher Retention Credit has been repealed.

My FTB Account — Make tax time less taxing! Check My FTB Account for
information about your estimated tax payments, FTB issued 1099-Gs, 1099-INTs,
California wage and withholding data and more! Go to our Website at www.ftb.
ca.gov and search for My Account.

Other Important Information

Heroes Earned Retirement Opportunities Act — California conforms to the
Federal Heroes Earned Retirement Opportunities Act that allows members of the
Armed Forces serving in a combat zone to make contributions to their individual
retirement plans even if the compensation on which such contribution is based is
excluded from gross income.

Withholding on California Real Estate — For transactions occurring on or after
January 1, 2007, that require withholding, a seller of California real estate may
elect an alternative to withholding 3 1/3 percent of the total sales price. The
seller may elect an alternative withholding amount based on the maximum tax
rate for individuals, corporations, or banks and financial corporations, as applied
to the gain on the sale. The seller is required to certify under penalty of perjury
the alternative withholding amount to the Franchise Tax Board. For real estate
installment sales, if a buyer receives seller’s certification as to an alternative
withholding election, the buyer would be required to withhold either the full
alternative withholding amount at the time of sale or an alternative withholding
percentage on the amount of each installment payment.

Tax Shelter — If the individual was involved in a reportable transaction, including
a listed transaction, the individual may have a disclosure requirement. Attach the
federal Form 8886, Reportable Transaction Disclosure Statement, to the back of
the California return along with any other supporting schedules. If this is the first
time the reportable transaction is disclosed on the return, send a duplicate copy
of the federal Form 8886, Reportable Transaction Disclosure Statement, to the
address below. The FTB may impose penalties if the individual fails to file federal
Form 8886, or any other required information.

ATSU 398 MS: F385
FRANCHISE TAX BOARD

PO BOX 1673

SACRAMENTO CA 95812-9900

For more information, go to our Website at www.ftb.ca.gov and search for
tax shelters.
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Voluntary Contribution Fund Descriptions

Make voluntary contributions of $1 or more in whole dollar amounts to the funds listed below. To contribute to the California Seniors Special Fund use
the instructions for code 57 below. The amount you contribute either reduces your overpaid tax or increases your tax due. You may contribute to only
the funds listed and cannot change the amount you contribute after you file your return. Go to our Website at www.ftb.ca.gov and search for voluntary

contributions.

Enter the amounts you want to contribute on the line for the fund on Side 2. Enter the total contributions on line 68.

Fund Name

Code

Description

California Seniors Special Fund

57

If you and/or your spouse/RDP are 65 years of age or older as of December 31, 2007, and claim the Senior
Exemption Credit on line 9, you may make a combined total contribution of up to $188 or $94 per spouse/
RDP. Contributions entered to this fund will be distributed to the Area Agency of Aging Councils (TACC)

to provide advice on and sponsorship of Senior Citizens issues. Any excess contributions not required by
TACC will be distributed to senior citizen service organizations throughout California for meals, adult day
care, and transportation.

Alzheimer’s Disease/Related Disorders Fund

58

Contributions will provide grants to California scientists who study Alzheimer’s disease and related
disorders. This research includes basic science, diagnosis, treatment, prevention, behavioral problems,

and care giving. With one-half million Californians living with the disease and another 2 million providing
care to a loved one with Alzheimer’s, our state is in the early stages of a major public health crisis. Your
contribution will ensure that Alzheimer’s disease receives the attention, research, and resources it deserves.

California Fund for Senior Citizens

59

Contributions will provide support for the California Senior Legislature (CSL). The CSL are volunteers who
prioritize statewide senior related legislative proposals in areas of health, housing, transportation, and
community services. Any excess contributions not required by the CSL will be distributed to senior citizen
service organizations throughout California.

Rare and Endangered Species Preservation
Program

60

Contributions will be used to help protect and conserve California’s many threatened and endangered
species and the wild lands that they need to survive, for the enjoyment and benefit of you and future
generations of Californians.

State Children’s Trust Fund for the Prevention
of Child Abuse

61

Contributions will be used to fund programs for the prevention, intervention, and treatment of child abuse
and neglect.

California Breast Cancer Research Fund

62

Contributions will fund research toward preventing and curing breast cancer. Breast cancer is the most
common cancer to strike women in California. It kills 4,000 California women each year. Contributions
also fund research on prevention and better treatment, and keep doctors up-to-date on research progress.
For more about the research your contributions support, please see our Website at www.chcrp.org. Your
contribution can help make breast cancer a disease of the past.

California Firefighters’ Memorial Fund

63

Contributions will be used for the repair and maintenance of the California Firefighters’ Memorial on the
grounds of the State Capitol, ceremonies to honor the memory of fallen firefighters and to assist surviving
loved ones, and for an informational guide detailing survivor benefits to assist the spouses/RDPs and
children of fallen firefighters.

Emergency Food Assistance Program Fund

64

Contributions will be used to help local food banks feed California’s hungry. Your contribution will fund the
purchase of much-needed food for delivery to food banks, pantries, and soup kitchens throughout the state.
The State Department of Social Services will monitor its distribution to ensure the food is given to those
most in need.

California Peace Officer Memorial Foundation
Fund

65

Contributions will be used to preserve the memory of California’s fallen peace officers and assist the
families they left behind. Since statehood, over 1,300 courageous California peace officers have made the
ultimate sacrifice while protecting law-abiding citizens. The non-profit charitable organization, California
Peace Officers’ Memorial Foundation, has accepted the privilege and responsibility of maintaining a
memorial for fallen officers on the State Capitol grounds. Each May, the Memorial Foundation conducts a
dignified ceremony honoring fallen officers and their surviving families by offering moral support, crisis
counseling, and financial support that includes academic scholarships for the children of those officers who
have made the supreme sacrifice. On behalf of all of us and the law-abiding citizens of California, thank you
for your participation.

California Military Family Relief Fund

66

Contributions will be used to provide financial aid grants to members of the California National Guard who
are California residents, and have been called to active duty.

California Sea Otter Fund

67

The California Coastal Conservancy and the Department of Fish and Game will each be allocated 50% of
the contributions. The California Coastal Conservancy will use the contributions for research and programs
related to the near-shore ecosystem, including sea otters. The Department of Fish and Game will use the
contributions to establish a sea otter fund within the department’s index coding system for increased
investigation, prevention, and enforcement action.
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