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Repeal Section 7076.5 of the Sales and Use Tax Law to delete the January 1, 2009
sunset date of the Managed Audit Program and thereby extend the program
indefinitely.

Source: Sales and Use Tax Department

Existing Law

Until January 1, 2009, the Board is authorized to utilize a Managed Audit Program
(MAP) in which a taxpayer can perform an audit of their own books and records, with
limited guidance from the Board, in order to determine tax deficiencies. In return for
performing the managed audit, the taxpayer is liable for only one-half of the interest
usually imposed under current law.

Managed audits are essentially self-audits. The Board is authorized to determine which
taxpayer accounts are eligible to participate in a MAP and to enter into MAP
Participation Agreements with eligible taxpayers. If the taxpayer is eligible, the auditor
provides the taxpayer with written and oral instructions to enable the taxpayer to
perform the audit verification and prepare the working paper schedules necessary to
complete a particular portion of the audit. Taxpayers who meet the following criteria
are considered candidates for a managed audit:

e Taxpayers whose business involves few or no statutory exemptions;

e Taxpayers whose business involves a single or small number of clearly defined
taxability issues;

e Taxpayers who agree to participate in the MAP; and

e Taxpayers who have the resources to comply with the managed audit instructions
provided by the Board.

The advantages of the MAP for the Board and for taxpayers can include:

e Resolution of questions about taxability during the audit process, thus reducing the
number of audits requiring resolution through the administrative appeals process.

e More efficient allocation of audit resources to audits and other revenue-generating
activities.

e Reduction in litigation of protested audits.

e Decreased disruption of a taxpayer’'s regular business activities since an auditor is
likely to spend fewer hours at the taxpayer’s place of business.

e Promotion of an ongoing cooperative relationship between the taxpayer and the
Board.

e Increased understanding on the part of the taxpayer about the application of sales
and use tax to his or her business.

As an added incentive to participate in the program, interest on a tax liability disclosed
as a result of an approved MAP audit is computed at one-half the normal statutory
interest rate for the total unreported tax liability. MAP audits that result in a credit or
refund are computed using the standard running balance method. That is, if the audit
has both debit and credit periods, the one-half interest rate would apply for debit periods
and the full statutory credit interest rate applied for credit periods.
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In addition, a taxpayer may still obtain Section 6596 relief from tax, penalty, and interest
charges if the taxpayer failed to report and pay tax on a transaction because it relied on
erroneous written advice from the Board.

The original MAP was added by Board-sponsored SB 1104 (Ch. 686, Stats. 1997,
effective January 1, 1998) and contained a sunset provision of January 1, 2001. In
2000, the Board sponsored legislation (AB 2898, Ch. 1052) to extend the sunset date of
the MAP by two years, to January 1, 2003. AB 1043 (Ch. 87, Stats. 2003, effective
January 1, 2004) reauthorized the Board to utilize the MAP until January 1, 2009.

AB 1043 also required the Board, on or before January 1, 2008, to submit a report to
the Legislature regarding the MAP as of June 30, 2007. The analysis of the MAP for a
39-month period (April 1, 2004 through June 30, 2007) showed the following:

Total MAP audits completed 97
Total revenue derived from MAP audits

(taxes, penalties, and interest) $ 13,212,310
Total amount of interest forgiven $ 1,442,095
Estimated number of audit hours saved 4,695
Estimated additional audit liability from redirecting

audit resources (taxes, penalties, and interest) $ 2,286,465"
Net revenue gain $ 844,3707

In addition, the analysis disclosed that the percentage of completed MAP audits
requiring resolution through the administrative appeals process was less than other
Board audits.

This Proposal

This proposal would repeal Section 7076.5 of the Revenue and Taxation Code to delete
the January 1, 2009 sunset date and thereby extend the program indefinitely.

While participation in the MAP has been limited, completed MAP audits have met the
goals of the program. The MAP continues to provide a number of benefits to both
taxpayers and the Board, some of which are: 1) educates the taxpayer on the
application of tax to his or her business and promotes an ongoing cooperative
relationship between the Board and the taxpayer, 2) allows the Board to reallocate audit
resources to other sales and use tax audits or other revenue generating activities, 3)
reduces the number of protested audits, and 4) decreases disruption of a taxpayer’'s
regular business activities.

By extending the provisions of the MAP indefinitely, staff will have the opportunity to
survey taxpayers to identify the reasons for the limited participation and to solicit
recommendations on ways to improve the program. In addition, staff will continue to

1 $2,286,465 [4,695 (audit hours saved) x $487 (average dollar per audit hour return at the statewide rate)]
Z $844,370 [$2,286,465 - $1,442,095 (amount of interest forgiven)]
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research incentives utilized by other states which show a higher rate of MAP
participation.

Section 7076.5 of the Revenue and Taxation Code is repealed:
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