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Repeal Revenue and Taxation Code Section 6225 of the Sales and Use Tax Law to
eliminate the “qualified purchaser” program.

Source: Honorable George Runner

Existing Law. During 2009’s Fourth Extraordinary Session, ABx4 18 (Ch. 16, in effect
July 28, 2009) was enacted into law to impose a use tax registration and reporting
obligation on larger businesses. Under these provisions, businesses (except for those
already registered to report sales or use tax) that have annual gross receipts from
business operations of at least $100,000 annually, are required to register with the BOE
and file an annual use tax return on or before April 15" and report their purchases
subject to use tax that were made during the previous calendar year.

This Proposal. This proposal would repeal these provisions.

Since its enactment, the BOE has registered over 500,000 businesses and has received
only $82 million in use tax, interest and penalty (about $74 million is tax) from these
businesses for reporting periods 2007, 2008, 2009, and 2010. Over half of these
businesses that have filed use tax returns under this provision have reported no use tax
liability. (At its July 27, 2011 meeting, the Members of the BOE unanimously approved
the staff’'s recommendation to remove from the program, those qualified purchasers that
have filed returns with zero use tax liability for three years in succession. Staff is
currently in the process of removing those purchasers from the program).

This program was intended to address the over $1 billion use tax gap — which, at the
time, was primarily a result of unreported use tax on business-to-business transactions.
However, revenues derived from the program have fallen considerably short of the
anticipated amounts. When the bill was pending before the Legislature, staff had
estimated that for the first year, $81 million in use tax revenue would be generated for
the fiscal year 2009-10, $183 million for 2010-11, and up to $651 million for 2013-14.
With only a $74 million use tax gain over a four-year period, it is apparent that the
projected revenues will never be realized.

In addition to this revenue shortfall, this program has resulted in significant confusion by
business owners who had no previous relationship with the BOE (staff has received
over 200,000 phone calls from confused and frustrated small business owners),
significant BOE costs to implement and administer, and a significant burden on
taxpayers. Eliminating this program would end the burden placed on business owners
and enable BOE staff to focus its enforcement efforts in more productive ways.

Section 6225 of the Revenue and Taxation Code is repealed.
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