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Dear Interested Party:

Enclosed are the Agenda, Issue Paper, and Revenue Estimate for the April 26, 2011 Business
Taxes Committee meeting. This meeting will address the proposed amendments to Regulations
1807, Petitions for Reallocation of Local Tax, and 1828, Petitions for Distribution or
Redistribution of Transactions and Use Tax.

If you are interested in other topics to be considered by the Business Taxes Committee, you may
refer to the “Business Taxes Committee” page on the Board’s Internet web site
(http://www.boe.ca.gov/meetings/btcommittee.htm) for copies of Committee discussion or issue
papers, minutes, a procedures manual, and a materials preparation and review schedule arranged
according to subject matter and meeting date.

Thank you for your input on these issues and | look forward to seeing you at the Business Taxes
Committee meeting at 10:00 a.m. on April 26, 2011 in Room 121 at the address shown above.

Sincerely,

Jeffrey L. McGuire, Deputy Director
Sales and Use Tax Department
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AGENDA — April 26, 2011 Business Taxes Committee Meeting
Petitions for the reallocation of local and district taxes

Item 1 - for Board action — proposed
amendments to Regulations 1807 and 1828

Issue Paper Alternative 1 — Staff Recommendation
Agenda, pages 2 - 17.
Issue Paper Exhibit 3

Issue Paper Alternative 2
Agenda, pages 2 - 16.
Issue Paper Exhibit 4

Issue Paper Alternatives 3.1 and 3.2
Agenda, pages 2 - 17.
Issue Paper Exhibit 5

Alternative 3.1

Alternative 3.2

Approve and authorize publication of either:

Amendments proposed by staff. These revisions have a prospective application and include:

¢ An explanation of the extension request process with regard to Local Revenue Allocation Unit
(LRAU) notices; a mechanism allowing the petitioner, at its option, to request the Allocation
Group (AG) issue its supplement decision; and notification of potentially affected jurisdictions
beginning at the Appeals Division level.

OR

Amendments proposed by Mr. Johan Klehs and supported by the HdL Companies. In addition to

the LRAU extension request and notification of potentially affected jurisdictions at the Appeals

Division level, these revisions include:

o Additional time limitations to issue decisions and schedule conferences and/or hearings at the
AG, Appeals Division, and Board Hearing levels.

OR

Amendments proposed by MuniServices. In addition to the LRAU extension request and

notification of potentially affected jurisdictions at the Appeals Division level, these revisions

include:

o New processes at the AG level that include specific timeframes and meetings between staff and
the petitioner

¢ A limit on the acceptance of post appeals conference submissions

e A new process requiring Board Members to rule on the admissibility of new factual information
provided with the request for hearing.

To make the proposed amendments prospective, MuniServices recommends incorporating the
proposed amendments into new Regulations 1807.1 and 1828.1, and amending current Regulations
1807 and 1828 to provide that those regulations cease to be operative on the operative date of
Regulations 1807.1 and 1828.1.

OR

To make the proposed amendments prospective, MuniServices recommends adding language that
states the amendments adopted by the Board have no retroactive effect.

! Because the proposed revisions are substantially similar in both regulations, we have included only the proposed revisions to Regulation 1807 in this agenda. The full text of the
proposed revisions for both Regulations 1807 and 1828 can be found in Exhibits 3, 4, and 5.
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AGENDA — April 26, 2011 Business Taxes Committee Meeting
Petitions for the reallocation of local and district taxes

Item 2 — for information — holding local tax
distributions in suspense while a suspected
misallocation is investigated.

During the interested parties process and in written submission, the HdL Companies commented that
procedures should be included in the BOE procedure manuals explaining when distributions can be
held in suspense. Staff does not believe it is necessary to develop formal procedures for holding
distributions or requesting that distributions be held.

This issue does not involve regulatory amendment and does not require Board action; it is included
for informational purposes and possible discussion.
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AGENDA — April 26, 2011 Business Taxes Committee Meeting
Petitions for the reallocation of local and district taxes

Regulatory Language

Regulatory Language
Proposed by Mr. Johan

Regulatory Language

Regulatory Language

Action Proposed by MuniServices | Proposed by MuniServices
Proposed by Staff Klehs and supported by the P y Vi P y M
Item Exhibi . Alternative 3.1 Alternative 3.2
(Exhibit 3) HdL Companies . .
. Exhibit (5) Exhibit (5)
(Exhibit 4)
Action 1 | Regulation 1807. PETITIONS | Regulation 1807. PETITIONS | Regulation 1807.1. PETITIONS | Regulation 1807. PETITIONS
FOR REALLOCATION OF | FOR REALLOCATION OF | FOR REALLOCATION OF | FOR REALLOCATION OF
LOCAL TAX. LOCAL TAX. LOCAL TAX. LOCAL TAX.
1807 (a) DEFINITIONS. (a) DEFINITIONS. (a) DEFINITIONS. (a) DEFINITIONS.
(@)((3)(G) (3) PETITION. (3) PETITION. (3) PETITION. (3) PETITION.
and “Petition” also includes an appeal by | “Petition” also includes an appeal by | “Petition” also includes an appeal by | “Petition” also includes an appeal by
a jurisdiction from a notification from | a jurisdiction from a notification from | a jurisdiction from a notification from | a jurisdiction from a notification from
t Local Revenue Allocation Unit of E Local Revenue Allocation Unit of E Local Revenue Allocation Unit of { Local Revenue Allocation Unit of
1807.1 Sales and Use Tax Department Sales and Use Tax Department Sales and Use Tax Department Sales and Use Tax Department
(@)B)(G) | that local taxes previously allocated | that local taxes previously allocated | that local taxes previously allocated | that local taxes previously allocated

to it were misallocated and will be
reallocated. Such a jurisdiction may
object to that notification by
submitting a written petition to the
Allocation Group within 30 days of
the date of mailing of the notification
or within a period of extension

to it were misallocated and will be
reallocated. Such a jurisdiction may
object to that notification by
submitting a written petition to the
Allocation Group within 30 days of
the date of mailing of the notification
or within a period of extension

to it were misallocated and will be
reallocated. Such a jurisdiction may
object to that notification by
submitting a written petition to the
Allocation Group within 30 days of
the date of mailing of the notification
or within a period of extension

to it were misallocated and will be
reallocated. Such a jurisdiction may
object to that notification by
submitting a written petition to the
Allocation Group within 30 days of
the date of mailing of the notification
or within a period of extension

described below. The petition must
include a copy of the notification and
specify the reason the jurisdiction
disputes it. If a jurisdiction does not
submit such a petition within 30 days
of the date of mailing of the
notification, or_within _a period of
extension, the notification of the
Local Revenue Allocation Unit is
final as to the jurisdiction so notified.

The jurisdiction may request a 30-

described below. The petition must
include a copy of the notification and
specify the reason the jurisdiction
disputes it. If a jurisdiction does not
submit such a petition within 30 days
of the date of mailing of the
notification, or within _a period of
extension, the notification of the
Local Revenue Allocation Unit is
final as to the jurisdiction so notified.

The jurisdiction may request a 30-

described below. The petition must
include a copy of the notification and
specify the reason the jurisdiction
disputes it. If a jurisdiction does not
submit such a petition within 30 days
of the date of mailing of the
notification, or within _a period of
extension, the notification of the
Local Revenue Allocation Unit is
final as to the jurisdiction so notified.

The jurisdiction may request a 30-

described below. The petition must
include a copy of the notification and
specify the reason the jurisdiction
disputes it. If a jurisdiction does not
submit such a petition within 30 days
of the date of mailing of the
notification, or within a period of
extension, the notification of the
Local Revenue Allocation Unit is
final as to the jurisdiction so notified.

The jurisdiction may request a 30-

day extension to submit a written

day extension to submit a written

day extension to submit a written

day extension to submit a written

objection to a notification  of

objection _to a notification  of

objection _to a notification  of

objection to a notification  of

misallocation __ from _ the Local | misallocation  from _ the Local | misallocation  from _ the Local | misallocation  from _ the Local
Revenue Allocation Unit. Such | Revenue Allocation Unit. Such | Revenue Allocation Unit. Such | Revenue Allocation Unit. Such
request must provide a reasonable | request must provide a reasonable | request must provide a reasonable | request must provide a reasonable
explanation _for __the requesting | explanation for the requesting | explanation for the requesting | explanation for the requesting
jurisdiction’s inability to submit its | jurisdiction’s inability to submit its | jurisdiction’s inability to submit its | jurisdiction’s inability to submit its
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AGENDA — April 26, 2011 Business Taxes Committee Meeting
Petitions for the reallocation of local and district taxes

Regulatory Language

Regulatory Language
Proposed by Mr. Johan

Regulatory Language

Regulatory Language

Action Proposed by MuniServices Proposed by MuniServices
Item Proposic_j by Staff Klehs and supporte_d by the P Alterzative 3.1 P Alter?l/ative 3.2
(Exhibit 3) HdL Companies Exhibit (5) Exhibit (5)
(Exhibit 4)
objection within 30 days and must | objection within 30 days and must | objection within 30 days and must | objection within 30 days and must
be received by the Local Revenue | be received by the Local Revenue | be received by the Local Revenue | be received by the Local Revenue
Allocation Unit within 30 days of the | Allocation Unit within 30 days of the | Allocation Unit within 30 days of the | Allocation Unit within 30 days of the
date of mailing of its notification. | date of mailing of its notification. | date of mailing of its notification. | date of mailing of its natification.
Within_five days of receipt of the | Within _five days of receipt of the | Within five days of receipt of the | Within five days of receipt of the
request, the lLocal Revenue | request, the lLocal Revenue | request, the Local Revenue | request, the  Local Revenue
Allocation Unit will mail notification to | Allocation Unit will mail notification to | Allocation Unit will mail notification to | Allocation Unit will mail notification to
the jurisdiction whether the request | the jurisdiction whether the request | the jurisdiction whether the request | the jurisdiction whether the request
is_granted or denied. If a timely | is granted or denied. If a timely | is granted or denied. If a timely | is_granted or denied. If a timely
request for an extension is | request for an extension is | request for an extension is | request for an extension is
submitted, the time for the | submitted, the time for the | submitted, the time for the | submitted, the time for the
jurisdiction to file a written objection | jurisdiction to file a written objection | jurisdiction to file a written objection | jurisdiction to file a written objection
is _extended to 10 days after the | is _extended to 10 days after the | is extended to 10 days after the | is extended to 10 days after the
mailing of the notice of whether the | mailing of the notice of whether the | mailing of the notice of whether the | mailing of the notice of whether the
request is granted or denied. If the | request is granted or denied. If the | request is granted or denied. If the | request is granted or denied. If the
request is granted, the time for the | request is granted, the time for the | request is granted, the time for the | request is granted, the time for the
jurisdiction _to _submit _a written | jurisdiction to submit a written | jurisdiction to submit a written | jurisdiction to submit a written
objection to the notification of the | objection to the notification of the | objection to the notification of the | objection to the notification of the
Local Revenue AIIocatiotp Unit_is | Local Revenue AIIocatiotg Unit_is | Local Revenue AIIocatiotD Unit_is | Local Revenue AIIocatiotrh1 Unit_is
further extended to the 60 day after | further extended to the 60 day after | further extended to the 60 day after | further extended to the 60 day after
the date of mailing of the notification | the date of mailing of the notification | the date of mailing of the notification | the date of mailing of the notification
of misallocation. of misallocation. of misallocation. of misallocation.
1807 (b) REVIEW BY ALLOCATION | (b) REVIEW BY ALLOCATION | (b) REVIEW BY ALLOCATION | (b) REVIEW BY ALLOCATION
(b)(2) GROUP. GROUP. GROUP. GROUP.
and (2) The Allocation Group will (2) The Allocation Group will
review the petition and issue to the | review the petition and issue to the
petitioner a written decision to grant | petitioner a written decision to grant
1807.1 or deny the petition, including the | or deny the petition, including the
0)(2) basis for that decision. The written | basis for that decision. The written

decision will also note the date of
knowledge, and if other than the
date the petition was received, will
include the basis for that date. A
reallocation will be made if the
preponderance of evidence, whether
provided by petitioner or obtained by
Board staff as part of its

decision will also note the date of
knowledge, and if other than the
date the petition was received, will
include the basis for that date. A
reallocation will be made if the
preponderance of evidence, whether
provided by petitioner or obtained by
Board staff as part of its
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AGENDA — April 26, 2011 Business Taxes Committee Meeting

Petitions for the reallocation of local and district taxes

Action
Iltem

Regulatory Language

Proposed by Staff
(Exhibit 3)

Regulatory Language
Proposed by Mr. Johan
Klehs and supported by the

HdL Companies
(Exhibit 4)

Regulatory Language
Proposed by MuniServices

Alternative 3.1
Exhibit (5)

Regulatory Language
Proposed by MuniServices

Alternative 3.2
Exhibit (5)

investigation of the petition, shows
that there was a misallocation. If the
preponderance of evidence does not
show that a misallocation occurred,
the petition will be denied. _The
Allocation Group has 270 days from

investigation of the petition, shows
that there was a misallocation. If the
preponderance of evidence does not
show that a misallocation occurred,
the petition will be denied. _The
Allocation Group has 270 days from

the date the Allocation Group

the date the Allocation Group

receives the petition to conduct its

receives the petition to conduct its

initial investigation of the petition. At

initial investigation of the petition. At

the end of that 270-day period, if no

the end of that 270-day period, if no

decision has been issued, the

decision has been issued, the

Allocation Group and petitioner will

Allocation Group and petitioner will

meet and confer, within 30 days, on

meet and confer, within 30 days, on

the scope and timeline of further

the scope and timeline of further

investigations, if any, according to

investigations, if any, according to

rules to be promulgated in_the

rules to be promulgated in the

CPPM.

CPPM.

1807
(b)3)

and

1807.1
(b)(3)

(3)-H-the-Allecation-Group-does
' ecisi ol i

petition;At any time after the meet-
and-confer meeting in (b)(2), the
petitioner may request that the
Allocation Group issue its decision
without regard to the status of its
investigation. Within 98-30 days of
receiving such a request, the
Allocation Group will issue its
decision based on the information in
its possession.

(3)-H-the-Allocation-Group-does
> ecisi il i

petition;At_any time after the meet-
and-confer meeting in (b)(2), the
petitioner may request that the
Allocation Group issue its decision
without regard to the status of its
investigation. Within 98-30 days of
receiving such a request, the
Allocation Group will issue its
decision based on the information in
its possession.
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AGENDA — April 26, 2011 Business Taxes Committee Meeting
Petitions for the reallocation of local and district taxes

Regulatory Language

Regulatory Language
Proposed by Mr. Johan

Regulatory Language

Regulatory Language

Action . . . )
Proposed by Staff Klehs and supported by the Proposed by I\/_IumSerwces Proposed by I\/_IumSerwces
Item (Exhibit 3) HAL C . Alternative 3.1 Alternative 3.2
ompanies Exhibit (5) Exhibit (5)
(Exhibit 4)

1807 (6) The petitioner or any notified (6) The petitioner or any notified (6) The petitioner or any notified
(b)(6) jurisdiction may appeal the decision jurisdiction may appeal the decision | jurisdiction may appeal the decision
of the Allocation Group by submitting of the Allocation Group by submitting | of the Allocation Group by submitting
and a written objection to the Allocation a written objection to the Allocation | a written objection to the Allocation
Group within 30 days of the date of Group within 30 days of the date of | Group within 30 days of the date of
mailing of the Allocation Group’s mailing of the Allocation Group’s | mailing of the Allocation Group’s
1807.1 decision, or within a period of decision, or within a period of | decision, or within a period of
(b)(6) extension authorized by subdivision extension authorized by subdivision | extension authorized by subdivision
(b)(810). If no such timely objection (b)(810). If no such timely objection | (b)(910). If no such timely objection
is submitted, the decision of the is submitted, the decision of the | is submitted, the decision of the
Allocation Group is final as to the Allocation Group is final as to the | Allocation Group is final as to the
petitioner and all notified petitioner and all notified | petitioner and all notified

jurisdictions. jurisdictions. jurisdictions.
1807 (7) If the petitioner or a notified (7) If the petitioner or a notified (7) If the petitioner or a notified
(b)(7) jurisdiction submits a timely written | jurisdiction submits a timely written | jurisdiction submits a timely written
objection to the decision of the | objection to the decision of the | objection to the decision of the
and Allocation Group, the Allocation | Allocation Group, the Allocation | Allocation Group, the Allocation
Group will consider the objection | Group will consider the objection | Group will consider the objection
and, within 90 days, issue a written | and issue a written supplemental | and issue a written supplemental
1807.1 supplemental decision to grant or | decision to grant or deny the | decision to grant or deny the
(b)(7) deny the objection, including the | objection, including the basis for that | objection, including the basis for that

basis for that decision. A copy of the
supplemental decision will be mailed
to the petitioner, to any notified

jurisdiction, and to any other
jurisdiction that is substantially
affected by the supplemental
decision.

decision. The Allocation Group has
90-days to conduct its supplemental

decision. The Allocation Group has
90-days to conduct its supplemental

investigation of the petition. s, 4.

investigation of the petition. s, 4.

end of the 90-day period, the

end of the 90-day period, the

Allocation Group and petitioner will

Allocation Group and petitioner will

meet and confer on the scope and

meet and confer on the scope and

timeline _of further investigations, if

timeline _of further investigations, if

any, according to rules to be

any, according to rules to be

promulgated in the CPPM. A copy
of the supplemental decision will be
mailed to the petitioner, to any
notified jurisdiction, and to any other

jurisdiction that is substantially
affected by the supplemental
decision.

promulgated in the CPPM. A copy
of the supplemental decision will be
mailed to the petitioner, to any
notified jurisdiction, and to any other

jurisdiction that is substantially
affected by the supplemental
decision.
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AGENDA — April 26, 2011 Business Taxes Committee Meeting
Petitions for the reallocation of local and district taxes

Regulatory Language

Regulatory Language
Proposed by Mr. Johan

Regulatory Language

Regulatory Language

Action . . . .
Proposed by Staff Klehs and supported by the Proposed by I\/_IumSerwces Proposed by I\/_IumSerwces
Item (Exhibit 3) HAL C . Alternative 3.1 Alternative 3.2
ompanies Exhibit (5) Exhibit (5)
(Exhibit 4)
1807 (8) If the Allocation Group does (8) At any time after the meet (8) At any time after the meet
(b)(8) not issue a supplemental decision and confer in (b)(7), the petitioner | and confer in (b)(7), the petitioner
within _six months of the date it may request that the Allocation | may request that the Allocation
and receives a written timely objection to Group issue its supplemental | Group issue its supplemental
the decision of the Allocation Group, decision without regard to the status | decision without regard to the status
the petitioner or any notified of its investigation. Within 30 days | of its investigation. Within 30 days
1807.1 jurisdiction may request that the of receiving such a request, the | of receiving such a request, the
(b)(8) Allocation Group issue its Allocation Group will issue its | Allocation Group will issue its
supplemental decision without decision based on the information in | decision based on the information in
regard to the status of its its possession. its possession.
investigation.  Within 90 days of
receiving such a request, the
Allocation Group will issue its
supplemental decision based on the
information in its possession.
1807 (89) The petitioner or any (89) The petitioner or any (89) The petitioner or any
(0)(9) notified jurisdiction may appeal the notified jurisdiction may appeal the | notified jurisdiction may appeal the
supplemental decision of the supplemental decision of the | supplemental decision of the
and Allocation Group by submitting a Allocation Group by submitting a | Allocation Group by submitting a
written objection under subdivision written objection under subdivision | written objection under subdivision
1807 1 (c)(1) within 30 days of the date of (c)(1) within 30 days of the date of | (c)(1) within 30 days of the date of
: mailing of that supplemental mailing of that supplemental | mailing of that supplemental
(0)(9) decision, or within a period of decision, or within a period of | decision, or within a period of
extension authorized by subdivision extension authorized by subdivision | extension authorized by subdivision
(b)(810). If no such timely objection (b)(810). If no such timely objection | (b)(910). If no such timely objection
is submitted, the supplemental is submitted, the supplemental | is submitted, the supplemental
decision of the Allocation Group is decision of the Allocation Group is | decision of the Allocation Group is
final as to the petitioner and all final as to the petitioner and all | final as to the petitioner and all
notified jurisdictions. notified jurisdictions. notified jurisdictions.
1807 (910) The petitioner or any (910) The petitioner or any (910) The petitioner or any
(b)(10) notified jurisdiction may request a notified jurisdiction may request a | notified jurisdiction may request a
30-day extension to submit a written 30-day extension to submit a written | 30-day extension to submit a written
and objection under subdivision (b)(6) or objection under subdivision (b)(6) or | objection under subdivision (b)(6) or
under  subdivision (b)(89), as under  subdivision (b)(89), as | under subdivision (b)(89), as
applicable. Such request must applicable. Such request must | applicable. Such request must
1807.1 provide a reasonable explanation for provide a reasonable explanation for | provide a reasonable explanation for
(b)(10) the requesting jurisdiction’s inability the requesting jurisdiction’s inability | the requesting jurisdiction’s inability
to submit its objection within 30 to submit its objection within 30 | to submit its objection within 30

LT 10 /3Bey
epuaby

#00-TT JoqwnN Jaded anss| [ew.oH



AGENDA — April 26, 2011 Business Taxes Committee Meeting
Petitions for the reallocation of local and district taxes

Regulatory Language

Regulatory Language
Proposed by Mr. Johan

Regulatory Language

Regulatory Language

Action . . . )
Proposed by Staff Klehs and supported by the Proposed by I\/_IumSerwces Proposed by I\/_IumServmes
Item (Exhibit 3) HAL C . Alternative 3.1 Alternative 3.2
ompanies Exhibit (5) Exhibit (5)
(Exhibit 4)
days, must be copied to all other days, must be copied to all other | days, must be copied to all other
jurisdictions to whom the Allocation jurisdictions to whom the Allocation | jurisdictions to whom the Allocation
Group mailed a copy of its decision Group mailed a copy of its decision | Group mailed a copy of its decision
or supplemental decision (to the or supplemental decision (to the | or supplemental decision (to the
extent known by the requesting extent known by the requesting | extent known by the requesting
jurisdiction), and must be received jurisdiction), and must be received | jurisdiction), and must be received
by the Allocation Group within 30 by the Allocation Group within 30 | by the Allocation Group within 30
days of the date of mailing of its days of the date of mailing of its | days of the date of mailing of its
decision or supplemental decision. decision or supplemental decision. | decision or supplemental decision.
Within five days of receipt of the Within five days of receipt of the | Within five days of receipt of the
request, the Allocation Group will request, the Allocation Group will | request, the Allocation Group will
mail notification to the petitioner and mail notification to the petitioner and | mail naotification to the petitioner and
to all notified jurisdictions whether to all notified jurisdictions whether | to all notified jurisdictions whether
the request is granted or denied. If a the request is granted or denied. If a | the request is granted or denied. If a
timely request for an extension is timely request for an extension is | timely request for an extension is
submitted, the time for the petitioner submitted, the time for the petitioner | submitted, the time for the petitioner
and any notified jurisdiction to file a and any notified jurisdiction to file a | and any notified jurisdiction to file a
written objection to the decision or written objection to the decision or | written objection to the decision or
supplemental decision of the supplemental decision of the | supplemental decision of the
Allocation Group is extended to 10 Allocation Group is extended to 10 | Allocation Group is extended to 10
days after the mailing of the notice of days after the mailing of the notice of | days after the mailing of the notice of
whether the request is granted or whether the request is granted or | whether the request is granted or
denied. If the request is granted, the denied. If the request is granted, the | denied. If the request is granted, the
time for the petitioner and all notified time for the petitioner and all notified | time for the petitioner and all notified
jurisdictions to submit a written jurisdictions to submit a written | jurisdictions to submit a written
objection to the decision or objection to the decision or | objection to the decision or
supplemental decision of the supplemental decision of the | supplemental decision of the
Allocation tGroup is further extended Allocation tGroup is further extended | Allocation tGroup is further extended
to the 60 day after the date of to the 60 day after the date of | to the 60 day after the date of
mailing of the decision or mailing of the decision or | maiing of the decision or
supplemental decision. supplemental decision. supplemental decision.
1807 (c) REVIEW BY APPEALS | (c) REVIEW BY APPEALS |(c) REVIEW BY APPEALS | (c) REVIEW BY APPEALS
(©)1) DIVISION. DIVISION. DIVISION. DIVISION.
and (1) The petitioner or any notified (1) The petitioner or any notified (1) The petitioner or any notified
jurisdiction  may  appeal the jurisdiction  may  appeal the | jurisdiction may appeal the
supplemental decision of the supplemental decision of the | supplemental decision of the
1807.1 Allocation Group by submitting a Allocation Group by submitting a | Allocation Group by submitting a
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AGENDA — April 26, 2011 Business Taxes Committee Meeting
Petitions for the reallocation of local and district taxes

Action
Iltem

Regulatory Language

Proposed by Staff
(Exhibit 3)

Regulatory Language
Proposed by Mr. Johan
Klehs and supported by the

HdL Companies
(Exhibit 4)

Regulatory Language
Proposed by MuniServices

Alternative 3.1
Exhibit (5)

Regulatory Language
Proposed by MuniServices

Alternative 3.2
Exhibit (5)

(©)(1)

written objection to the Allocation
Group within 30 days of the date of
mailing of the Allocation Group’s
supplemental decision, or within a
period of extension authorized by
subdivision (b)(810). Such an
objection must state the basis for the
objecting jurisdiction’s disagreement
with the supplemental decision and
include all additional information in
its possession that supports its
position.

written objection to the Allocation
Group within 30 days of the date of
mailing of the Allocation Group’s
supplemental decision, or within a
period of extension authorized by
subdivision (b)(810). Such an
objection must state the basis for the
objecting jurisdiction’s disagreement
with the supplemental decision and
include all additional information in
its possession that supports its
position.

written objection to the Allocation
Group within 30 days of the date of
mailing of the Allocation Group’s
supplemental decision, or within a
period of extension authorized by
subdivision (b)(810). Such an
objection must state the basis for the
objecting jurisdiction’s disagreement
with the supplemental decision and
include all additional information in
its possession that supports its
position.

1807
(©)(2)

and

1807.1
(©)(2)

(2) If a timely objection to its
supplemental decision is submitted,
the Allocation Group will, within 30
days of receipt of the objection,

(2) If a timely objection to its
supplemental decision is submitted,
the Allocation Group will, within 30
days of receipt of the objection,

(2) If a timely objection to its
supplemental decision is submitted,
the Allocation Group will, within 30
days of receipt of the objection,

(2) If a timely objection to its
supplemental decision is submitted,
the Allocation Group will,_within 30
days of receipt of the objection,

prepare the file and forward it to the
Appeals Division. The petitioner, all

notified jurisdictions, any other
jurisdiction that would be

prepare the file and forward it to the
Appeals Division. The petitioner, all

notified jurisdictions, any other
jurisdiction that would be

prepare the file and forward it to the
Appeals Division. The petitioner, all

notified jurisdictions, any other
jurisdiction that would be

prepare the file and forward it to the
Appeals Division. The petitioner, all

notified jurisdictions, any other
jurisdiction that would be

substantially affected if the petition

substantially affected if the petition

substantially affected if the petition

substantially affected if the petition

were granted, and the Sales and
Use Tax Department will thereafter
be mailed notice of the appeals
conference, which will generally be
sent at least 45 days prior to the
scheduled date of the conference.

were granted, and the Sales and
Use Tax Department will thereafter
be mailed notice of the appeals
conference, which will generally be
sent at least 45 days prior to the
scheduled date of the conference.
The Appeals Division shall schedule
an__appeals conference within 6
months from receipt of the file from
the Allocation Group.

were granted, and the Sales and
Use Tax Department will thereafter
be mailed notice of the appeals
conference, which will generally be
sent at least 45 days prior to the
scheduled date of the conference.

were granted, and the Sales and
Use Tax Department will thereafter
be mailed notice of the appeals
conference, which will generally be
sent at least 45 days prior to the
scheduled date of the conference.

1807
(€)(2)(B)

If the Department sends
notigﬁ to the Appeals Division in
acc raance with the subdivision
(c)(2)(A) no later than 30 days prior
to the date scheduled for the
appeals conference, the Appeals
Division will suspend its review and
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Regulatory Language
Proposed by MuniServices

Alternative 3.2
Exhibit (5)

the dispute will be returned to the
Department. The Department will
thereafter issue a second
supplemental decision__within 60
days, or will return the dispute to the
Appeals Division along with a report
of its further investigation, if
appropriate, for the review and
decision of the Appeals Division.

1807
(©)(2)(C)

If the Department sends
notigé to the Appeals Division in
acc rc}ance with subdivision
(©)(2)(A) less than 30 days prior to
the date scheduled for the appeals
conference, the Appeals Division will
decide whether the dispute should
be returned to the Department or
remain with the Appeals Division,
and notify the parties accordingly. If
the dispute is returned to the
Department, the Department will
thereafter issue a second
supplemental decision__within 60
days, or will return the dispute to the
Appeals Division along with a report
of its further investigation, if
appropriate, for the review and
decision of the Appeals Division.

1807
(©)(2)(D)

and

1807.1
(©)(2)(D)

Where the Department
issu a second supplemental
decision in  accordance  with
subdivision (¢)(2)(B) or (c)(2)(C), it
will send a copy of the decision to
the petitioner, any notified
jurisdiction, and any other
jurisdiction that is substantially
affected by the second supplemental
decision, any of whom may appeal

Where the Department
issu a second supplemental
decision in  accordance  with
subdivision (¢)(2)(B) or (c)(2)(C), it
will send a copy of the decision to
the petitioner, any notified
jurisdiction, and any other
jurisdiction that is substantially
affected by the second supplemental
decision, any of whom may appeal

Where the Department
issu a second supplemental
decision in  accordance  with
subdivision (c)(2)(B) or (c)(2)(C), it
will send a copy of the decision to
the petitioner, any notified
jurisdiction, and any other
jurisdiction that is substantially
affected by the second supplemental
decision, any of whom may appeal

Where the Department
issu a second supplemental
decision in  accordance  with
subdivision (c)(2)(B) or (c)(2)(C), it
will send a copy of the decision to
the petitioner, any notified
jurisdiction, and any other
jurisdiction that is substantially
affected by the second supplemental
decision, any of whom may appeal
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(Exhibit 3) HdL Companies Exhibit (5) Exhibit (5)
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the second supplemental decision | the second supplemental decision | the second supplemental decision | the second supplemental decision
by submitting a written objection | by submitting a written objection | by submitting a written objection | by submitting a written objection
under subdivision (c)(1) within 30 | under subdivision (c)(1) within 30 | under subdivision (c)(1) within 30 | under subdivision (c)(1) within 30
days of the date of mailing of that | days of the date of mailing of that | days of the date of mailing of that | days of the date of mailing of that
supplemental decision, or within a | supplemental decision, or within a | supplemental decision, or within a | supplemental decision, or within a
period of extension authorized by | period of extension authorized by | period of extension authorized by | period of extension authorized by
subdivision (b)(810). If no such | subdivision (b)(9). If an objection to | subdivision (b)(910). If no such | subdivision (b)(810). If no such
timely objection is submitted, the | a second supplemental decision is | timely objection is submitted, the | timely objection is submitted, the
second supplemental decision is | filed by either the petitioner or | second supplemental decision is | second supplemental decision is
final as to the petitioner and all | notified jurisdiction, it will be | final as to the petitioner and all | final as to the petitioner and all
notified jurisdictions. immediately forwarded to the | notified jurisdictions. notified jurisdictions.
Appeals Division. An__appeals
conference shall be scheduled within
90 days of receipt of the objection. |If
no such timely objection is
submitted, the second supplemental
decision is final as to the petitioner
and all notified jurisdictions.
1807 (3) The appeals conference is (3) The appeals conference is (3) The appeals conference is (3) The appeals conference is
(©)(3) not an adversarial proceeding, but | not an adversarial proceeding, but | not an adversarial proceeding, but | not an adversarial proceeding, but
rather is an informal discussion | rather is an informal discussion | rather is an informal discussion | rather is an informal discussion
and where the petitioner, any notified | where the petitioner, any notified | where the petitioner, any notified | where the petitioner, any notified
jurisdictions who wish to participate, | jurisdictions who wish to participate, | jurisdictions who wish to participate, | jurisdictions who wish to participate,
and the Sales and Use Tax |and the Sales and Use Tax | and the Sales and Use Tax | and the Sales and Use Tax
1807.1 Department have the opportunity to | Department have the opportunity to | Department have the opportunity to | Department have the opportunity to
(©)(3) explain their respective positions | explain their respective positions | explain their respective positions | explain their respective positions

regarding the relevant facts and law
to the Appeals Division conference
holder. To make the conference
most productive, each participant
should submit all facts, law,
argument, and other information in
support of its position to the Appeals
Division conference holder, and to
the other participants, at least 15
days before the date of the appeals
conference; however, relevant facts
and arguments will be accepted at

regarding the relevant facts and law
to the Appeals Division conference
holder. To make the conference
most productive, each participant
should submit all facts, law,
argument, and other information in
support of its position to the Appeals
Division conference holder, and to
the other participants, at least 15
days before the date of the appeals
conference; however, relevant facts
and arguments will be accepted at

regarding the relevant facts and law
to the Appeals Division conference
holder. To make the conference
most productive, each participant
should submit all facts, law,
argument, and other information in
support of its position to the Appeals
Division conference holder, and to
the other participants, at least 15
days before the date of the appeals
conference; however, relevant facts
and arguments will be accepted at

regarding the relevant facts and law
to the Appeals Division conference
holder. To make the conference
most productive, each participant
should submit all facts, law,
argument, and other information in
support of its position to the Appeals
Division conference holder, and to
the other participants, at least 15
days before the date of the appeals
conference; however, relevant facts
and arguments will be accepted at
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Regulatory Language

Action . . . )
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ompanies Exhibit (5) Exhibit (5)
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any time at or before the appeals | any time at or before the appeals | any time at or before the appeals | any time at or before the appeals
conference. If, during the appeals | conference. |If, during the appeals | conference. If, during the appeals | conference. If, during the appeals
conference, a participant requests | conference, a participant requests | conference, a participant requests | conference, a participant requests
permission to submit additional | permission to submit additional | permission to submit additional | permission to submit additional
written arguments and documentary | written arguments and documentary | written arguments and documentary | written arguments and documentary
evidence, the conference holder | evidence, the conference holder | evidence, the conference holder | evidence, the conference holder
may grant that participant 45—30 | may grant that participant 35—30 | may grant that participant 45—30 | may grant that participant 15—30
days after the appeals conference; | days after the appeals conference; | days after the appeals conference; | days after the appeals conference;
justification; to submit to the | justifieation; to submit to the | justification; to submit to the | justification; to submit to the
conference holder, with copies to all | conference holder, with copies to all | conference holder, with copies to all | conference holder, with copies to all
other participants, such additional | other participants, such additional | other participants, such additional | other participants, such additional
arguments and evidence. Any other | arguments and evidence. Any other | arguments and evidence. Any other | arguments and evidence. Any other
participant at the conference who is | participant at the conference who is | participant at the conference who is | participant at the conference who is
in opposition to the requesting | in opposition to the requesting | in opposition to the requesting | in opposition to the requesting
participant on the issue(s) covered | participant on the issue(s) covered | participant on the issue(s) covered | participant on the issue(s) covered
by the additional submission is | by the additional submission is | by the additional submission is | by the additional submission is
allowed 45-30 days to submit to the | allowed 45-30 days to submit to the | allowed 15-30 days to submit to the | allowed 45-30 days to submit to the
conference holder, with copies to all | conference holder, with copies to all | conference holder, with copies to all | conference holder, with copies to all
other participants, arguments and | other participants, arguments and | other participants, arguments and | other participants, arguments and
evidence in response. No request | evidence in response. No request | evidence in response. No request | evidence in response. No request
by a participant for further time to | by a participant for further time to | by a participant for further time to | by a participant for further time to
submit additional arguments or | submit additional arguments or | submit additional arguments or | submit additional arguments or
evidence will be granted without the | evidence will be granted without the | evidence will be granted without the | evidence will be granted without the
approval of the Assistant Chief | approval of the Assistant Chief | approval of the Assistant Chief | approval of the Assistant Chief
Counsel of the Appeals Division or | Counsel of the Appeals Division or | Counsel of the Appeals Division or | Counsel of the Appeals Division or
his or her designee. The Appeals | his or her designee. The Appeals | his or her designee. The Appeals | his or her designee. The Appeals
Division on its own initiative may | Division on its own initiative may | Division on its own initiative may | Division on its own initiative may
also request, at or after the appeals | also request, at or after the appeals | also request, at or after the appeals | also request, at or after the appeals
conference, further submissions | conference, further submissions | conference, further submissions | conference, further submissions
from any participant. from any participant. from any participant. _The Appeals | from any participant. _The Appeals
Division will not accept argument or | Division will not accept argument or
evidence beyond these 30-day | evidence beyond these 30-day
deadlines, except upon agreement | deadlines, except upon agreement
of all participants. of all participants.
1807 (4) Within 90 days after the final
(c)(4) - submission authorized by
(©)(9) subdivision (c)(3), the Appeals
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Regulatory Language
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Division will issue a written Decision
and Recommendation (D&R) setting
forth the applicable facts and law
and the conclusions of the Appeals
Division. The Chief Counsel may
allow up to 96-30 additional days to
prepare the D&R upon request of
the Appeals Division. Both the
request and the Chief Counsel's
response granting or denying the
request for additional time must be
in writing and copies provided to the
petitioner, all notified jurisdictions,
and the Sales and Use Tax
Department. A copy of the D&R wiill
be mailed to the petitioner, to all
notified jurisdictions, to any other
jurisdiction that will be substantially
affected by the D&R, and to the
Sales and Use Tax Department.

(5) The petitioner or any notified
jurisdiction may appeal the D&R by
submitting a written request for
Board hearing under subdivision
(d)(12) within 60 days of the date of
mailing of the D&R.
timely request for Boall HBarHg s
submitted, the D&R is final as to the
petitioner and all notified

jurisdictions.
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1807
(d)(@)

and

1807.1
(d)(@)

(d) REVIEW BY BOARD.

(1) The petitioner or any notified
jurisdiction may submit a written
request for Board hearing if it does
so to the Board Proceedings
Division within 60 days of the date of
mailing of the D&R—er—any—SD&R.
Such a request must state the basis
for the jurisdiction’s disagreement
with the D&R er-SB&R-as applicable
and include all additional information
in its possession that supports its
position.

(d) REVIEW BY BOARD.

(1) The petitioner or any notified
jurisdiction may submit a written
request for Board hearing if it does
so to the Board Proceedings
Division within 60 days of the date of
mailing of the D&R or any SD&R.
Such a request must state the basis
for the jurisdiction’s disagreement
with the D&R or SD&R as applicable
and include all additional information
in its possession that supports its
position, along with justification why
that additional information was not

(d) REVIEW BY BOARD.

(1) The petitioner or any notified
jurisdiction may submit a written
request for Board hearing if it does
so to the Board Proceedings
Division within 60 days of the date of
mailing of the D&R or any SD&R.
Such a request must state the basis
for the jurisdiction’s disagreement
with the D&R or SD&R as applicable
and include all additional information
in its possession that supports its
position, _along with justification why
that additional information was not

included in the Appeals Conference.

included in the Appeals Conference.

Board Members will rule on the

Board Members will rule on the

admissibility of that additional

admissibility of that additional

information no later than 75 days

information no later than 75 days

before the date the hearing is set.

before the date the hearing is set.

The Board will promulgate policies

The Board will promulgate policies

regarding the scheduling of these

regarding the scheduling of these

admissibility hearings.

admissibility hearings.
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1807 (2) If the Board Proceedings

d)(2) Division receives a timely request for

hearing under subdivision (d)(1), it

will notify the Sales and Use Tax

Department, the petitioner, any

notified  jurisdiction, any other

jurisdiction that would be

substantially affected if the petition

were granted, and the taxpayer(s)

whose allocations are the subject of

the petition, that the petition for

reallocation of local tax is being

scheduled for a Board hearing to

determine the proper allocation. _The

notice of hearing will be issued

within 90 days from the date of the

request for hearing.

1807 () OPERATIVE DATE AND () OPERATIVE DATE AND |(g) OPERATIVE DATE AND
() TRANSITION RULES. TRANSITION  RULES. This | TRANSITION  RULES. This
regulation is intended to reduce the | regulation is intended to reduce the
and This regulation is intended to reduce time required to decide the validity of | time required to decide the validity of
the time required to decide the reallocation petitions and otherwise | reallocation petitions and otherwise
validity of reallocation petitions and improve the process for doing so. |; | improve the process for doing so. ¢
1807.1 otherwise improve the process for is intended to have a neutral impact | is intended to have a neutral impact
@) doing so. Regulation 1807 was only on the current dispute over the | only on the current dispute over the

repealed and readopted in 2008. #
is—The readopted regulation is
intended to have a neutral impact
only on the current dispute over the
continuing validity of certain petitions
that are were governed by prior
Regulation 1807 (effective February
22, 2003).

(1) The operative date of this
regulation as readopted in 2008 and
any amendments thereto is the
effective _date it—becomes—effective
under Section 11343.4 of the

continuing validity of certain petitions
that are governed by prior
Regulation 1807 (effective February
22, 2003).

(1) The operative date of this
regulation is the date it becomes
effective under Section 11343.4 of
the Government Code (thirty days
after it has been approved by the
Office of Administrative Law and
forwarded to the Secretary of State)
and it shall have no retroactive

continuing validity of certain petitions
that are governed by prior
Regulation 1807 (effective February
22, 2003).

(1) The operative date of this
regulation is the date it becomes
effective under Section 11343.4 of
the Government Code (thirty days
after it has been approved by the
Office of Administrative Law and
forwarded to the Secretary of State)
and it shall have no retroactive
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Government Code (thirty days after effect. effect.
it—has—been—approved—approval by
the Office of Administrative Law and 2) Petitions filed prior to the (2) Petitions filed prior to the
forwarded forwarding to  the operative date of this regulation, | operative date of this regulation,
Secretary of State) and it there shall shall be reviewed, appealed and | shall be reviewed, appealed, and
have be no retroactive effect. decided in accordance with this | decided in accordance with this
regulation as to procedures | regulaton as to  procedures
Petitiohs—filed—prior—to—the occurring after that date. All—sueh | occurring after that date. All such
@epa%we—da{e—ef—thls—mgﬁla%ﬁ petitions—filed—prior—to—January—1; | petitions filed prior to January 1,
twithstanding _subdivision (9)(3), 2003—and—denied—by—Beard | 2003 and denied by Board
petitions _shall be  reviewed, Management—must—perfeet—any | Management must have perfected
appealed and decided in accordance access—they—mayhave-to—aBeard | any access they may have had to a
with this regulation as to procedures Member—hearing—no—tater—than—60 | Board Member hearing no later than
occurring after that its operative date days-after-the-eperative-date—of-this | 60 days after September 10, 2008,
or that of any amendments thereto. regulation the operative date of this regulation.
(3) All sueh petitions filed prior to .
January 1, 2003 and denied by .(3) The amendments to this
Board Management must have regulation a_dopted by the_ Board on
perfected any access they may have or_about [mse_rt adoption date]
had to a Board Member hearing no have no retroactive effect.
later than 60 days after the
September 10, 2008, operative date
of this regulation.
1807(g) Regulation 1807. PETITIONS
FOR REALLOCATION OF
Alt 3.1 LOCAL TAX.
requires
new (g) OPERATIVE DATE AND
TRANSITION RULES.
sub-
division
(9)(3) of (3) This Regulation 1807
current ceases to be operative on the
1807 operative date of Requlation 1807.1.
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BOE-1489-J REV. 3 (10-06) STATE OF CALIFORNIA
FORMAL ISSUE PAPER BOARD OF EQUALIZATION

Issue Paper Number 11-004 [ ] Board Meeting

/& BOARD OF EQUALIZATION

X Business Taxes Committee

[] Customer Services and
Administrative Efficiency
Committee

S~ [] Legislative Committee
Vo 4 KEY AGENCY ISSUE [] Property Tax Committee
[] Other
Petitions for the reallocation of local and district taxes
l. Issue

Should the process for handling local and district tax petitions be changed, including amending
Regulations 1807, Petitions for Reallocation of Local Tax, and 1828, Petitions for Distribution or
Redistribution of Transactions and Use Tax?

Alternative 1 - Staff Recommendation

Amend Regulations 1807 and 1828 as recommended by staff. The full text of the revised regulations
under this alternative is attached as Exhibit 3. The proposed amendments:

1. Explain that a 30-day extension can be requested when a jurisdiction is responding to a notice from
the Local Revenue Allocation Unit (LRAU),

2. Add a provision in the supplemental decision process to allow the petitioner or notified jurisdiction to
request that the Allocation Group (AG) issue its supplemental decision within 90 days,

3. Provide that the AG will transfer a petition file to the Appeals Division within 30 days of receiving an
objection to the AG’s supplemental decision,

4. Provide that potentially affected jurisdictions will be notified at the Appeals Division level, rather
than the current practice of notification only at the Board hearing level, and

5. Clarify that participants are allowed 30 days to provide additional information following the appeals
conference, and allow the other participants 30 days to respond to that information.

Staff recommends these revisions have a prospective application following the effective date of the
amended regulations.

Other Alternatives Considered

Alternative 2

Amend Regulations 1807 and 1828 as suggested by Mr. Johan Klehs and supported by the HdL
Companies. The full text of the revised regulations under this alternative is attached as Exhibit 4. In
addition to the regulatory revisions proposed by staff in items 1, 3, 4 and 5 in Alternative 1, Mr. Klehs
and the HAL Companies recommend further amendments to Regulations 1807 and 1828 to include the
following (see submissions, Exhibits 6 and 7):

1. Add a 90-day time limit for the AG to issue a supplemental decision.
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6.

Require that the notice of the appeals conference be sent within six months of the Appeals Division
receiving the file from the AG.

Establish a 60-day time limit for the AG to issue a second supplemental decision in situations where
the AG has continued to work with the petitioner or notified jurisdiction after the file was sent to the
Appeals Division. If an objection to the supplemental decision is filed, then the notice of the appeals
conference should be sent within 90 days.

Reduce the request for an extension of time to prepare the Decision and Recommendation (D&R)
from 90 days to 30 days.

Eliminate the Request for Reconsideration (RFR) and Supplemental Decision and Recommendation
(SD&R) processes.

Require that the Board Hearing notice be issued within 90 days of the request for hearing.

Alternatives 3.1 and 3.2

Amend Regulations 1807 and 1828 as recommended by MuniServices. MuniServices believes their
revisions should have a prospective application and offers the Board two options to achieve this:

Alternative 3.1 - Replace current Regulations 1807 and 1828 with new Regulations 1807.1 and
1828.1, or

Alternative 3.2 - Add language stating that the amendments adopted by the Board on the adoption
date have no retroactive effect.

The full text of the revised regulations under these alternatives, including an explanation for the proposed
3.1 and 3.2 alternatives, is attached as Exhibit 5. MuniServices’ recommended procedural changes are
the same for both Alternative 3.1 and 3.2. In addition to the regulatory revisions proposed by staff in
items 1, 3, 4 and 5 in Alternative 1, MuniServices recommends the following additional amendments (see
submission, Exhibit 8):

1.

Add a process that allows the AG 270 days to conduct its initial investigation and issue a decision.
If no decision has been issued at the end of the 270 day period, the AG and the petitioner will meet
and confer, within 30 days, on the scope and timeline of further investigations, if any, according to
rules to be promulgated in the Compliance Policy and Procedures Manual (CPPM).

Add a similar process at the AG supplemental decision level where the AG has 90 days to conduct
its supplemental investigation of the petition. At the end of that 90-day period, the AG and
petitioner will meet and confer on the scope and timeline of further investigations, if any, according
to rules to be promulgated in the CPPM.

Limit the acceptance of post appeals conference submissions to 30 days to provide submissions and
30 days to respond to those submissions, unless additional time is agreed upon by all participants.

Add a process that requires the Board Members to rule on the admissibility of information provided
at the Board Hearing level, when new factual information is provided at the hearing level.
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IV. Background

Regulation 1807 provides the process for reviewing requests by jurisdictions for investigation of
suspected misallocation of local taxes imposed under the Bradley-Burns Uniform Local Sales and Use
Tax Law. The similar process for reviewing distributions of taxes imposed under the Transactions and
Use Tax Law (commonly called “district taxes™) is provided in Regulation 1828. These regulations were
substantially revised in 2008 to streamline the appeals processes. Currently, the local and district tax
appeals processes involve review by the AG, the Appeals Division, and Board Members.

In addition to Regulations 1807 and 1828, CPPM Chapter 9, Miscellaneous, and publication 28, Tax
Information for City and County Officials, contain further information regarding the administration of
local and district taxes.

At the September 15, 2010, Business Taxes Committee meeting, Mr. Klehs presented the Committee
with his suggestions for improving the local tax appeals process and the issue was referred to the
interested parties process for further review and discussion. Staff met with interested parties on
January 6, 2011, and February 17, 2011, to discuss the proposed changes including revisions to both
Regulations 1807 and 1828 and the BOE procedure manuals. The issue is scheduled for discussion at the
April 26, 2011, meeting of the Business Taxes Committee.

V. Discussion

Timeliness

Many of the recommended regulation revisions address the length of time it takes to process a local tax
appeal to final administrative resolution. Exhibit 2 provides an overview illustrating how local tax
petitions are processed at the AG, Appeals Division, and Board Member levels. The exhibit also notes
the main revisions proposed by staff and interested parties.

Allocation Group Level. The current AG process provides that if the AG does not issue its initial
decision within 6 months, the petitioner may request that the AG issue a decision and the AG will issue
its decision within 90 days of the request. Staff recommends a similar provision be added to the AG
supplemental decision phase allowing the petitioner or notified jurisdiction to request that the AG issue
its supplemental decision. The combination of these “trigger” provisions allows the petitioner, at its
option, to define the timeframe of the AG review if the petitioner or notified jurisdiction believes the
process is taking too long.

Interested parties propose different ways to address this issue. Mr. Klehs and the HdL Companies
recommend adding a 90-day time limit for the AG to issue a supplemental decision. MuniServices
proposes a new approach that replaces the trigger provisions with a process that allows the AG 270 days
to conduct its initial investigation and issue a decision. If no decision has been issued at the end of the
270 day period, the AG and the petitioner will meet and confer, within 30 days, on the scope and timeline
of further investigations, if any, according to rules to be promulgated in the CPPM. MuniServices
proposes a similar process at the AG supplemental decision level where the AG has 90 days to conduct its
supplemental investigation of the petition. At the end of that 90-day period, the AG and petitioner will
meet and confer on the scope and timeline of further investigations, if any, according to rules to be
promulgated in the CPPM. At any time after the meet and confer, the petitioner may request that the AG
issue its supplemental decision within 30 days of receiving such a request.
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Staff disagrees with Mr. Kleh’s proposal to include a 90-day time deadline for the AG to issue a
supplemental decision. We reiterate our concerns that to meet the deadline, staff will not always have
enough time to investigate the new facts and arguments that are frequently presented as the basis for
objecting to the AG’s previous decision. Limitations on staff’s ability to fully investigate new facts and
arguments would likely result in more denied petitions and more objections to those denials. Staff
believes that its amendments adding the optional trigger at the AG supplemental decision level address
concerns that the current AG process time is effectively unlimited.

Staff also does not support the new meet-and-confer process suggested by MuniServices. While the
270-day timeframe suggested for the first AG decision is not an unreasonable amount of time to
investigate most petitions, we note that it is similar to the timeframe currently provided if the petitioner
utilizes the trigger provisions in subdivision (b)(3). That is, after 6 months (180 days) the petitioner can
request AG to issue their decision in 90 days (180+90 = 270). At the AG supplemental decision step, we
have the same concerns with the proposed 90-day as we noted with Mr. Kleh’s recommendation.

With regard to the meeting requirement included in MuniServices proposal, the AG is open to meeting
with jurisdictions and their representatives regarding specific cases. In fact, the AG encourages
jurisdictions to continue their investigations after petitions are submitted and to provide the results of
those investigations to staff for verification as soon as possible during the process. However, staff
believes that a meet-and-confer meeting and the timeline for such a meeting should not be mandated by
regulation. Including a meeting requirement into the regulation imposes a mandatory process on all
jurisdictions without considering whether those other jurisdictions have interest in a meet-and-confer
process. Instead of adding a new process into the regulation, staff recommends retaining the current
regulation structure with the addition of the trigger at the AG supplemental decision step.

Staff believes the efficiency of the current AG process can be improved by working with jurisdictions to
improve the completeness of petitions when they are submitted. As explained in staff’s second discussion
paper, the completeness of information and records provided by the petitioner can affect how quickly the
assertions in the petition are verified. Last year the AG received an average of over 500 petitions a month
and cleared about the same number®. Staff believes it can improve this clearance rate by improving the
quality of petitions when they are submitted, which will allow the AG to speed up its review and
verification, and more readily identify issues that require further investigation.

For example, in the past, many petitions submitted by jurisdictions consisted only of a general statement
that the taxpayer has a sales office. Staff intends to review the AG questionnaire used to file local tax
petitions and revise the form as needed to make it clear what information is needed from the petitioner to
meet the requirements of Regulation 1807(a)(3), which defines a “petition.” The goal is to ensure that the
form will assist the petitioner to include in the petition specific information required by Regulation
1807(a)(3), and other information so that the AG can better understand the circumstances of a case. The
form will also indicate that the petitioning jurisdiction should provide any documentation obtained to
support the petition at the time the petition is filed, and encourage the jurisdiction to provide more details
of its investigation and results, such as the exact questions asked of the taxpayer and the taxpayer’s
responses. To streamline the AG’s investigation process, staff is also evaluating our processes for
reviewing petitions as they come in so that incomplete petitions are quickly returned to the petitioner for
the petitioner to complete and resubmit.

In addition to regulatory changes to the regulations, MuniServices recommended several procedural
changes with regard to how petitions are investigated by the AG and field audit staff (Exhibit 8, pages 4

! The AG received 6,651 petitions in FY 09/10 (6,651+12=554). The AG cleared 6,311 petitions in FY 09/10 (6,311+12=526).
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and 5). Staff has noted these recommendations and will consider them in future revisions to the various
affected procedure manuals.

Appeals Division Level. Staff and interested parties agree with the idea of bringing potentially affected
jurisdictions into the appeals process starting at the Appeals Division level. Accordingly, staff and
interested parties propose that subdivision (c)(2) be revised to require that notice of an appeals conference
be mailed to the petitioner, all notified jurisdictions, and any other jurisdiction that would be substantially
affected if the petition were granted.

Staff and interested parties also agree to amend subdivision (c)(3) to clarify that appeals conference
participants have 30 days after the conference to provide additional information, and that the other
participants have 30 days to respond to the information provided. Staff does not recommend any further
revisions to subdivision (c) to limit the acceptance of post-conference submissions. However,
MuniServices further recommends that the Appeals Division not accept argument or evidence beyond
these 30-day deadlines, except upon agreement of all participants.

Mr. Klehs and the HdL Companies also recommend the following deadlines be included in the
regulations to establish a definitive timeframe for the Appeals Division process:

e Require that the notice of the appeals conference be sent within six months of the Appeals
Division receiving the file from the AG. Currently, there is no deadline; participants are notified
at least 45 days before the conference.

e Establish a 60-day time limit for the AG to issue a second supplemental decision in situations
where the AG has continued to work with the petitioner or notified jurisdiction after the file was
sent to the Appeals Division. If an objection to the supplemental decision is filed, then the notice
of the appeals conference should be sent within 90 days.

e Reduce the request for an extension of time to prepare the D&R from 90 days to 30 days.
e Eliminate the RFR and SD&R processes.

Staff does not recommend these additional revisions as we do not believe they will result in the most
productive review and handling of cases. Keeping in mind that the purpose of the petition process is to
ensure that the tax is correctly allocated, staff has a responsibility to all jurisdictions to only reallocate the
reported tax when a preponderance of evidence shows that there was a misallocation. As at the AG level,
we are concerned that to meet a deadline, the Appeals Division may not have enough time to obtain all
necessary information or analysis from the parties in order to perform a complete and accurate analysis in
its D&R. This is also a concern with the suggestion to limit post-appeals conference submissions. The
Appeals Division’s overall objective is to base its D&R on all available information and arguments.
While it is not the primary responsibility of the Appeals Division to perform an investigation, as a
practical matter, new facts and arguments frequently emerge during the course of preparing for the
appeals conference and during the conference itself. This is even more likely to happen if potentially
affected jurisdictions are brought into the process for the first time at the appeals conference. Limiting
the time for the Appeals Division to review information, or limiting the acceptance of information upon
agreement of the parties could result in the issuance of less comprehensive D&Rs and more decisions
being appealed to the Board Member level with facts and arguments being presented for the first time at
Board hearing. Again, the purpose of the process is to fully vet issues and possibly resolve them without
having to move on to the next step of the appeals process.

Staff also does not recommend eliminating the RFR and SD&R processes. The RFR process allows for
any new issue to be addressed in a SD&R before the case moves forward to Board hearing, or the
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decision in the SD&R may resolve the issue so that the appeal does not need to move forward to Board
hearing. In addition, the request for a SD&R occasionally comes from Board Members requesting
clarification to a D&R. Finally, staff disagrees with eliminating these processes because such action
would be inconsistent with the Board’s Rules for Tax Appeals, Regulation 5266, Appeals Staff
Recommendations; Request for Reconsideration; Requests for Oral Hearings.

Staff notes that while the timeframes for several of the steps are open-ended at the Appeals Division
level, they are already more restrictive than the appeals process for general sales and use tax audits and
claims for refund. The Rules for Tax Appeals Regulation 5265, Issuance and Contents of a Decision and
Recommendation, allows the Chief Counsel to grant further extensions of time for staff to prepare the
D&R and Regulation 5261, Notice of Appeals Conference: Response to Notice of Appeals Conference;
Submission of Additional Arguments and Evidence; Recording Appeals Conferences, does not require
that an appeals conference be scheduled within any particular timeframe. Considering that most local tax
petitions are resolved at the AG level, it is fair to say that the typical petition that reaches the Appeals
Division involves complicated issues that are often more difficult to analyze than the issues in most other
local tax petitions (or in general sales and use tax cases). Staff does not believe it would be prudent to
impose additional time restrictions for analyzing these complex cases, or shorten the length of time
allowed for the Appeals Division to prepare the D&R.

Staff further notes that the proposed additional time limits do not take into account delays in setting
conferences that could result from proposed amendments to local tax regulations being sent to the
Business Taxes Committee such as were experienced when Regulation 1802 was amended to address the
warehouse rule?, or spikes in inventory volume such as when a large number of petitions were
simultaneously sent to the Appeals Division (e.g., the Mass Appeals cases®). The time limits also do not
take into account delays in setting conferences that result from coordinating dates with various
participating jurisdictions and any requests by jurisdictions to reschedule or postpone an appeals
conference.

Staff is unaware of any problems with setting appeals conferences as the Appeals Division has pending
only four cases ready to set for conference, or of any problems with the Appeals Division issuing its
D&Rs. As noted in staff’s discussion papers, since September 2008, the Appeals Division has closed
1,327 petitions (involving 520 taxpayers), including 99.6% of the Mass Appeals cases. Since the last
interested parties meeting, another 22 petitions (involving 2 taxpayers) were closed.

Board Member Level. Currently, Regulations 1807 and 1828 provide that when petitioners or notified
jurisdictions request a Board hearing, the request must state the basis for the jurisdiction’s disagreement
with the D&R or SD&R, as applicable, and include all additional information in its possession that
supports its petition. When the Board Proceedings Division receives a timely request for hearing, it sends
the proper hearing notification at least 75 days before the hearing.

Mr. Klehs and the HAL Companies propose amendments that would require the notice of hearing be
issued within 90 days of the request for hearing. MuniServices does not recommend adding this deadline,
however, if new factual information is included with the request for Board Hearing, MuniServices

% The “warehouse rule” provides for direct distribution of local sales tax revenue to the jurisdiction where the retailer’s stock of
tangible personal property is located (warehouse), in cases where the retailer has sales offices in this state but the sale is negotiated out
of state with no participation by the instate sales office, and fulfilled by the retailer’s employees from the retailer's in-state stock of
goods.

® The “Mass Appeals” cases refer to a large group of cases filed by MuniServices, LLC, which involve similar facts and arguments
and have been processed by the Appeals Division in groups.
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proposes amendments that require the requester to justify why that information was not provided at or
before the appeals conference. MuniServices further proposes that Board Members rule on the
admissibility of that additional information no later than 75 days before the date the hearing is set, and
that the Board will promulgate policies regarding the scheduling of these admissibility hearings.

Staff is not aware of any significant delays in scheduling local tax appeal cases for Board hearing and
does not recommend any regulatory changes to subdivision (d). Requiring that the Board hearing notice
be sent within 90 days of receiving the request for hearing would also be inconsistent with the rules for
other Sales and Use Tax appeals provided in the Rules for Tax Appeals. The requirement would also
limit the Board’s ability to schedule these cases with consideration of the Board’s workload. Staff also
does not believe it is necessary to implement new, undeveloped processes at the Board hearing level to
address evidence presented in local tax cases. The rules for presenting evidence at Board hearings are
already provided in Rules for Tax Appeals Regulation 5523.6, Presentation of Evidence or Exhibits.

Prospective Application

As with the 2008 revisions to Regulations 1807 and 1828, staff believes the current proposed
amendments should apply prospectively. Accordingly, staff has revised subdivisions 1807(g) and
1828(f), “Operative Date and Transition Rules,” to explain that the 2008 revisions and any future
amendments to the regulations have no retroactive effect.

The need to revise the operative date references was suggested by BOE staff during the preparation of
this issue paper. Staff emailed the proposed revisions to Mr. Klehs, the HdL Companies, and
MuniServices on April 4, 2011 for their information, and noted that the language could be added to the
interested parties’ submissions if they wished. Staff did not receive a response from Mr. Klehs or the
HdL Companies. However, MuniServices responded that they agreed that the proposed amendments
should apply prospectively, but expressed concerns with staff’s proposed language. To make the
proposed revisions prospective, MuniServices proposes two options: Alternative 3.1 - replace current
Regulations 1807 and 1828 with new Regulations 1807.1 and 1828.1, or Alternative 3.2 - add language
stating that the amendments adopted by the Board on the adoption date have no retroactive effect.

Holding Local Tax Distributions in Suspense

One significant issue discussed during this interested parties process was the holding of local tax
distributions in suspense while a suspected misallocation is being investigated. In his response to staff’s
initial discussion paper, Mr. Robert Cendejas submitted comments disagreeing with the proposal to place
disputed local tax monies in trust until the BOE local tax appeals process is exhausted, noting the
hardships cities would face if distributions were tied up for routine disputes. Mr. Cendejas also expressed
his belief that only the Board Members themselves should be able to take such steps and only after a
public hearing allowing the affected city to show why such action is unnecessary. In his response to the
initial discussion paper, Mr. Joseph Vinatieri stated his view that staff’s failure to make distributions is
illegal, and that if funds are to be withheld, there should be legislative authorization to do so.
MuniServices explained that they object to the suggestion that monies be withheld; they believe that
control over monies should be a local matter subject to local control (Exhibit 8).

Mr. Klehs’ final submission (Exhibit 6) did not include his earlier recommendation that Regulation 1807
be revised to require that any disputed local tax monies be placed in trust until the BOE local tax appeals
process is exhausted. However, the HAL Companies reiterated their belief that Board staff could develop
criteria for determining when distributions could be held. They suggest that, “... distributions should be
held in suspense only if the amount involved is above a certain threshold such that reallocation would
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create a substantial hardship for the losing jurisdiction, and only if/when there have been at least two
adverse decisions against said jurisdiction. ...” (Exhibit 7).

After review of the submissions and discussions of the issue, staff does not recommend revisions to
Regulation 1807 or to BOE procedure manuals to describe when distributions of local tax may be held in
suspense. BOE has only held distributions in the past when staff believed the uniqueness of the situation
warranted such action. This action has so rarely been taken that we do not believe that such procedures
are necessary or that we could draft general rules that would provide useful guidance for future situations.
We think staff must evaluate the facts and circumstances surrounding each case to determine if it is
necessary to hold local tax distributions. Staff also does not believe it is necessary to adopt formal
procedures for jurisdictions to request the Board hold distributions in a particular case. As with any other
concerns regarding Sales and Use Tax matters, if a jurisdiction believes a situation warrants BOE
evaluation, the jurisdiction is welcome to contact their Member, the BOE Executive Director, or the Sales
and Use Tax Deputy Director and share those concerns.

With regard to Mr. Klehs’ earlier suggestion that BOE sponsor legislation to pay interest to the winning
jurisdiction in an allocation case on any held monies when a final decision has been made, staff would
need direction from the Board Members to pursue legislation. If the Board Members made such a
recommendation, staff notes that when BOE has held distributions, the funds have been placed in the
local tax pooled money investment account. If legislation were passed to allow the appropriate
jurisdiction to earn interest on held distributions, interest could be calculated based on the proportionate
percentage of the total interest earned on the pooled money investment account.

Disclosure of Revenue Sharing Agreements

Another key issue has been whether taxpayers should be required to disclose the existence and terms of
any revenue sharing agreements involving local tax distributions. In prior submissions, Mr. Vinatieri
expressed his belief that the disclosure of the terms of a revenue sharing agreement is irrelevant to the
determination of whether a petition for reallocation is with or without basis. Mr. Cendejas agreed that
regulatory change was not needed and explained that such agreements can be obtained under the Public
Records Act or by the BOE’s current procedures for obtaining records from taxpayers.

Mr. Klehs and the HAL Companies explained that where a revenue sharing agreement exists, it is an
important component of the overall picture and helps ensure that the Board performs a thorough
investigation. In their March 1, 2011 submission (Exhibit 7), HdL states their belief that the presence of
a sharing agreement does not necessarily or automatically discredit the testimony of any party to the
agreement. However, taxpayers should be required to disclose sharing agreements because, “...Board
investigations of local tax cases have traditionally relied completely and solely upon information
provided by the taxpayer. The taxpayer is in complete control of what information is released, and even
who within the company is authorized or qualified to speak to the Board. When and where a rebate
agreement exists the taxpayer has a clear, obvious and often substantial financial interest in the outcome
of the local tax matter before the Board. ...”

Staff agrees with Mr. Klehs and the HdL Companies that it is important for staff to have a complete and
accurate understanding of a taxpayer’s business activities, and that the existence and terms of an
agreement can be important information when staff is investigating a suspected misallocation of local tax.
Further, taxpayers should provide such agreements to staff upon request. Staff should be aware of what
sharing agreements are, the different types of agreements that staff has encountered, where record of
agreements can be found, and how such an agreement should be viewed in light of the entire
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VI.

investigation. Staff and interested parties currently agree that this issue should be addressed in the BOE
procedure manuals instead of Regulations 1807 and 1828.

Proposed revisions to BOE procedure manuals

During the interested parties process staff and interested parties noted several items that do not require
Board approval for a regulatory change; rather they are more appropriate for inclusion, or discussion for
inclusion, in the BOE procedure manuals. Thus, in addition to the proposed regulatory revisions, staff
recommends that future revisions of the BOE procedural manuals include:

e A general ordering rule regarding the scheduling of appeals conferences,

e An explanation that participants will be notified when the final submission is received following the
appeals conference, and

e A discussion of revenue sharing agreements, including an explanation of what agreements are, what
types of agreements staff has encountered, where record of agreements can be found, and how such
agreements should be viewed in light of the entire investigation.

As noted in the prior section, “Timeliness,” MuniServices recommends several procedural changes with
regard to how petitions are investigated by the AG and field audit staff. Staff will consolidate our review
of these proposed changes with other pending and ongoing revisions to local tax appeal procedures, and
will share proposed non-confidential guidance with interested parties for their input. As with all policy
and procedure material, the guidance will be incorporated into audit and compliance manuals that are
presented to the Board for approval or for discussion if the Board wishes to consider unresolved items.

Alternative 1 - Staff Recommendation

Staff recommends the Board approve and authorize publication of proposed amendments to Regulations
1807, Petitions for Reallocation of Local Tax, and 1828, Petitions for Distribution or Redistribution of
Transactions and Use Tax, as proposed in Exhibit 3.

A. Description of Alternative 1

e Formalizes the LRAU’s existing policy to give jurisdictions a 30-day extension to respond to an
LRAU notification regarding the misallocation of local or district tax. The regulations currently
provide that a “petition” includes an appeal from a notification from the LRAU that taxes were
misallocated and will be reallocated. Jurisdictions may object to that notification, submitting a
written petition to the AG within 30 days of the date of mailing of the notification.

e Adds a provision in the AG supplemental decision process to allow the petitioner or notified
jurisdiction/district to request after six months that the AG issue its supplemental decision within
90 days from receiving the request, with the requester understanding the limitations it may be
placing on the AG’s investigation and analysis. This provision would be similar to the
mechanism currently in subdivision (b)(3) with regard to the AG’s initial decision.

e Provides that the AG will transfer a petition file to the Appeals Division within 30 days of
receiving an objection to the AG’s supplemental decision.

e Requires that the notice of an appeals conference be mailed to the petitioner, all notified
jurisdictions/districts, and any other jurisdiction/districts that would be substantially affected if
the petition were granted. Currently, if a petition is denied by the AG and the Appeals Division, a
potentially affected jurisdiction/district will not be notified until the matter is scheduled for a
Board hearing.
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e Allows participants 30 days to provide additional information following the appeals conference,
and allows the other participants 30 days to respond to that information. The current regulation
provides participants up to 30 days to provide additional information and gives 15 for other
participants to respond.

e Clarifies in subdivisions 1807(g) and 1828(f), “Operative Date and Transition Rules,” that the
proposed amendments have a prospective application. The current language in these subdivisions
is specific to the 2008 revision of the regulations.

B. Pros of Alternative 1

e By formalizing the LRAU extension procedure, jurisdictions/districts avoid the issue of petitions
technically filed late with the AG because the LRAU allowed additional time and the petition was
filed after the 30-day deadline.

e Provides the petitioner or notified jurisdiction/district a method to control the timeline of the AG
review process by allowing the petitioner or notified jurisdiction/district to request that the AG
issue its supplemental decision within 90 days of receiving a request to issue a supplemental

decision.

e Formalizes the current procedure of transferring files from the AG to the Appeals Division within
30 days.

e Brings potentially affected jurisdictions/districts into the appeals process starting at the Appeals
Division level rather than the current Board Hearing level. By notifying more

jurisdictions/districts at an earlier level, staff believes issues can be more fully discussed and
possibly resolved before the Board hearing.

e Clarifies and makes consistent the time allowed to each party to submit and respond to
information provided after the appeals conference.

e Allows adequate time for staff to fulfill its responsibility to all jurisdictions affected by its
decision whether or not to reallocate reported local or district tax.

e As with the 2008 revisions, the current proposed revisions would be applied prospectively.

C. Cons of Alternative 1

e Does not limit the local tax appeals process to a timeframe for completion.

e Does not prohibit participants from submitting additional responses after the specified period for
post-appeals conference submissions.

D. Statutory or Regulatory Change for Alternative 1

No statutory change is required. However, staff’s recommendation does require adoption of
regulation amendments.

E. Operational Impact of Alternative 1

CPPM Chapter 9, Miscellaneous, and publication 28, Tax Information for City and County Officials,
will need to be revised to incorporate the regulation revisions.
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F. Administrative Impact of Alternative 1

VII.

1. Cost Impact
The workload associated with publishing the regulations and revising the CPPM and
publication 28. Any corresponding cost would be absorbed within the BOE’s existing budget.

2. Revenue Impact
None. See Revenue Estimate (Exhibit 1).

. Taxpayer/Customer Impact of Alternative 1

Staff believes the overall impact of its proposed amendments to taxpayers and jurisdictions is
minimal.

. Critical Time Frames of Alternative 1

Implementation will begin 30 days following approval of the amended regulations by the State Office
of Administrative Law.

Alternative 2

Approve and authorize publication of proposed amendments to Regulations 1807 and 1828 as
proposed by Mr. Johan Klehs and supported by the HAL Companies. Proposed amendments are
shown in Exhibit 4.

Description of Alternative 2

e Explains that a 30-day extension can be requested when a jurisdiction is responding to a notice
from the LRAU.

e Adds a 90-day time limit for the AG to issue a supplemental decision.

e Provides that the AG will transfer a petition file to the Appeals Division within 30 days of
receiving an objection to the AG’s supplemental decision.

e Notifies potentially affected jurisdictions starting at the Appeals Division level, rather than only at
the current Board Hearing level.

e Requires that the notice of the appeals conference be sent within six months of the Appeals
Division receiving the file from the AG.

e Establishes a 60-day time limit for the AG to issue a second supplemental decision in situations
where the AG has continued to work with the petitioner or notified jurisdiction after the file was
sent to the Appeals Division. If an objection to the supplemental decision is filed, then the notice
of the appeals conference should be sent within 90 days.

e Reduces the request for an extension of time to prepare the D&R from 90 days to 30 days.
e Eliminates the RFR and SD&R processes.

e Requires that the Board Hearing notice be issued within 90 days of the request for hearing.
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B. Pros of Alternative 2

Including the LRAU extension procedure solves the issue of petitions technically filed late with
the AG because the LRAU allowed the petitioner additional time.

Brings potentially affected jurisdictions/districts into the appeals process at the Appeals Division
level rather than the current Board Hearing level.

Provides definitive timeframes at each level of the petition process by adding deadlines, reducing
extensions, and eliminating processes. Under the proposed alternative, petitions likely would be
sent to Board hearing within three years, assuming the petition was appealed to the Board
Member level of review.

C. Cons of Alternative 2

The addition of more deadlines could result in more denied petitions, and more objections to
those denials, if staff does not have time to investigate and determine that a misallocation has
occurred. That is, more cases may move forward in the appeals process that could have been
resolved at an earlier level in the process.

Eliminating the RFR and SD&R process and setting a deadline for scheduling the Board hearing
are inconsistent with the rules for other sales and use tax appeals as provided in the Rules for Tax
Appeals.

May reduce the accuracy of reallocation decision for the sake of expediency.

D. Statutory or Regulatory Change for Alternative 2

No statutory change is required. However, Alternative 2 does require adoption of regulation
amendments.

E. Operational Impact of Alternative 2

CPPM Chapter 9, Miscellaneous, and publication 28, Tax Information for City and County Officials,
will need to be revised to incorporate the regulation revisions.

F. Administrative Impact of Alternative 2

1.

Cost Impact

The workload associated with publishing the regulations and revising the CPPM and
publication 28. Any corresponding cost would be absorbed within the BOE’s existing budget.
Revenue Impact

None. See Revenue Estimate (Exhibit 1).

G. Taxpayer/Customer Impact of Alternative 2

The overall impact of the proposed amendments to taxpayers and jurisdictions is minimal.
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H. Critical Time Frames of Alternative 2

Implementation will begin 30 days following approval of the amended regulations by the State Office
of Administrative Law. If the Board were to approve Alternative 2, staff recommends adding
language to subdivision 1807(g) and 1828(f) explaining that the amendments to subdivisions (c) and
(d) are operative for petitions forwarded to the Appeals Division after the effective date of these
amendments.

VIII. Alternatives 3.1 and 3.2

Approve and authorize publication of amendments as proposed by MuniServices in Alternative 3.1 or as
proposed in Alternative 3.2. Proposed amendments are shown in Exhibit 5.

A. Description of Alternatives 3.1 and 3.2

Explains that a 30-day extension can be requested when a jurisdiction is responding to a notice
from the LRAU.

Adds a process that allows the AG 270 days to conduct its initial investigation and issue a
decision. If no decision has been issued at the end of the 270 day period, the AG and the
petitioner will meet and confer, within 30 days, on the scope and timeline of further
investigations, if any, according to rules to be promulgated in the CPPM.

Adds a similar process at the AG supplemental decision level where the AG has 90 days to
conduct its supplemental investigation of the petition. At the end of that 90-day period, the AG
and petitioner will meet and confer on the scope and timeline of further investigations, if any,
according to rules to be promulgated in the CPPM.

Provides that the AG will transfer a petition file to the Appeals Division within 30 days of
receiving an objection to the AG’s supplemental decision.

Notifies potentially affected jurisdictions starting at the Appeals Division level, rather than only at
the current Board Hearing level.

Limits the acceptance of post appeals conference submissions to 30 days to provide submissions
and 30 days to respond to those submissions, unless additional time is agreed upon by all
participants.

Adds a process that requires the Board Members to rule on the admissibility of information
provided at the Board Hearing level, when new factual information is provided at the hearing
level.

Alternative 3.1 — To make the proposed amendments prospective, Alternative 3.1 incorporates
their proposed amendments into new Regulations 1807.1 and 1828.1, and amends current
Regulations 1807 and 1828 to provide that the regulations cease to be operative on the operative
date of Regulations 1807.1 and 1828.1.

Alternative 3.2 — To make the proposed amendments prospective, Alternative 3.2 adds language
stating that the amendments adopted by the Board on the adoption date have no retroactive effect.

B. Pros of Alternatives 3.1 and 3.2

Including the LRAU extension procedure solves the issue of petitions technically filed late with
the AG because the LRAU allowed the petitioner additional time.
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Provides defined investigation timelines at the AG level as well as meeting processes between
staff and jurisdictions to resolve issues with investigations.

Brings potentially affected jurisdictions/districts into the appeals process starting at the Appeals
Division level rather than the current Board hearing level.

Limits post-appeals conference submissions and requires petitioners to justify why new factual
information submitted with their hearing request was not presented at the appeals conference.

C. Cons of Alternatives 3.1 and 3.2

e Imposes a meet-and-confer process on all jurisdictions if the AG has not issued its initial decision

in 270 days or its supplemental decision in 90 days.

Adds a new, unspecified process for Board Members to rule on the admissibility of new factual
information provided at the Board Hearing level.

Alternative 3.1 - Staff does not believe it is necessary to replace current Regulations 1807 and
1828 in order to make the proposed amendments prospective.

Alternative 3.2 — The language proposed in subdivision 1807(g)(3) and 1828 (f)(3) does not
address future revisions to the regulations. New subdivisions with similar provisions would need
to be added each time the regulations were amended.

D. Statutory or Regulatory Change for Alternatives 3.1 and 3.2

No statutory change is required. However, Alternative 3.1 does require adoption of regulation
amendments and the adoption of new regulations. Alternative 3.2 requires adoption of regulation
amendments.

E. Operational Impact of Alternative 3.1 and 3.2

CPPM Chapter 9, Miscellaneous, and publication 28, Tax Information for City and County Officials,
will need to be revised to incorporate the regulation revisions.

F. Administrative Impact of Alternative 3.1 and 3.2

1.

Cost Impact

The workload associated with publishing the regulations and revising the CPPM and publication
28. Any corresponding cost would be absorbed within the BOE’s existing budget.

Revenue Impact

None. See Revenue Estimate (Exhibit 1).

G. Taxpayer/Customer Impact of Alternative 3.1 and 3.2

The overall impact of the proposed amendments to taxpayers and jurisdictions is minimal.

Page 14 of 15
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H. Critical Time Frames of Alternative 3.1 and 3.2

Implementation will begin 30 days following approval of the amended regulations by the State Office
of Administrative Law.

Preparer/Reviewer Information

Prepared by: Tax Policy Division, Sales and Use Tax Department

Currentasof:  April 12, 2011
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REVENUE ESTIMATE STATE OF CALIFORNIA

BOARD OF EQUALIZATION

/"’ BOARD OF EQUALIZATION
' REVENUE ESTIMATE

Petitions for the reallocation of local and district taxes

Alternative 1 — Staff Recommendation

Amend Regulations 1807 and 1828 as recommended by staff. The full text of the revised
regulations under this alternative is attached as Exhibit 3. The proposed amendments
prospectively:

1.

Explain that a 30-day extension can be requested when a jurisdiction is responding to
a notice from the Local Revenue Allocation Unit (LRAU),

Add a provision in the supplemental decision process to allow the petitioner or
notified jurisdiction to request that the Allocation Group (AG) issue its supplemental
decision within 90 days,

Provide that the AG will transfer a petition file to the Appeals Division within 30 days
of receiving an objection to the AG’s supplemental decision,

Provide that potentially affected jurisdictions will be notified at the Appeals Division
level, rather than the current practice of notification only at the Board hearing level,
and

Clarify that participants are allowed 30 days to provide additional information
following the appeals conference, and allow the other participants 30 days to respond
to that information.

Other Alternatives Considered

Alternative 2

Amend Regulations 1807 and 1828 as suggested by Mr. Johan Klehs and supported by the
HdL Companies. The full text of the revised regulations under this alternative is attached
as Exhibit 4. In addition to the regulatory revisions proposed by staff in items 1, 3, 4 and
5 in Alternative 1, Mr. Klehs and the HdL Companies recommend further amendments to
Regulations 1807 and 1828 to include the following additional time limitations.

1. Add a 90-day time limit for the AG to issue a supplemental decision.

2. Require that the appeals conference be scheduled within six months of the Appeals

Division receiving the file from the AG.
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3. Establish a 60-day time limit for the AG to issue a second supplemental decision in
situations where the AG has continued to work with the petitioner or notified
jurisdiction after the file was sent to the Appeals Division. If an objection to the
supplemental decision is filed, then an appeals conference should be scheduled within
90 days.

4. Reduce the request for an extension of time to prepare the Decision and
Recommendation (D&R) from 90 days to 30 days.

5. Eliminate the Request for Reconsideration (RFR) and Supplemental Decision and
Recommendation (SD&R) processes.

6. Require that the Board Hearing notice be issued within 90 days of the request for
hearing.

Alternatives 3.1 and 3.2

Amend Regulations 1807 and 1828 as recommended by MuniServices. MuniServices
believes their revisions should have a prospective application and offers the Board two
options to achieve this: Alternative 3.1 — Replace current Regulations 1807 and 1828 with
new Regulations 1807.1 and 1828.1, or Alternative 3.2 — Add language stating that the
amendments adopted by the Board on the adoption date have no retroactive effect.

The full text of the revised regulations under this alternative is attached as Exhibit 5.
MuniServices’ recommended procedural changes are the same for both Alternatives 3.1
and 3.2. In addition to the regulatory revisions proposed by staff in items 1, 3, 4 and 5 in
Alternative 1, MuniServices recommends the following additional amendments.

1. Add a process that allows the AG 270 days to conduct its initial investigation and
issue a decision. If no decision has been issued at the end of the 270 day period, the
AG and the petitioner will meet and confer, within 30 days, on the scope and timeline
of further investigations, if any, according to rules to be promulgated in the
Compliance Policy and Procedures Manual (CPPM).

2. Add a similar process at the AG supplemental decision level where the AG has 90
days to conduct its supplemental investigation of the petition. At the end of that 90-
day period, the AG and petitioner will meet and confer on the scope and timeline of
further investigations, if any, according to rules to be promulgated in the CPPM.

3. Limit the acceptance of post appeals conference submissions to 30 days to provide
submissions and 30 days to respond to those submissions, unless additional time is
agreed upon by all participants.

4. Add a process that requires the Board Members to rule on the admissibility of
information provided at the Board Hearing level, when new factual information is
provided at the hearing level.
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Background, Methodology, and Assumptions

Alternative 1 — Staff Recommendation

There is nothing in staff recommendation that would impact local tax revenue. Staff
recommendation are only a procedural change in the way local tax reallocation inquiries are
processed and the timeliness in the way disputes resulting from any decision to reallocate local
taxes are resolved. These procedural changes do not have any impact whatsoever on state and
local sales and use tax revenue collections.

Alternative 2 — Mr. Johan Klehs with support of HdL Companies Recommendation

There is nothing in the Mr. Johan Klehs with support of HAL Companies recommendation that
would impact local tax revenue. As with staff recommendation, the Mr. Johan Klehs
recommendations are procedural changes in the way local tax reallocation inquiries are
processed and the timeliness in the way disputes resulting from any decision to reallocate local
taxes are resolved. These procedural changes do not have any impact whatsoever on state and
local sales and use tax revenue collections.

Alternatives 3.1 and 3.2 — MuniServices Recommendation

There is nothing in MuniServices recommendations that would impact local tax revenue. As
with staff recommendation and Mr. Johan Klehs, MuniServices recommendations are procedural
changes in the way local tax reallocation inquiries are processed and the timeliness in the way
disputes resulting from any decision to reallocate local taxes are resolved. These procedural
changes do not have any impact whatsoever on state and local sales and use tax revenue
collections.

Revenue Summary
Alternative 1 — staff recommendation does not have a revenue impact.

Alternative 2 — Mr. Johan Klehs with support of HIL Companies recommendation does not have
a revenue impact.

Alternatives 3.1 and 3.2 — MuniServices recommendations do not have a revenue impact.

Preparation

Mr. Bill Benson, Jr., Research and Statistics Section, Legislative and Research Division,
prepared this revenue estimate. Mr. Robert Ingenito, Chief, Research and Statistics Section,
Legislative and Research Division, and Ms. Susanne Buehler, Tax Policy Manager, Sales and
Use Tax Department, reviewed this revenue estimate. For additional information, please contact
Mr. Benson at (916) 445-0840.

Current as of April 12, 2011.
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This exhibit provides a general overview of the current local tax petition process. The callout boxes list the

main suggested revisions to the process.

Allocation Group (AG) Level

l. Petition is received by AG

2

Il. AG investigates and issues a decision®

2

[1I. No objection to AG decision received — decision is final

or

MuniServices: AG has 270
days to investigate and issue
its decision. If no decision is
issued, AG will meet with the
petitioner within 30 days to
discuss the scope and
timeline of further
investigations, if any.

Objection received - AG considers the objection and issues a
supplemental decision <

v

IV. No objection to supplemental decision received — decision is
final

or

Objection received — AG sends file to Appeals

A
All: AG to transfer
file within 30 days.

MuniServices: At any time
after the meet-and-confer
meeting, the petitioner may
request AG issue its decision
within 30 days.

=

Vv

Staff: If AG does not issue a
supplemental decision within 6
months, the petitioner or notified
jurisdiction may request AG to
issue a decision; AG will issue a
supplemental decision within 90
days.

Klehs/HdL: Establish a 90-day
time limit for AG to issue a
supplemental decision.

MuniServices: AG has 90 days
to investigate. At the end of 90
days, AG will meet with the
petitioner to discuss the scope
and timeline of further
investigations, if any.

At any time after the meet-and-
confer meeting, the petitioner
may request AG issue its
decision within 30 days.

L If AG does not issue a decision within 6 months, the petitioner may request AG to issue a decision; AG will issue a decision within

90 days of the request.
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Appeals Division (Appeals) Level

V. The petitioner, notified jurisdictions, and SUTD will be notified of the
appeals conference at least 45 days before the conference

N2

VI. Petitioner or notified jurisdiction may continue to investigate with AG
and AG may issue a second supplemental decision

e |f second supplemental decision issued and no objection is

received — decision is final

_
or

If second supplemental decision issued and an objection is filed,
Appeals will schedule an appeals conference

v

VII. Appeals conference held.

Participants may request up to 30 days to submit additional
documentation

Other patrticipants who disagree with the additional information
presented are allowed 15 days to submit arguments or evidence in

<<

L

Klehs and HdL: Require that the

notice

be sent within 6 months of
receiving file.

Exhibit 2
Page 2 of 3

All: On petitions that
were denied by AG, notify
jurisdictions that would be
substantially affected if
the petition were granted.

of the appeals conference

J

Klehs and HdL: Establish
a 60-day time limit for AG
to issue a second

M supplemental decision.

) Klehs and HdL: If an
=

objection is filed, require
the notice of the appeals
conference be sent within

90 days.

T

response

VIII.  Within 90 days of the appeals conference or final submission of
additional information, Appeals will issue the D&R; the Chief Counsel may
approve an additional 90 days to prepare the D&R upon request by

All: Allow participants 30

days to submit additional

documentation; allow the

other participants 30 days
to respond.

MuniServices: Appeals
will not accept argument
or evidence beyond these
30-day deadlines, except
upon agreement of all
participants.

Appeals
v

IX. Petitioner, notified jurisdiction, or SUTD may also appeal any D&R or
Supplemental D&R (SD&R) by submitting a timely written Request for
Reconsideration (RFR) to Appeals.

If an SD&R is issued, the petitioner or any notified jurisdiction may
appeal the SD&R by submitting a written request for Board hearing

Klehs and HdL: Shorten
the extension request to
30 days.

within 60 days of the mailing date of the SD&R.

N2

X. No request for Board hearing is timely received in response to a D&R
or SD&R — Appeals decision is final

or

Request for Board hearing received in response to a D&R or SD&R

! Klehs and HdL:
Eliminate the RFR
and SD&R process.
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Board Hearing Level

MuniServices: If additional
factual information is sent
with Board hearing request,

XI. Request for Board hearing received

* the request must also
include justification of why

XlIl. Board Proceedings will send notification that a Board hearing that information was not
. . . provided at the Appeals
is being scheduled to: conference.

e SUTD, \\
Klehs and HdL: Require

e the petitioner,
that the hearing notice be

e any notified jurisdiction, issued within 90 days of
the request for hearing.

e any other jurisdiction that would be substantially affected if
the petition were granted, and

e the taxpayer(s) whose allocations are the subject of the
petition

Notification of Board hearing is sent at least 75 days before the
hearing.
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ALTERNATIVE 1:

Regulation 1807. PETITIONS FOR REALLOCATION OF LOCAL TAX.

(a) DEFINITIONS.

(1) LOCAL TAX. “Local tax” means a local sales and use tax adopted pursuant to Revenue and Taxation Code
section 7200, et seq., and administered by the Board.

(2) JURISDICTION. *“Jurisdiction” means any city, county, city and county, or redevelopment agency which has
adopted a local tax.

(3) PETITION. “Petition” means a request or inquiry from a jurisdiction, other than a submission under Revenue
and Taxation Code section 6066.3, for investigation of suspected misallocation of local tax submitted in writing to the
Allocation Group of the Sales and Use Tax Department. The petition must contain sufficient factual data to support
the probability that local tax has been erroneously allocated and distributed. Sufficient factual data should include, for
each business location being questioned:

(A) Taxpayer name, including owner name and fictitious business name or dba (doing business as)
designation.

(B) Taxpayer’s permit number or a notation stating “No Permit Number.”
(C) Complete business address of the taxpayer.
(D) Complete description of taxpayer’s business activity or activities.

(E) Specific reasons and evidence why the taxpayer’s allocation is questioned. If the petition alleges that a
misallocation occurred because a sale location is unregistered, evidence that the questioned location is a selling
location or that it is a place of business as defined by California Code of Regulations, title 18, section 1802. If the
petition alleges that a misallocation occurred because the tax for a sale shipped from an out-of-state location was
actually sales tax and not use tax, evidence that there was participation in the sale by an in-state office of the retailer
and that title to the goods passed to the purchaser inside California.

(F) Name, title, and telephone number of the contact person.
(G) The tax reporting periods involved.

“Petition” also includes an appeal by a jurisdiction from a notification from the Local Revenue Allocation Unit of the
Sales and Use Tax Department that local taxes previously allocated to it were misallocated and will be reallocated.
Such a jurisdiction may object to that notification by submitting a written petition to the Allocation Group within 30
days of the date of mailing of the notification_or within a period of extension described below. The petition must
include a copy of the natification and specify the reason the jurisdiction disputes it. If a jurisdiction does not submit
such a petition within 30 days of the date of mailing of the notification, or within a period of extension, the notification
of the Local Revenue Allocation Unit is final as to the jurisdiction so notified.

The jurisdiction may request a 30-day extension to submit a written objection to a notification of misallocation from
the Local Revenue Allocation Unit. Such request must provide a reasonable explanation for the requesting
jurisdiction’s inability to submit its objection within 30 days and must be received by the Local Revenue Allocation
Unit within 30 days of the date of mailing of its notification. Within five days of receipt of the request, the Local
Revenue Allocation Unit will mail notification to the jurisdiction whether the request is granted or denied. If a timely
request for an extension is submitted, the time for the jurisdiction to file a written objection is extended to 10 days
after the mailing of the notice of whether the request is granted or denied. If the request is granted, the time for the
|ur|sd|ct|on to submit a written objection to the notification of the Local Revenue Allocation Unit is further extended to

the 60 day after the date of mailing of the notification of misallocation.

(4) PETITIONER. “Petitioner” is a jurisdiction that has filed a valid petition pursuant to subdivision (a)(3).

(5) DATE OF KNOWLEDGE. Unless an earlier date is operationally documented by the Board, “date of
knowledge” is the date on which the Allocation Group receives a valid petition. Where a misallocation that is
reasonably covered by the petition is confirmed based on additional facts or evidence supplied by the petitioner or
otherwise learned as a direct result of investigating the petition, the date of knowledge is the date on which the
Allocation Group received the petition.

(6) SUBSTANTIALLY AFFECTED JURISDICTION. “Substantially affected jurisdiction” is a jurisdiction for which
the decision on a petition would result in a decrease to its total allocation of 5 percent or more of its average quarterly
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allocation (generally determined with reference to the prior four calendar quarters) or of $50,000 or more, and
includes a jurisdiction whose allocation will be decreased solely as the result of a reallocation from the statewide and
applicable countywide pools.

(7) NOTIFIED JURISDICTION. “Notified jurisdiction” is a jurisdiction that has been notified as a substantially
affected jurisdiction.

(b) REVIEW BY ALLOCATION GROUP.
(1) The Allocation Group will promptly acknowledge a submission intended as a petition.

(2) The Allocation Group will review the petition and issue to the petitioner a written decision to grant or deny the
petition, including the basis for that decision. The written decision will also note the date of knowledge, and if other
than the date the petition was received, will include the basis for that date. A reallocation will be made if the
preponderance of evidence, whether provided by petitioner or obtained by Board staff as part of its investigation of
the petition, shows that there was a misallocation. If the preponderance of evidence does not show that a
misallocation occurred, the petition will be denied.

(3) If the Allocation Group does not issue a decision within six months of the date it receives a valid petition, the
petitioner may request that the Allocation Group issue its decision without regard to the status of its investigation.
Within 90 days of receiving such a request, the Allocation Group will issue its decision based on the information in its
possession.

(4) If the decision of the Allocation Group is that the asserted misallocation did not occur and that the petition
should be denied, in whole or in part, the petitioner may submit to the Allocation Group a written objection to the
decision under subdivision (b)(6).

(5) If the decision of the Allocation Group is that a misallocation did occur, it will also mail a copy of its decision to
any substantially affected jurisdiction. Any such notified jurisdiction may submit to the Allocation Group a written
objection to the decision under subdivision (b)(6).

(6) The petitioner or any notified jurisdiction may appeal the decision of the Allocation Group by submitting a
written objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s decision, or
within a period of extension authorized by subdivision (b)(910). If no such timely objection is submitted, the decision
of the Allocation Group is final as to the petitioner and all notified jurisdictions.

(7) If the petitioner or a notified jurisdiction submits a timely written objection to the decision of the Allocation
Group, the Allocation Group will consider the objection and issue a written supplemental decision to grant or deny the
objection, including the basis for that decision. A copy of the supplemental decision will be mailed to the petitioner, to
any notified jurisdiction, and to any other jurisdiction that is substantially affected by the supplemental decision.

(8) If the Allocation Group does not issue a supplemental decision within six months of the date it receives a
written timely objection to the decision of the Allocation Group, the petitioner or any notified jurisdiction may request
that the Allocation Group issue its supplemental decision without regard to the status of its investigation. Within 90
days of receiving such a request, the Allocation Group will issue its supplemental decision based on the information

in its possession.

(89) The petitioner or any notified jurisdiction may appeal the supplemental decision of the Allocation Group by
submitting a written objection under subdivision (c)(1) within 30 days of the date of mailing of that supplemental
decision, or within a period of extension authorized by subdivision (b)(910). If no such timely objection is submitted,
the supplemental decision of the Allocation Group is final as to the petitioner and all notified jurisdictions.

(910) The petitioner or any notified jurisdiction may request a 30-day extension to submit a written objection under
subdivision (b)(6) or under subdivision (b)(89), as applicable. Such request must provide a reasonable explanation
for the requesting jurisdiction’s inability to submit its objection within 30 days, must be copied to all other jurisdictions
to whom the Allocation Group mailed a copy of its decision or supplemental decision (to the extent known by the
requesting jurisdiction), and must be received by the Allocation Group within 30 days of the date of mailing of its
decision or supplemental decision. Within five days of receipt of the request, the Allocation Group will mail
notification to the petitioner and to all notified jurisdictions whether the request is granted or denied. If a timely
request for an extension is submitted, the time for the petitioner and any natified jurisdiction to file a written objection
to the decision or supplemental decision of the Allocation Group is extended to 10 days after the mailing of the notice
of whether the request is granted or denied. If the request is granted, the time for the petitioner and all notified
jurisdictions to submit a written objection to the decision or supplemental decision of the Allocation Group is further

th
extended to the 60 day after the date of mailing of the decision or supplemental decision.
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(c) REVIEW BY APPEALS DIVISION.

(1) The petitioner or any notified jurisdiction may appeal the supplemental decision of the Allocation Group by
submitting a written objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s
supplemental decision, or within a period of extension authorized by subdivision (b)(910). Such an objection must
state the basis for the objecting jurisdiction’s disagreement with the supplemental decision and include all additional
information in its possession that supports its position.

(2) If a timely objection to its supplemental decision is submitted, the Allocation Group will,_within 30 days of
receipt of the objection, prepare the file and forward it to the Appeals Division. The petitioner, all notified jurisdictions,
any other jurisdiction that would be substantially affected if the petition were granted, and the Sales and Use Tax
Department will thereafter be mailed notice of the appeals conference, which will generally be sent at least 45 days
prior to the scheduled date of the conference.

(A) Petitioner or any notified jurisdiction may continue to discuss the dispute with staff of the Sales and Use
Tax Department after the dispute is referred to the Appeals Division. If, as a result of such discussions or otherwise,
the Sales and Use Tax Department decides the supplemental decision of the Allocation Group was incorrect or that
further investigation should be pursued, it shall so notify the Appeals Division, the petitioner, and all notified
jurisdictions.

(B) If the Department sends notice to the Appeals Division in accordance with the subdivision (c)(2)(A) no
later than 30 days prior to the date scheduled for the appeals conference, the Appeals Division will suspend its review
and the dispute will be returned to the Department. The Department will thereafter issue a second supplemental
decision, or will return the dispute to the Appeals Division along with a report of its further investigation, if appropriate,
for the review and decision of the Appeals Division.

(C) If the Department sends notice to the Appeals Division in accordance with subdivision (c)(2)(A) less than
30 days prior to the date scheduled for the appeals conference, the Appeals Division will decide whether the dispute
should be returned to the Department or remain with the Appeals Division, and notify the parties accordingly. If the
dispute is returned to the Department, the Department will thereafter issue a second supplemental decision, or will
return the dispute to the Appeals Division along with a report of its further investigation, if appropriate, for the review
and decision of the Appeals Division.

(D) Where the Department issues a second supplemental decision in accordance with subdivision (c)(2)(B) or
(c)(2)(C), it will send a copy of the decision to the petitioner, any notified jurisdiction, and any other jurisdiction that is
substantially affected by the second supplemental decision, any of whom may appeal the second supplemental
decision by submitting a written objection under subdivision (c)(1) within 30 days of the date of mailing of that
supplemental decision, or within a period of extension authorized by subdivision (b)(810). If no such timely objection
is submitted, the second supplemental decision is final as to the petitioner and all notified jurisdictions.

(3) The appeals conference is not an adversarial proceeding, but rather is an informal discussion where the
petitioner, any notified jurisdictions who wish to participate, and the Sales and Use Tax Department have the
opportunity to explain their respective positions regarding the relevant facts and law to the Appeals Division
conference holder. To make the conference most productive, each participant should submit all facts, law, argument,
and other information in support of its position to the Appeals Division conference holder, and to the other
participants, at least 15 days before the date of the appeals conference; however, relevant facts and arguments will
be accepted at any time at or before the appeals conference. If, during the appeals conference, a participant
requests permission to submit additional written arguments and documentary evidence, the conference holder may
grant that participant 15-30 days after the appeals conferenceoer-30-days-with-sufficientjustification; to submit to the
conference holder, with copies to all other participants, such additional arguments and evidence. Any other
participant at the conference who is in opposition to the requesting participant on the issue(s) covered by the
additional submission is allowed 45-30 days to submit to the conference holder, with copies to all other participants,
arguments and evidence in response. No request by a participant for further time to submit additional arguments or
evidence will be granted without the approval of the Assistant Chief Counsel of the Appeals Division or his or her
designee. The Appeals Division on its own initiative may also request, at or after the appeals conference, further
submissions from any participant.

(4) Within 90 days after the final submission authorized by subdivision (c)(3), the Appeals Division will issue a
written Decision and Recommendation (D&R) setting forth the applicable facts and law and the conclusions of the
Appeals Division. The Chief Counsel may allow up to 90 additional days to prepare the D&R upon request of the
Appeals Division. Both the request and the Chief Counsel's response granting or denying the request for additional
time must be in writing and copies provided to the petitioner, all notified jurisdictions, and the Sales and Use Tax
Department. A copy of the D&R will be mailed to the petitioner, to all notified jurisdictions, to any other jurisdiction that
will be substantially affected by the D&R, and to the Sales and Use Tax Department.

(5) The petitioner or any notified jurisdiction may appeal the D&R by submitting a written request for Board
hearing under subdivision (d)(1) within 60 days of the date of mailing of the D&R.
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(6) The petitioner, any notified jurisdiction, or the Sales and Use Tax Department may also appeal the D&R, or
any Supplemental D&R (SD&R), by submitting a written request for reconsideration (RFR) to the Appeals Division
before expiration of the time during which a timely request for Board hearing may be submitted, or if a Board hearing
has been requested, prior to that hearing. If a jurisdiction or the Sales and Use Tax Department submits an RFR
before the time for requesting a Board hearing has expired, the Appeals Division will issue an SD&R to consider the
request, after obtaining whatever additional information or arguments from the parties that it deems appropriate. If an
RFR is submitted after a jurisdiction has requested a Board hearing, the Appeals Division will determine whether it
should issue an SD&R in response. A copy of the SD&R issued under this subdivision or under subdivision (c)(7) will
be mailed to the petitioner, to all notified jurisdictions, to any other jurisdiction that will be substantially affected by the
SD&R, and to the Sales and Use Tax Department. The petitioner or any notified jurisdiction may appeal the SD&R
by submitting a written request for Board hearing under subdivision (d)(1) within 60 days of the date of mailing of the
SD&R.

(7) Whether or not an RFR is submitted, at any time prior to the time the recommendation in the D&R or prior
SD&R is acted on by the Department as a final matter or the Board has held an oral hearing on the petition, the
Appeals Division may issue an SD&R as it deems necessary to augment, clarify, or correct the information, analysis,
or conclusions contained in the D&R or any prior SD&R.

(8) If no RFR is submitted under subdivision (c)(6) or request for Board hearing under subdivision (d)(1) within 60
days of the date of mailing of the D&R or any SD&R, the D&R or SD&R as applicable is final as to the petitioner and
all notified jurisdictions unless the Appeals Division issues an SD&R under subdivision (c)(7).

(d) REVIEW BY BOARD.

(1) The petitioner or any notified jurisdiction may submit a written request for Board hearing if it does so to the
Board Proceedings Division within 60 days of the date of mailing of the D&R or any SD&R. Such a request must
state the basis for the jurisdiction’s disagreement with the D&R or SD&R as applicable and include all additional
information in its possession that supports its position.

(2) If the Board Proceedings Division receives a timely request for hearing under subdivision (d)(1), it will notify
the Sales and Use Tax Department, the petitioner, any notified jurisdiction, any other jurisdiction that would be
substantially affected if the petition were granted, and the taxpayer(s) whose allocations are the subject of the
petition, that the petition for reallocation of local tax is being scheduled for a Board hearing to determine the proper
allocation.

(3) The Sales and Use Tax Department, the petitioner, and all jurisdictions notified of the Board hearing pursuant
to subdivision (d)(2) are parties and may participate in the Board hearing. The taxpayer is not a party to the Board
hearing unless it chooses to actively participate in the hearing process by either filing a brief or making a presentation
at the hearing.

(4) Briefs may be submitted for the Board hearing in accordance with California Code of Regulations, title 18,
sections 5270 and 5271.

(5) To the extent not inconsistent with this regulation, the hearing will be conducted in accordance with Chapter 5
of the Board of Equalization Rules for Tax Appeals (Cal. Code Regs., tit. 18, § 5510, et seq.). The Board will apply
the preponderance of evidence rules set forth in subdivision (b)(2) in reaching its decision and not the burden of proof
rules set forth in California Code of Regulations, title 18, section 5541. The Board’s final decision on a petition for
reallocation exhausts all administrative remedies on the matter for all jurisdictions.

(e) LIMITATION PERIOD FOR REDISTRIBUTIONS. Redistributions shall not include amounts originally distributed
earlier than two quarterly periods prior to the quarter of the date of knowledge.

(f) APPLICATION TO SECTION 6066.3 INQUIRIES. The procedures set forth herein for submitting a petition for
reallocation of local tax are separate from those applicable to a submission under Revenue and Taxation Code
section 6066.3. If a petition under the procedures set forth herein and a submission under section 6066.3 are both
filed for the same alleged improper distribution, only the earliest submission will be processed, with the date of
knowledge established under the procedures applicable to that earliest submission. However, the procedures set
forth in subdivisions (b), (c), and (d) also apply to appeals from reallocation determinations made under section
6066.3.

(g) OPERATIVE DATE AND TRANSITION RULES.

This regulation is intended to reduce the time required to decide the validity of reallocation petitions and otherwise
improve the process for doing so. Regulation 1807 was repealed and readopted in 2008. #-is-The readopted
regulation is intended to have a neutral impact only on the current dispute over the continuing validity of certain
petitions that are were governed by prior Regulation 1807 (effective February 22, 2003).
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(1) The operative date of this regulation as readopted in 2008 and any amendments thereto is the effective date #

becomes-effective under Section 11343.4 of the Government Code (thirty days after it-has-been-approved-approval
by the Office of Administrative Law and ferwarded forwarding to the Secretary of State) and it there shall have be no

retroactive effect.

(2) Petitions-filed-prior-to-the-operative-date-of thisregulation,—Notwithstanding subdivision (g)(3), petitions shall

be reviewed, appealed and decided in accordance with this regulation as to procedures occurring after that its
operative date or that of any amendments thereto.

(3) All sueh petitions filed prior to January 1, 2003 and denied by Board Management must have perfected any
access they may have had to a Board Member hearing no later than 60 days after the September 10, 2008, operative
date of this regulation.




Issue Paper Number 11-004 Exhibit 3
Staff proposed revisions to Regulations 1807 and 1828 Page 6 of 9

Regulation 1828. PETITIONS FOR DISTRIBUTION OR REDISTRIBUTION OF TRANSACTIONS AND
USE TAX.

(a) DEFINITIONS.

(1) DISTRICT TAX. “District tax” means a transaction and use tax adopted pursuant to Revenue and Taxation
Code section 7251, et seq., or pursuant to Revenue and Taxation Code section 7285, et seq., and administered by
the Board.

(2) DISTRICT. “District” means any entity, including a city, county, city and county, or special taxing jurisdiction,
which has adopted a district tax.

(3) PETITION. “Petition” means a request or inquiry from a district for investigation of suspected improper
distribution or nondistribution of district tax submitted in writing to the Allocation Group of the Sales and Use Tax
Department. The petition must contain sufficient factual data to support the probability that district tax has not been
distributed or has been erroneously distributed. Sufficient factual data should include, for each business location
being questioned:

(A) Taxpayer name, including owner name and fictitious business name or dba (doing business as)
designation.

(B) Taxpayer’'s permit number or a notation stating “No Permit Number.”
(C) Complete business address of the taxpayer.
(D) Complete description of taxpayer’s business activity or activities.

(E) Specific reasons and evidence why the distribution or nondistribution is questioned, identifying the delivery
location or locations of the property the sales of which are at issue. If the petition alleges that the subject transactions
are subject to the district's use tax, evidence that the retailer is engaged in business in the district as provided in
California Code of Regulations, title 18, section 1827, subdivision (c).

(F) Name, title, and telephone number of the contact person.
(G) The tax reporting periods involved.

“Petition” also includes an appeal by a district from a notification from the Local Revenue Allocation Unit of the Sales
and Use Tax Department that district taxes previously allocated to it were misallocated and will be reallocated. Such
a district may object to that notification by submitting a written petition to the Allocation Group within 30 days of the
date of mailing of the notification_or within a period of extension described below. The petition must include a copy of
the notification and specify the reason the district disputes it. If a district does not submit such a petition within 30
days of the date of mailing of the notification, or within a period of extension, the notification of the Local Revenue
Allocation Unit is final as to the district so notified.

The district may request a 30-day extension to submit a written objection to a notification of misallocation from the
Local Revenue Allocation Unit. Such a request must provide a reasonable explanation for the requesting district’s
inability to submit its objection within 30 days and must be received by the Local Revenue Allocation Unit within 30
days of the date of mailing of its notification. Within five days of receipt of the request, the Local Revenue Allocation
Unit will mail notification to the district whether the request is granted or denied. If a timely request for extension is
submitted, the time for the district to file a written objection is extended to 10 days after the mailing of the notice of
whether_the request is granted or denied. If the request is _granted, the time for the district to submit a written
objection to the notification of the Local Revenue Allocation Unit is further extended to the 60 day after the date of
mailing of the notification of misallocation.

(4) PETITIONER. “Petitioner” is a district that has filed a valid petition pursuant to subdivision (a)(3).

(5) DATE OF KNOWLEDGE. Unless an earlier date is operationally documented by the Board, “date of
knowledge” is the date on which the Allocation Group receives a valid petition. Where an error in distribution that is
reasonably covered by the petition is confirmed based on additional facts or evidence supplied by the petitioner or
otherwise learned as a direct result of investigating the petition, the date of knowledge is the date on which the
Allocation Group received the petition.

(6) SUBSTANTIALLY AFFECTED DISTRICT. “Substantially affected district” is a district for which the decision
on a petition would result in a decrease to its total distribution of 5 percent or more of its average quarterly distribution
(generally determined with reference to the prior four calendar quarters) or of $50,000 or more.

(7) NOTIFIED DISTRICT. “Notified district” is a district that has been notified as a substantially affected district.
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(b) REVIEW BY ALLOCATION GROUP.
(1) The Allocation Group will promptly acknowledge a submission intended as a petition.

(2) The Allocation Group will review the petition and issue to the petitioner a written decision to grant or deny the
petition, including the basis for that decision. The written decision will also note the date of knowledge, and if other
than the date the petition was received, will include the basis for that date. A redistribution will be made if the
preponderance of evidence, whether provided by petitioner or obtained by Board staff as part of its investigation of
the petition, shows that there was an error in distribution. If the preponderance of evidence does not show that an
error in distribution occurred, the petition will be denied.

(3) If the Allocation Group does not issue a decision within six months of the date it receives a valid petition, the
petitioner may request that the Allocation Group issue its decision without regard to the status of its investigation.
Within 90 days of receiving such a request, the Allocation Group will issue its decision based on the information in its
possession.

(4) If the decision of the Allocation Group is that the asserted error in distribution did not occur and that the
petition should be denied, in whole or in part, the petitioner may submit to the Allocation Group a written objection to
the decision under subdivision (b)(6).

(5) If the decision of the Allocation Group is that an error in distribution did occur, it will also mail a copy of its
decision to any substantially affected district. Any such notified district may submit to the Allocation Group a written
objection to the decision under subdivision (b)(6).

(6) The petitioner or any notified district may appeal the decision of the Allocation Group by submitting a written
objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s decision, or within a
period of extension authorized by subdivision (b)(910). If no such timely objection is submitted, the decision of the
Allocation Group is final as to the petitioner and all notified districts.

(7) If the petitioner or a notified district submits a timely written objection to the decision of the Allocation Group,
the Allocation Group will consider the objection and issue a written supplemental decision to grant or deny the
objection, including the basis for that decision. A copy of the supplemental decision will be mailed to the petitioner, to
any notified district, and to any other district that is substantially affected by the supplemental decision.

(8) If the Allocation Group does not issue a supplemental decision within six months of the date it receives a
written timely objection to the decision of the Allocation Group, the petitioner or any notified district may request that
the Allocation Group issue its supplemental decision without regard to the status of its investigation. Within 90 days
of receiving such a request, the Allocation Group will issue its supplemental decision based on the information in its

possession.

(89) The petitioner or any notified district may appeal the supplemental decision of the Allocation Group by
submitting a written objection under subdivision (c)(1) within 30 days of the date of mailing of that supplemental
decision, or within a period of extension authorized by subdivision (b)(910). If no such timely objection is submitted,
the supplemental decision of the Allocation Group is final as to the petitioner and all notified districts.

(910) The petitioner or any notified district may request a 30-day extension to submit a written objection under
subdivision (b)(6) or under subdivision (b)(89), as applicable. Such request must provide a reasonable explanation
for the requesting district’s inability to submit its objection within 30 days, must be copied to all other districts to whom
the Allocation Group mailed a copy of its decision or supplemental decision (to the extent known by the requesting
district), and must be received by the Allocation Group within 30 days of the date of mailing of its decision or
supplemental decision. Within five days of receipt of the request, the Allocation Group will mail notification to the
petitioner and to all notified districts whether the request is granted or denied. If a timely request for an extension is
submitted, the time for the petitioner and any notified district to file a written objection to the decision or supplemental
decision of the Allocation Group is extended to 10 days after the mailing of the notice of whether the request is
granted or denied. If the request is granted, the time for the petitioner and all notified districts to submit a written

th
objection to the decision or supplemental decision of the Allocation Group is further extended to the 60 day after the
date of mailing of the decision or supplemental decision.

(c) REVIEW BY APPEALS DIVISION.

(1) The petitioner or any notified district may appeal the supplemental decision of the Allocation Group by
submitting a written objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s
supplemental decision, or within a period of extension authorized by subdivision (b)(910). Such an objection must
state the basis for the objecting district’'s disagreement with the supplemental decision and include all additional
information in its possession that supports its position.
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(2) If a timely objection to its supplemental decision is submitted, the Allocation Group will, within 30 days of
receipt of the objection, prepare the file and forward it to the Appeals Division. The petitioner, all notified districts, any
other district that would be substantially affected if the petition were granted, and the Sales and Use Tax Department
will thereafter be mailed notice of the appeals conference, which will generally be sent at least 45 days prior to the
scheduled date of the conference.

(A) Petitioner or any notified district may continue to discuss the dispute with staff of the Sales and Use Tax
Department after the dispute is referred to the Appeals Division. If, as a result of such discussions or otherwise, the
Sales and Use Tax Department decides the supplemental decision of the Allocation Group was incorrect or that
further investigation should be pursued, it shall so notify the Appeals Division, the petitioner, and all notified districts.

(B) If the Department sends notice to the Appeals Division in accordance with the subdivision (c)(2)(A) no
later than 30 days prior to the date scheduled for the appeals conference, the Appeals Division will suspend its review
and the dispute will be returned to the Department. The Department will thereafter issue a second supplemental
decision, or will return the dispute to the Appeals Division along with a report of its further investigation, if appropriate,
for the review and decision of the Appeals Division.

(C) If the Department sends notice to the Appeals Division in accordance with subdivision (c)(2)(A) less than
30 days prior to the date scheduled for the appeals conference, the Appeals Division will decide whether the dispute
should be returned to the Department or remain with the Appeals Division, and notify the parties accordingly. If the
dispute is returned to the Department, the Department will thereafter issue a second supplemental decision, or will
return the dispute to the Appeals Division along with a report of its further investigation, if appropriate, for the review
and decision of the Appeals Division.

(D) Where the Department issues a second supplemental decision in accordance with subdivision (c)(2)(B) or
(©)(2)(C), it will send a copy of the decision to the petitioner, any notified district, and any other district that is
substantially affected by the second supplemental decision, any of whom may appeal the second supplemental
decision by submitting a written objection under subdivision (c)(1) within 30 days of the date of mailing of that
supplemental decision, or within a period of extension authorized by subdivision (b)(9). If no such timely objection is
submitted, the second supplemental decision is final as to the petitioner and all notified districts.

(3) The appeals conference is not an adversarial proceeding, but rather is an informal discussion where the
petitioner, any notified districts who wish to participate, and the Sales and Use Tax Department have the opportunity
to explain their respective positions regarding the relevant facts and law to the Appeals Division conference holder.
To make the conference most productive, each participant should submit all facts, law, argument, and other
information in support of its position to the Appeals Division conference holder, and to the other participants, at least
15 days before the date of the appeals conference; however, relevant facts and arguments will be accepted at any
time at or before the appeals conference. If, during the appeals conference, a participant requests permission to
submit additional written arguments and documentary evidence, the conference holder may grant that participant 30
days after the appeals conference—er30-days-with-sufficientjustification; to submit to the conference holder, with
copies to all other participants, such additional arguments and evidence. Any other participant at the conference who
is in opposition to the requesting participant on the issue(s) covered by the additional submission is allowed 15-30
days to submit to the conference holder, with copies to all other participants, arguments and evidence in response.
No request by a participant for further time to submit additional arguments or evidence will be granted without the
approval of the Assistant Chief Counsel of the Appeals Division or his or her designee. The Appeals Division on its
own initiative may also request, at or after the appeals conference, further submissions from any participant.

(4) Within 90 days after the final submission authorized by subdivision (c)(3), the Appeals Division will issue a
written Decision and Recommendation (D&R) setting forth the applicable facts and law and the conclusions of the
Appeals Division. The Chief Counsel may allow up to 90 additional days to prepare the D&R upon request of the
Appeals Division. Both the request and the Chief Counsel's response granting or denying the request for additional
time must be in writing and copies provided to the petitioner, all notified districts, and the Sales and Use Tax
Department. A copy of the D&R will be mailed to the petitioner, to all notified districts, to any other district that will be
substantially affected by the D&R, and to the Sales and Use Tax Department.

(5) The petitioner or any notified district may appeal the D&R by submitting a written request for Board hearing
under subdivision (d)(1) within 60 days of the date of mailing of the D&R.

(6) The petitioner, any notified district, or the Sales and Use Tax Department may also appeal the D&R, or any
Supplemental D&R (SD&R), by submitting a written request for reconsideration (RFR) to the Appeals Division before
expiration of the time during which a timely request for Board hearing may be submitted, or if a Board hearing has
been requested, prior to that hearing. If a district or the Sales and Use Tax Department submits an RFR before the
time for requesting a Board hearing has expired, the Appeals Division will issue an SD&R to consider the request,
after obtaining whatever additional information or arguments from the parties that it deems appropriate. If an RFR is
submitted after a district has requested a Board hearing, the Appeals Division will determine whether it should issue
an SD&R in response. A copy of the SD&R issued under this subdivision or under subdivision (c)(7) will be mailed to
the petitioner, to all notified districts, to any other district that will be substantially affected by the SD&R, and to the
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Sales and Use Tax Department. The petitioner or any notified district may appeal the SD&R by submitting a written
request for Board hearing under subdivision (d)(1) within 60 days of the date of mailing of the SD&R.

(7) Whether or not an RFR is submitted, at any time prior to the time the recommendation in the D&R or prior
SD&R is acted on by the Department as a final matter or the Board has held an oral hearing on the petition, the
Appeals Division may issue an SD&R as it deems necessary to augment, clarify, or correct the information, analysis,
or conclusions contained in the D&R or any prior SD&R.

(8) If no RFR is submitted under subdivision (c)(6) or request for Board hearing under subdivision (d)(1) within 60
days of the date of mailing of the D&R or any SD&R, the D&R or SD&R as applicable is final as to the petitioner and
all notified districts unless the Appeals Division issues an SD&R under subdivision (c)(7).

(d) REVIEW BY BOARD.

(1) The petitioner or any notified district may submit a written request for Board hearing if it does so to the Board
Proceedings Division within 60 days of the date of mailing of the D&R or any SD&R. Such a request must state the
basis for the district's disagreement with the D&R or SD&R as applicable and include all additional information in its
possession that supports its position.

(2) If the Board Proceedings Division receives a timely request for hearing under subdivision (d)(1), it will notify
the Sales and Use Tax Department, the petitioner, any notified district, any other district that would be substantially
affected if the petition were granted, and the taxpayer(s) whose distribution (or nondistribution) are the subject of the
petition, that the petition for redistribution of district tax is being scheduled for a Board hearing to determine the
proper distribution.

(3) The Sales and Use Tax Department, the petitioner, and all districts notified of the Board hearing pursuant to
subdivision (d)(2) are parties and may participate in the Board hearing. The taxpayer is not a party to the Board
hearing unless it chooses to actively participate in the hearing process by either filing a brief or making a presentation
at the hearing.

(4) Briefs may be submitted for the Board hearing in accordance with California Code of Regulations, title 18,
sections 5270 and 5271.

(5) To the extent not inconsistent with this regulation, the hearing will be conducted in accordance with Chapter 5
of the Board of Equalization Rules for Tax Appeals (Cal. Code Regs., tit. 18, § 5510, et seq.). The Board will apply
the preponderance of evidence rules set forth in subdivision (b)(2) in reaching its decision and not the burden of proof
rules set forth in California Code of Regulations, title 18, section 5541. The Board’s final decision on a petition for
redistribution exhausts all administrative remedies on the matter for all districts.

(e) LIMITATION PERIOD FOR REDISTRIBUTIONS. For redistributions where the date of knowledge is prior to
January 1, 2008, the standard three-year statute of limitations is applicable, based on the date of knowledge. For
redistributions where the date of knowledge is on or after January 1, 2008, redistributions shall not include amounts
originally distributed earlier than two quarterly periods prior to the quarter of the date of knowledge.

(f) OPERATIVE DATE AND TRANSITION RULES.

This regulation is intended to reduce the time required to decide the validity of redistribution petitions and otherwise
improve the process for doing so. Regulation 1828 was repealed and readopted in 2008. {tis-The readopted
regulation is intended to have a neutral impact only on the current dispute over the continuing validity of certain
petitions that are-were governed by prior Regulation 1828 (effective June 17, 2004).

(1) The operative date of this regulation as readopted in 2008 and any amendments thereto is the effective date it
becomes-effective under Section 11343.4 of the Government Code (thirty days after it-has-been-approved approval
by the Office of Administrative Law and ferwarded forwarding to the Secretary of State) and it there shall have be no
retroactive effect.

(2) Petitionsfiled-prior-to-the-operative-date-of thisregulation-Notwithstanding subdivision (f)(3), petitions shall be

reviewed, appealed and decided in accordance with this regulation as to procedures occurring after that its operative
date_or that of any amendments thereto.

(3) All sueh petitions filed prior to July 1, 2004 and denied by Board Management must have perfected any
access they may have had to a Board Member hearing no later than 60 days after the September 10, 2008, operative
date of this regulation.
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ALTERNATIVE 2:

Regulation 1807. PETITIONS FOR REALLOCATION OF LOCAL TAX.

(a) DEFINITIONS.

(1) LOCAL TAX. “Local tax” means a local sales and use tax adopted pursuant to Revenue and Taxation Code
section 7200, et seq., and administered by the Board.

(2) JURISDICTION. *“Jurisdiction” means any city, county, city and county, or redevelopment agency which has
adopted a local tax.

(3) PETITION. “Petition” means a request or inquiry from a jurisdiction, other than a submission under Revenue
and Taxation Code section 6066.3, for investigation of suspected misallocation of local tax submitted in writing to the
Allocation Group of the Sales and Use Tax Department. The petition must contain sufficient factual data to support
the probability that local tax has been erroneously allocated and distributed. Sufficient factual data should include, for
each business location being questioned:

(A) Taxpayer name, including owner name and fictitious business name or dba (doing business as)
designation.

(B) Taxpayer’s permit number or a notation stating “No Permit Number.”
(C) Complete business address of the taxpayer.
(D) Complete description of taxpayer’s business activity or activities.

(E) Specific reasons and evidence why the taxpayer’s allocation is questioned. If the petition alleges that a
misallocation occurred because a sale location is unregistered, evidence that the questioned location is a selling
location or that it is a place of business as defined by California Code of Regulations, title 18, section 1802. If the
petition alleges that a misallocation occurred because the tax for a sale shipped from an out-of-state location was
actually sales tax and not use tax, evidence that there was participation in the sale by an in-state office of the retailer
and that title to the goods passed to the purchaser inside California.

(F) Name, title, and telephone number of the contact person.
(G) The tax reporting periods involved.

“Petition” also includes an appeal by a jurisdiction from a notification from the Local Revenue Allocation Unit of the
Sales and Use Tax Department that local taxes previously allocated to it were misallocated and will be reallocated.
Such a jurisdiction may object to that naotification by submitting a written petition to the Allocation Group within 30
days of the date of mailing of the notification_or within a period of extension described below. The petition must
include a copy of the notification and specify the reason the jurisdiction disputes it. If a jurisdiction does not submit
such a petition within 30 days of the date of mailing of the notification, or within a period of extension, the notification
of the Local Revenue Allocation Unit is final as to the jurisdiction so notified.

The jurisdiction may request a 30-day extension to submit a written objection to a notification of misallocation from
the Local Revenue Allocation Unit. Such request must provide a reasonable explanation for the requesting
jurisdiction’s inability to submit its objection within 30 days and must be received by the Local Revenue Allocation
Unit within 30 days of the date of mailing of its notification. Within five days of receipt of the request, the Local
Revenue Allocation Unit will mail notification to the jurisdiction whether the request is granted or denied. If a timely
request for an extension is submitted, the time for the jurisdiction to file a written objection is extended to 10 days
after the mailing of the notice of whether the request is granted or denied. If the request is granted, the time for the
jurisdiction to submit a written objection to the notification of the Local Revenue Allocation Unit is further extended to

the 60 day after the date of mailing of the notification of misallocation.

(4) PETITIONER. “Petitioner” is a jurisdiction that has filed a valid petition pursuant to subdivision (a)(3).

(5) DATE OF KNOWLEDGE. Unless an earlier date is operationally documented by the Board, “date of
knowledge” is the date on which the Allocation Group receives a valid petition. Where a misallocation that is
reasonably covered by the petition is confirmed based on additional facts or evidence supplied by the petitioner or
otherwise learned as a direct result of investigating the petition, the date of knowledge is the date on which the
Allocation Group received the petition.

(6) SUBSTANTIALLY AFFECTED JURISDICTION. “Substantially affected jurisdiction” is a jurisdiction for which
the decision on a petition would result in a decrease to its total allocation of 5 percent or more of its average quarterly
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allocation (generally determined with reference to the prior four calendar quarters) or of $50,000 or more, and
includes a jurisdiction whose allocation will be decreased solely as the result of a reallocation from the statewide and
applicable countywide pools.

(7) NOTIFIED JURISDICTION. “Notified jurisdiction” is a jurisdiction that has been notified as a substantially
affected jurisdiction.

(b) REVIEW BY ALLOCATION GROUP.
(1) The Allocation Group will promptly acknowledge a submission intended as a petition.

(2) The Allocation Group will review the petition and issue to the petitioner a written decision to grant or deny the
petition, including the basis for that decision. The written decision will also note the date of knowledge, and if other
than the date the petition was received, will include the basis for that date. A reallocation will be made if the
preponderance of evidence, whether provided by petitioner or obtained by Board staff as part of its investigation of
the petition, shows that there was a misallocation. If the preponderance of evidence does not show that a
misallocation occurred, the petition will be denied.

(3) If the Allocation Group does not issue a decision within six months of the date it receives a valid petition, the
petitioner may request that the Allocation Group issue its decision without regard to the status of its investigation.
Within 90 days of receiving such a request, the Allocation Group will issue its decision based on the information in its
possession.

(4) If the decision of the Allocation Group is that the asserted misallocation did not occur and that the petition
should be denied, in whole or in part, the petitioner may submit to the Allocation Group a written objection to the
decision under subdivision (b)(6).

(5) If the decision of the Allocation Group is that a misallocation did occur, it will also mail a copy of its decision to
any substantially affected jurisdiction. Any such notified jurisdiction may submit to the Allocation Group a written
objection to the decision under subdivision (b)(6).

(6) The petitioner or any notified jurisdiction may appeal the decision of the Allocation Group by submitting a
written objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s decision, or
within a period of extension authorized by subdivision (b)(9). If no such timely objection is submitted, the decision of
the Allocation Group is final as to the petitioner and all notified jurisdictions.

(7) If the petitioner or a notified jurisdiction submits a timely written objection to the decision of the Allocation
Group, the Allocation Group will consider the objection and, within 90 days, issue a written supplemental decision to
grant or deny the objection, including the basis for that decision. A copy of the supplemental decision will be mailed
to the petitioner, to any notified jurisdiction, and to any other jurisdiction that is substantially affected by the
supplemental decision.

(8) The petitioner or any notified jurisdiction may appeal the supplemental decision of the Allocation Group by
submitting a written objection under subdivision (c)(1) within 30 days of the date of mailing of that supplemental
decision, or within a period of extension authorized by subdivision (b)(9). If no such timely objection is submitted, the
supplemental decision of the Allocation Group is final as to the petitioner and all notified jurisdictions.

(9) The petitioner or any notified jurisdiction may request a 30-day extension to submit a written objection under
subdivision (b)(6) or under subdivision (b)(8), as applicable. Such request must provide a reasonable explanation for
the requesting jurisdiction’s inability to submit its objection within 30 days, must be copied to all other jurisdictions to
whom the Allocation Group mailed a copy of its decision or supplemental decision (to the extent known by the
requesting jurisdiction), and must be received by the Allocation Group within 30 days of the date of mailing of its
decision or supplemental decision. Within five days of receipt of the request, the Allocation Group will mail
notification to the petitioner and to all notified jurisdictions whether the request is granted or denied. If a timely
request for an extension is submitted, the time for the petitioner and any notified jurisdiction to file a written objection
to the decision or supplemental decision of the Allocation Group is extended to 10 days after the mailing of the notice
of whether the request is granted or denied. If the request is granted, the time for the petitioner and all notified
jurisdictions to submlt a written objection to the decision or supplemental decision of the Allocation Group is further

extended to the 60 day after the date of mailing of the decision or supplemental decision.

(c) REVIEW BY APPEALS DIVISION.

(1) The petitioner or any notified jurisdiction may appeal the supplemental decision of the Allocation Group by
submitting a written objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s
supplemental decision, or within a period of extension authorized by subdivision (b)(9). Such an objection must state
the basis for the objecting jurisdiction’s disagreement with the supplemental decision and include all additional
information in its possession that supports its position.
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(2) If a timely objection to its supplemental decision is submitted, the Allocation Group will_within 30 days of
receipt of the objection, prepare the file and forward it to the Appeals Division. The petitioner, all notified jurisdictions,
any other jurisdiction that would be substantially affected if the petition were granted, and the Sales and Use Tax
Department will thereafter be mailed notice of the appeals conference, which will generally be sent at least 45 days
prior to the scheduled date of the conference. _The Appeals Division shall schedule an appeals conference within 6
months from receipt of the file from the Allocation Group.

(A) Petitioner or any notified jurisdiction may continue to discuss the dispute with staff of the Sales and Use
Tax Department after the dispute is referred to the Appeals Division. If, as a result of such discussions or otherwise,
the Sales and Use Tax Department decides the supplemental decision of the Allocation Group was incorrect or that
further investigation should be pursued, it shall so notify the Appeals Division, the petitioner, and all notified
jurisdictions.

(B) If the Department sends notice to the Appeals Division in accordance with the subdivision (c)(2)(A) no
later than 30 days prior to the date scheduled for the appeals conference, the Appeals Division will suspend its review
and the dispute will be returned to the Department. The Department will thereafter issue a second supplemental
decision_within 60 days, or will return the dispute to the Appeals Division along with a report of its further
investigation, if appropriate, for the review and decision of the Appeals Division.

(C) If the Department sends notice to the Appeals Division in accordance with subdivision (c)(2)(A) less than
30 days prior to the date scheduled for the appeals conference, the Appeals Division will decide whether the dispute
should be returned to the Department or remain with the Appeals Division, and notify the parties accordingly. If the
dispute is returned to the Department, the Department will thereafter issue a second supplemental decision_within 60
days, or will return the dispute to the Appeals Division along with a report of its further investigation, if appropriate, for
the review and decision of the Appeals Division.

(D) Where the Department issues a second supplemental decision in accordance with subdivision (c)(2)(B) or
(c)(2)(C), it will send a copy of the decision to the petitioner, any notified jurisdiction, and any other jurisdiction that is
substantially affected by the second supplemental decision, any of whom may appeal the second supplemental
decision by submitting a written objection under subdivision (c)(1) within 30 days of the date of mailing of that
supplemental decision, or within a period of extension authorized by subdivision (b)(9). If an objection to a second
supplemental decision is filed by either the petitioner or notified jurisdiction, it will be immediately forwarded to the
Appeals Division. An appeals conference shall be scheduled within 90 days of receipt of the objection. If no such
timely objection is submitted, the second supplemental decision is final as to the petitioner and all notified
jurisdictions.

(3) The appeals conference is not an adversarial proceeding, but rather is an informal discussion where the
petitioner, any notified jurisdictions who wish to participate, and the Sales and Use Tax Department have the
opportunity to explain their respective positions regarding the relevant facts and law to the Appeals Division
conference holder. To make the conference most productive, each participant should submit all facts, law, argument,
and other information in support of its position to the Appeals Division conference holder, and to the other
participants, at least 15 days before the date of the appeals conference; however, relevant facts and arguments will
be accepted at any time at or before the appeals conference. If, during the appeals conference, a participant
requests permission to submit additional written arguments and documentary evidence, the conference holder may
grant that participant £5-30 days after the appeals conference-o+-30-days-with-sufficientjustification; to submit to the
conference holder, with copies to all other participants, such additional arguments and evidence. Any other
participant at the conference who is in opposition to the requesting participant on the issue(s) covered by the
additional submission is allowed 45-30 days to submit to the conference holder, with copies to all other participants,
arguments and evidence in response. No request by a participant for further time to submit additional arguments or
evidence will be granted without the approval of the Assistant Chief Counsel of the Appeals Division or his or her
designee. The Appeals Division on its own initiative may also request, at or after the appeals conference, further
submissions from any participant.

(4) Within 90 days after the final submission authorized by subdivision (c)(3), the Appeals Division will issue a
written Decision and Recommendation (D&R) setting forth the applicable facts and law and the conclusions of the
Appeals Division. The Chief Counsel may allow up to 96-30 additional days to prepare the D&R upon request of the
Appeals Division. Both the request and the Chief Counsel’s response granting or denying the request for additional
time must be in writing and copies provided to the petitioner, all notified jurisdictions, and the Sales and Use Tax
Department. A copy of the D&R will be mailed to the petitioner, to all notified jurisdictions, to any other jurisdiction that
will be substantially affected by the D&R, and to the Sales and Use Tax Department.

(5) The petitioner or any notified jurisdiction may appeal the D&R by submitting a written request for Board
hearing under subdivision (d)(1) within 60 days of the date of mailing of the D&R. _If no such timely request for Board
hearing is submitted, the D&R is final as to the petitioner and all notified jurisdictions.




Issue Paper Number 11-004 Exhibit 4
Klehs proposed revisions to Regulations 1807 and 1828 Page 4 of 9

(d) REVIEW BY BOARD.

(1) The petitioner or any notified jurisdiction may submit a written request for Board hearing if it does so to the
Board Proceedings Division within 60 days of the date of mailing of the D&R-erany-SB&R. Such a request must
state the basis for the jurisdiction’s disagreement with the D&R erSB&R-as applicable and include all additional
information in its possession that supports its position.

(2) If the Board Proceedings Division receives a timely request for hearing under subdivision (d)(1), it will notify
the Sales and Use Tax Department, the petitioner, any notified jurisdiction, any other jurisdiction that would be
substantially affected if the petition were granted, and the taxpayer(s) whose allocations are the subject of the
petition, that the petition for reallocation of local tax is being scheduled for a Board hearing to determine the proper
allocation. _The notice of hearing will be issued within 90 days from the date of the request for hearing.

(3) The Sales and Use Tax Department, the petitioner, and all jurisdictions notified of the Board hearing pursuant
to subdivision (d)(2) are parties and may participate in the Board hearing. The taxpayer is not a party to the Board
hearing unless it chooses to actively participate in the hearing process by either filing a brief or making a presentation
at the hearing.

(4) Briefs may be submitted for the Board hearing in accordance with California Code of Regulations, title 18,
sections 5270 and 5271.

(5) To the extent not inconsistent with this regulation, the hearing will be conducted in accordance with Chapter 5
of the Board of Equalization Rules for Tax Appeals (Cal. Code Regs., tit. 18, § 5510, et seq.). The Board will apply
the preponderance of evidence rules set forth in subdivision (b)(2) in reaching its decision and not the burden of proof
rules set forth in California Code of Regulations, title 18, section 5541. The Board’s final decision on a petition for
reallocation exhausts all administrative remedies on the matter for all jurisdictions.

(e) LIMITATION PERIOD FOR REDISTRIBUTIONS. Redistributions shall not include amounts originally distributed
earlier than two quarterly periods prior to the quarter of the date of knowledge.

(f) APPLICATION TO SECTION 6066.3 INQUIRIES. The procedures set forth herein for submitting a petition for
reallocation of local tax are separate from those applicable to a submission under Revenue and Taxation Code
section 6066.3. If a petition under the procedures set forth herein and a submission under section 6066.3 are both
filed for the same alleged improper distribution, only the earliest submission will be processed, with the date of
knowledge established under the procedures applicable to that earliest submission. However, the procedures set
forth in subdivisions (b), (c), and (d) also apply to appeals from reallocation determinations made under section
6066.3.

(g) OPERATIVE DATE AND TRANSITION RULES. This regulation is intended to reduce the time required to decide
the validity of reallocation petitions and otherwise improve the process for doing so. It is intended to have a neutral
impact only on the current dispute over the continuing validity of certain petitions that are governed by prior
Regulation 1807 (effective February 22, 2003).

(1) The operative date of this regulation is the date it becomes effective under Section 11343.4 of the
Government Code (thirty days after it has been approved by the Office of Administrative Law and forwarded to the
Secretary of State) and it shall have no retroactive effect.
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(2) Petitions filed prior to the operative date of this regulation, shall be reviewed, appealed and decided in
accordance with this regulation as to procedures occurring after that date. All such petitions filed prior to January 1,
2003 and denied by Board Management must perfect any access they may have to a Board Member hearing no later
than 60 days after the operative date of this regulation.
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Regulation 1828. PETITIONS FOR DISTRIBUTION OR REDISTRIBUTION OF TRANSACTIONS AND
USE TAX.

(a) DEFINITIONS.

(1) DISTRICT TAX. “District tax” means a transaction and use tax adopted pursuant to Revenue and Taxation
Code section 7251, et seq., or pursuant to Revenue and Taxation Code section 7285, et seq., and administered by
the Board.

(2) DISTRICT. “District” means any entity, including a city, county, city and county, or special taxing jurisdiction,
which has adopted a district tax.

(3) PETITION. “Petition” means a request or inquiry from a district for investigation of suspected improper
distribution or nondistribution of district tax submitted in writing to the Allocation Group of the Sales and Use Tax
Department. The petition must contain sufficient factual data to support the probability that district tax has not been
distributed or has been erroneously distributed. Sufficient factual data should include, for each business location
being questioned:

(A) Taxpayer name, including owner name and fictitious business name or dba (doing business as)
designation.

(B) Taxpayer’s permit number or a notation stating “No Permit Number.”
(C) Complete business address of the taxpayer.
(D) Complete description of taxpayer’s business activity or activities.

(E) Specific reasons and evidence why the distribution or nondistribution is questioned, identifying the delivery
location or locations of the property the sales of which are at issue. If the petition alleges that the subject transactions
are subject to the district's use tax, evidence that the retailer is engaged in business in the district as provided in
California Code of Regulations, title 18, section 1827, subdivision (c).

(F) Name, title, and telephone number of the contact person.
(G) The tax reporting periods involved.

“Petition” also includes an appeal by a district from a notification from the Local Revenue Allocation Unit of the Sales
and Use Tax Department that district taxes previously allocated to it were misallocated and will be reallocated. Such
a district may object to that notification by submitting a written petition to the Allocation Group within 30 days of the
date of mailing of the notification, or within a period of extension described below. The petition must include a copy of
the notification and specify the reason the district disputes it. If a district does not submit such a petition within 30
days of the date of mailing of the notification, or within a period of extension, the notification of the Local Revenue
Allocation Unit is final as to the district so notified.

The district may request a 30-day extension to submit a written objection to a notification of misallocation from the
Local Revenue Allocation Unit. Such a request must provide a reasonable explanation for the requesting district's
inability to submit its objection within 30 days and must be received by the Local Revenue Allocation Unit within 30
days of the date of mailing of its notification. Within five days of receipt of the request, the Local Revenue Allocation
Unit will mail notification to the district whether the request is granted or denied. If a timely request for extension is
submitted, the time for the district to file a written objection is extended to 10 days after the mailing of the notice of
whether the request is granted or denied. If the request is granted, the time for the district to submit a written
objection to the notification of the Local Revenue Allocation Unit is further extended to the 60™ day after the date of
mailing of the notification of misallocation.

(4) PETITIONER. “Petitioner” is a district that has filed a valid petition pursuant to subdivision (a)(3).

(5) DATE OF KNOWLEDGE. Unless an earlier date is operationally documented by the Board, “date of
knowledge” is the date on which the Allocation Group receives a valid petition. Where an error in distribution that is
reasonably covered by the petition is confirmed based on additional facts or evidence supplied by the petitioner or
otherwise learned as a direct result of investigating the petition, the date of knowledge is the date on which the
Allocation Group received the petition.

(6) SUBSTANTIALLY AFFECTED DISTRICT. “Substantially affected district” is a district for which the decision
on a petition would result in a decrease to its total distribution of 5 percent or more of its average quarterly distribution
(generally determined with reference to the prior four calendar quarters) or of $50,000 or more.

(7) NOTIFIED DISTRICT. “Notified district” is a district that has been notified as a substantially affected district.
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(b) REVIEW BY ALLOCATION GROUP.
(1) The Allocation Group will promptly acknowledge a submission intended as a petition.

(2) The Allocation Group will review the petition and issue to the petitioner a written decision to grant or deny the
petition, including the basis for that decision. The written decision will also note the date of knowledge, and if other
than the date the petition was received, will include the basis for that date. A redistribution will be made if the
preponderance of evidence, whether provided by petitioner or obtained by Board staff as part of its investigation of
the petition, shows that there was an error in distribution. If the preponderance of evidence does not show that an
error in distribution occurred, the petition will be denied.

(3) If the Allocation Group does not issue a decision within six months of the date it receives a valid petition, the
petitioner may request that the Allocation Group issue its decision without regard to the status of its investigation.
Within 90 days of receiving such a request, the Allocation Group will issue its decision based on the information in its
possession.

(4) If the decision of the Allocation Group is that the asserted error in distribution did not occur and that the
petition should be denied, in whole or in part, the petitioner may submit to the Allocation Group a written objection to
the decision under subdivision (b)(6).

(5) If the decision of the Allocation Group is that an error in distribution did occur, it will also mail a copy of its
decision to any substantially affected district. Any such notified district may submit to the Allocation Group a written
objection to the decision under subdivision (b)(6).

(6) The petitioner or any notified district may appeal the decision of the Allocation Group by submitting a written
objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s decision, or within a
period of extension authorized by subdivision (b)(9). If no such timely objection is submitted, the decision of the
Allocation Group is final as to the petitioner and all notified districts.

(7) If the petitioner or a notified district submits a timely written objection to the decision of the Allocation Group,
the Allocation Group will consider the objection and, within 90 days, issue a written supplemental decision to grant or
deny the objection, including the basis for that decision. A copy of the supplemental decision will be mailed to the
petitioner, to any notified district, and to any other district that is substantially affected by the supplemental decision.

(8) The petitioner or any notified district may appeal the supplemental decision of the Allocation Group by
submitting a written objection under subdivision (c)(1) within 30 days of the date of mailing of that supplemental
decision, or within a period of extension authorized by subdivision (b)(9). If no such timely objection is submitted, the
supplemental decision of the Allocation Group is final as to the petitioner and all notified districts.

(9) The petitioner or any notified district may request a 30-day extension to submit a written objection under
subdivision (b)(6) or under subdivision (b)(8), as applicable. Such request must provide a reasonable explanation for
the requesting district’s inability to submit its objection within 30 days, must be copied to all other districts to whom
the Allocation Group mailed a copy of its decision or supplemental decision (to the extent known by the requesting
district), and must be received by the Allocation Group within 30 days of the date of mailing of its decision or
supplemental decision. Within five days of receipt of the request, the Allocation Group will mail notification to the
petitioner and to all notified districts whether the request is granted or denied. If a timely request for an extension is
submitted, the time for the petitioner and any notified district to file a written objection to the decision or supplemental
decision of the Allocation Group is extended to 10 days after the mailing of the notice of whether the request is
granted or denied. If the request is granted, the time for the petitioner and all notified districts to submit a written

th
objection to the decision or supplemental decision of the Allocation Group is further extended to the 60 day after the
date of mailing of the decision or supplemental decision.

(c) REVIEW BY APPEALS DIVISION.

(1) The petitioner or any notified district may appeal the supplemental decision of the Allocation Group by
submitting a written objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s
supplemental decision, or within a period of extension authorized by subdivision (b)(9). Such an objection must state
the basis for the objecting district’s disagreement with the supplemental decision and include all additional information
in its possession that supports its position.

(2) If a timely objection to its supplemental decision is submitted, the Allocation Group will_within 30 days of
receipt of the objection, prepare the file and forward it to the Appeals Division. The petitioner, all notified districts, any
other district that would be substantially affected if the petition were granted, and the Sales and Use Tax Department
will thereafter be mailed notice of the appeals conference, which will generally be sent at least 45 days prior to the
scheduled date of the conference. _The Appeals Division shall schedule an appeals conference within 6 months from
receipt of the file from the Allocation Group.
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(A) Petitioner or any notified district may continue to discuss the dispute with staff of the Sales and Use Tax
Department after the dispute is referred to the Appeals Division. If, as a result of such discussions or otherwise, the
Sales and Use Tax Department decides the supplemental decision of the Allocation Group was incorrect or that
further investigation should be pursued, it shall so notify the Appeals Division, the petitioner, and all notified districts.

(B) If the Department sends notice to the Appeals Division in accordance with the subdivision (c)(2)(A) no
later than 30 days prior to the date scheduled for the appeals conference, the Appeals Division will suspend its review
and the dispute within 60 days, will be returned to the Department. The Department will thereafter issue a second
supplemental decision, or will return the dispute to the Appeals Division along with a report of its further investigation,
if appropriate, for the review and decision of the Appeals Division.

(C) If the Department sends notice to the Appeals Division in accordance with subdivision (c)(2)(A) less than
30 days prior to the date scheduled for the appeals conference, the Appeals Division will decide whether the dispute
should be returned to the Department or remain with the Appeals Division, and notify the parties accordingly. If the
dispute is returned to the Department, the Department will thereafter issue a second supplemental decision_within 60
days, or will return the dispute to the Appeals Division along with a report of its further investigation, if appropriate, for
the review and decision of the Appeals Division.

(D) Where the Department issues a second supplemental decision in accordance with subdivision (c)(2)(B) or
(€)(2)(C), it will send a copy of the decision to the petitioner, any notified district, and any other district that is
substantially affected by the second supplemental decision, any of whom may appeal the second supplemental
decision by submitting a written objection under subdivision (c)(1) within 30 days of the date of mailing of that
supplemental decision, or within a period of extension authorized by subdivision (b)(9). If an objection to a second
supplemental decision is filed by either the petitioner or notified jurisdiction, it will be immediately forwarded to the
Appeals Division. An appeals conference shall be scheduled within 90 days of receipt of the objection. If no such
timely objection is submitted, the second supplemental decision is final as to the petitioner and all notified districts.

(3) The appeals conference is not an adversarial proceeding, but rather is an informal discussion where the
petitioner, any notified districts who wish to participate, and the Sales and Use Tax Department have the opportunity
to explain their respective positions regarding the relevant facts and law to the Appeals Division conference holder.
To make the conference most productive, each participant should submit all facts, law, argument, and other
information in support of its position to the Appeals Division conference holder, and to the other participants, at least
15 days before the date of the appeals conference; however, relevant facts and arguments will be accepted at any
time at or before the appeals conference. If, during the appeals conference, a participant requests permission to
submit additional written arguments and documentary evidence, the conference holder may grant that participant 15
30 days after the appeals conference;-o+-30-days-with-sufficientjustification; to submit to the conference holder, with
copies to all other participants, such additional arguments and evidence. Any other participant at the conference who
is in opposition to the requesting participant on the issue(s) covered by the additional submission is allowed 15-30
days to submit to the conference holder, with copies to all other participants, arguments and evidence in response.
No request by a participant for further time to submit additional arguments or evidence will be granted without the
approval of the Assistant Chief Counsel of the Appeals Division or his or her designee. The Appeals Division on its
own initiative may also request, at or after the appeals conference, further submissions from any participant.

(4) Within 90 days after the final submission authorized by subdivision (c)(3), the Appeals Division will issue a
written Decision and Recommendation (D&R) setting forth the applicable facts and law and the conclusions of the
Appeals Division. The Chief Counsel may allow up to 96-30 additional days to prepare the D&R upon request of the
Appeals Division. Both the request and the Chief Counsel’s response granting or denying the request for additional
time must be in writing and copies provided to the petitioner, all notified districts, and the Sales and Use Tax
Department. A copy of the D&R will be mailed to the petitioner, to all notified districts, to any other district that will be
substantially affected by the D&R, and to the Sales and Use Tax Department.

(5) The petitioner or any notified district may appeal the D&R by submitting a written request for Board hearing
under subdivision (d)(1) within 60 days of the date of mailing of the D&R. _If no such timely request for Board hearing
is submitted, the D&R is final as to the petitioner and all notified jurisdictions.
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(d) REVIEW BY BOARD.

(1) The petitioner or any natified district may submit a written request for Board hearing if it does so to the Board
Proceedings Division within 60 days of the date of mailing of the D&R-eranry-SB&R. Such a request must state the
basis for the district’'s disagreement with the D&R-e-SB&R as applicable and include all additional information in its
possession that supports its position.

(2) If the Board Proceedings Division receives a timely request for hearing under subdivision (d)(1), it will notify
the Sales and Use Tax Department, the petitioner, any notified district, any other district that would be substantially
affected if the petition were granted, and the taxpayer(s) whose distribution (or nondistribution) are the subject of the
petition, that the petition for redistribution of district tax is being scheduled for a Board hearing to determine the
proper distribution. _The notice of hearing will be issued within 90 days of the request for hearing.

(3) The Sales and Use Tax Department, the petitioner, and all districts notified of the Board hearing pursuant to
subdivision (d)(2) are parties and may participate in the Board hearing. The taxpayer is not a party to the Board
hearing unless it chooses to actively participate in the hearing process by either filing a brief or making a presentation
at the hearing.

(4) Briefs may be submitted for the Board hearing in accordance with California Code of Regulations, title 18,
sections 5270 and 5271.

(5) To the extent not inconsistent with this regulation, the hearing will be conducted in accordance with Chapter 5
of the Board of Equalization Rules for Tax Appeals (Cal. Code Regs., tit. 18, 8§ 5510, et seq.). The Board will apply
the preponderance of evidence rules set forth in subdivision (b)(2) in reaching its decision and not the burden of proof
rules set forth in California Code of Regulations, title 18, section 5541. The Board’s final decision on a petition for
redistribution exhausts all administrative remedies on the matter for all districts.

(e) LIMITATION PERIOD FOR REDISTRIBUTIONS. For redistributions where the date of knowledge is prior to
January 1, 2008, the standard three-year statute of limitations is applicable, based on the date of knowledge. For
redistributions where the date of knowledge is on or after January 1, 2008, redistributions shall not include amounts
originally distributed earlier than two quarterly periods prior to the quarter of the date of knowledge.

(f) OPERATIVE DATE AND TRANSITION RULES. This regulation is intended to reduce the time required to decide
the validity of redistribution petitions and otherwise improve the process for doing so. ltis intended to have a neutral
impact only on the current dispute over the continuing validity of certain petitions that are governed by prior
Regulation 1828 (effective June 17, 2004).

(1) The operative date of this regulation is the date it becomes effective under Section 11343.4 of the
Government Code (thirty days after it has been approved by the Office of Administrative Law and forwarded to the
Secretary of State) and it shall have no retroactive effect.

(2) Petitions filed prior to the operative date of this regulation, shall be reviewed, appealed and decided in
accordance with this regulation as to procedures occurring after that date. All such petitions filed prior to July 1, 2004
and denied by Board Management must perfect any access they may have to a Board Member hearing no later than
60 days after the operative date of this regulation.
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ALTERNATIVE 3.1:
Adopting new regulations with new language

MuniServices proposes that the Board retire Regulation 1807 and adopt
amendments in a new Regulation 1807.1. MuniServices believes this is a clearer
way to address potential confusion about operative dates and the prospective effect
of the amendments.

Thus, MuniServices, in this alternative, proposes to add only the underlined clause
to Regulation 1807 subdivision (g)*:

Regulation 1807. PETITIONS FOR REALLOCATION OF LOCAL TAX.

(g) OPERATIVE DATE AND TRANSITION RULES. This regulation is intended to reduce the time required to
decide the validity of reallocation petitions and otherwise improve the process for doing so. It is intended to have
a neutral impact only on the current dispute over the continuing validity of certain petitions that are governed by
prior Regulation 1807 (effective February 22, 2003).

(1) The operative date of this regulation is the date it becomes effective under Section 11343.4 of the
Government Code (thirty days after it has been approved by the Office of Administrative Law and forwarded to
the Secretary of State) and it shall have no retroactive effect.

(2) Petitions filed prior to the operative date of this regulation, shall be reviewed, appealed and decided in
accordance with this regulation as to procedures occurring after that date. All such petitions filed prior to January
1, 2003 and denied by Board Management must perfect any access they may have to a Board Member hearing
no later than 60 days after the operative date of this regulation.

(3) This Requlation 1807 ceases to be operative on the operative date of Regulation 1807.1.

Then MuniServices, in this Alternative 3.1, proposes that the Board adopt
Regulation 1807.1 as set forth beginning on page 2. The text of 1807.1 contains the
text of Regulation 1807 with MuniServices’ suggested amendments.

! Only the relevant subdivision of Regulation 1807 is shown. Other subdivisions are not being amended.
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Regulation 1807.1. PETITIONS FOR REALLOCATION OF LOCAL TAX.

(a) DEFINITIONS.

(1) LOCAL TAX. “Local tax” means a local sales and use tax adopted pursuant to Revenue and Taxation Code
section 7200, et seq., and administered by the Board.

(2) JURISDICTION. “Jurisdiction” means any city, county, city and county, or redevelopment agency which has
adopted a local tax.

(3) PETITION. “Petition” means a request or inquiry from a jurisdiction, other than a submission under Revenue and
Taxation Code section 6066.3, for investigation of suspected misallocation of local tax submitted in writing to the
Allocation Group of the Sales and Use Tax Department. The petition must contain sufficient factual data to support the
probability that local tax has been erroneously allocated and distributed. Sufficient factual data should include, for each
business location being questioned:

(A) Taxpayer name, including owner name and fictitious business name or dba (doing business as) designation.
(B) Taxpayer’s permit number or a notation stating “No Permit Number.”

(C) Complete business address of the taxpayer.

(D) Complete description of taxpayer’s business activity or activities.

(E) Specific reasons and evidence why the taxpayer’'s allocation is questioned. If the petition alleges that a
misallocation occurred because a sale location is unregistered, evidence that the questioned location is a selling location
or that it is a place of business as defined by California Code of Regulations, title 18, section 1802. If the petition alleges
that a misallocation occurred because the tax for a sale shipped from an out-of-state location was actually sales tax and
not use tax, evidence that there was participation in the sale by an in-state office of the retailer and that title to the goods
passed to the purchaser inside California.

(F) Name, title, and telephone number of the contact person.
(G) The tax reporting periods involved.

“Petition” also includes an appeal by a jurisdiction from a notification from the Local Revenue Allocation Unit of the Sales
and Use Tax Department that local taxes previously allocated to it were misallocated and will be reallocated. Such a
jurisdiction may object to that notification by submitting a written petition to the Allocation Group within 30 days of the
date of mailing of the notification_or within a period of extension described below. The petition must include a copy of the
notification and specify the reason the jurisdiction disputes it. If a jurisdiction does not submit such a petition within 30
days of the date of mailing of the notification, or within a period of extension, the notification of the Local Revenue
Allocation Unit is final as to the jurisdiction so notified.

The jurisdiction may request a 30-day extension to submit a written objection to a notification of misallocation from the
Local Revenue Allocation Unit. Such request must provide a reasonable explanation for the requesting jurisdiction’s
inability to submit its objection within 30 days and must be received by the Local Revenue Allocation Unit within 30 days
of the date of mailing of its notification. Within five days of receipt of the request, the Local Revenue Allocation Unit will
mail notification to the jurisdiction whether the request is granted or denied. If a timely request for an extension is
submitted, the time for the jurisdiction to file a written objection is extended to 10 days after the mailing of the notice of
whether _the request is _granted or denied. If the request is granted, the time for the jurisdiction to submit a written

th
objection to the notification of the Local Revenue Allocation Unit is further extended to the 60 day after the date of
mailing of the notification of misallocation.

(4) PETITIONER. “Petitioner” is a jurisdiction that has filed a valid petition pursuant to subdivision (a)(3).

(5) DATE OF KNOWLEDGE. Unless an earlier date is operationally documented by the Board, “date of knowledge”
is the date on which the Allocation Group receives a valid petition. Where a misallocation that is reasonably covered by
the petition is confirmed based on additional facts or evidence supplied by the petitioner or otherwise learned as a direct
result of investigating the petition, the date of knowledge is the date on which the Allocation Group received the petition.

(6) SUBSTANTIALLY AFFECTED JURISDICTION. “Substantially affected jurisdiction” is a jurisdiction for which the
decision on a petition would result in a decrease to its total allocation of 5 percent or more of its average quarterly
allocation (generally determined with reference to the prior four calendar quarters) or of $50,000 or more, and includes a
jurisdiction whose allocation will be decreased solely as the result of a reallocation from the statewide and applicable
countywide pools.
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(7) NOTIFIED JURISDICTION. “Notified jurisdiction” is a jurisdiction that has been notified as a substantially affected
jurisdiction.

(b) REVIEW BY ALLOCATION GROUP.
(1) The Allocation Group will promptly acknowledge a submission intended as a petition.

(2) The Allocation Group will review the petition and issue to the petitioner a written decision to grant or deny the
petition, including the basis for that decision. The written decision will also note the date of knowledge, and if other than
the date the petition was received, will include the basis for that date. A reallocation will be made if the preponderance of
evidence, whether provided by petitioner or obtained by Board staff as part of its investigation of the petition, shows that
there was a misallocation. If the preponderance of evidence does not show that a misallocation occurred, the petition will
be denied. _The Allocation Group has 270 days from the date the Allocation Group receives the petition to conduct its
initial investigation of the petition. At the end of that 270-day period, if no decision has been issued, the Allocation Group
and petitioner will meet and confer, within 30 days, on the scope and timeline of further investigations, if any, according
to rules to be promulgated in the CPPM.

ation-Group-doesnot-issuea-decision-within-six-months-of the date-it receives—avalid ",Atany
time after the meet-and-confer meeting in (b)(2), the petitioner may request that the Allocation Group issue its decision
without regard to the status of its investigation. Within 96-30 days of receiving such a request, the Allocation Group will
issue its decision based on the information in its possession.

(4) If the decision of the Allocation Group is that the asserted misallocation did not occur and that the petition should
be denied, in whole or in part, the petitioner may submit to the Allocation Group a written objection to the decision under
subdivision (b)(6).

(5) If the decision of the Allocation Group is that a misallocation did occur, it will also mail a copy of its decision to any
substantially affected jurisdiction. Any such notified jurisdiction may submit to the Allocation Group a written objection to
the decision under subdivision (b)(6).

(6) The petitioner or any notified jurisdiction may appeal the decision of the Allocation Group by submitting a written
objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s decision, or within a
period of extension authorized by subdivision (b)(810). If no such timely objection is submitted, the decision of the
Allocation Group is final as to the petitioner and all notified jurisdictions.

(7) If the petitioner or a notified jurisdiction submits a timely written objection to the decision of the Allocation Group,
the Allocation Group will consider the objection and issue a written supplemental decision to grant or deny the objection,
including the basis for that decision. The Allocation Group has 90-days to conduct its supplemental investigation of the
petition. At the end of the 90-day period, the Allocation Group and petitioner will meet and confer on the scope and
timeline of further investigations, if any, according to rules to be promulgated in the CPPM. A copy of the supplemental
decision will be mailed to the petitioner, to any notified jurisdiction, and to any other jurisdiction that is substantially
affected by the supplemental decision.

(8) At any time after the meet and confer in (b)(7), the petitioner may request that the Allocation Group issue its
supplemental decision without regard to the status of its investigation. Within 30 days of receiving such a request, the
Allocation Group will issue its decision based on the information in its possession.

(89) The petitioner or any natified jurisdiction may appeal the supplemental decision of the Allocation Group by
submitting a written objection under subdivision (c)(1) within 30 days of the date of mailing of that supplemental decision,
or within a period of extension authorized by subdivision (b)(810). If no such timely objection is submitted, the
supplemental decision of the Allocation Group is final as to the petitioner and all notified jurisdictions.

(910) The petitioner or any notified jurisdiction may request a 30-day extension to submit a written objection under
subdivision (b)(6) or under subdivision (b)(89), as applicable. Such request must provide a reasonable explanation for
the requesting jurisdiction’s inability to submit its objection within 30 days, must be copied to all other jurisdictions to
whom the Allocation Group mailed a copy of its decision or supplemental decision (to the extent known by the requesting
jurisdiction), and must be received by the Allocation Group within 30 days of the date of mailing of its decision or
supplemental decision. Within five days of receipt of the request, the Allocation Group will mail notification to the
petitioner and to all notified jurisdictions whether the request is granted or denied. If a timely request for an extension is
submitted, the time for the petitioner and any notified jurisdiction to file a written objection to the decision or supplemental
decision of the Allocation Group is extended to 10 days after the mailing of the notice of whether the request is granted or
denied. If the request is granted, the time for the petitioner and all notified jurisdictions to submit a written objection to

th
the decision or supplemental decision of the Allocation Group is further extended to the 60 day after the date of mailing
of the decision or supplemental decision.
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(c) REVIEW BY APPEALS DIVISION.

(1) The petitioner or any notified jurisdiction may appeal the supplemental decision of the Allocation Group by
submitting a written objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s
supplemental decision, or within a period of extension authorized by subdivision (b)(910). Such an objection must state
the basis for the objecting jurisdiction’s disagreement with the supplemental decision and include all additional
information in its possession that supports its position.

(2) If a timely objection to its supplemental decision is submitted, the Allocation Group will, within 30 days of receipt of
the objection, prepare the file and forward it to the Appeals Division. The petitioner, all notified jurisdictions, any other
jurisdiction that would be substantially affected if the petition were granted, and the Sales and Use Tax Department will
thereafter be mailed notice of the appeals conference, which will generally be sent at least 45 days prior to the scheduled
date of the conference.

(A) Petitioner or any notified jurisdiction may continue to discuss the dispute with staff of the Sales and Use Tax
Department after the dispute is referred to the Appeals Division. If, as a result of such discussions or otherwise, the
Sales and Use Tax Department decides the supplemental decision of the Allocation Group was incorrect or that further
investigation should be pursued, it shall so notify the Appeals Division, the petitioner, and all notified jurisdictions.

(B) If the Department sends notice to the Appeals Division in accordance with the subdivision (c)(2)(A) no later
than 30 days prior to the date scheduled for the appeals conference, the Appeals Division will suspend its review and the
dispute will be returned to the Department. The Department will thereafter issue a second supplemental decision, or will
return the dispute to the Appeals Division along with a report of its further investigation, if appropriate, for the review and
decision of the Appeals Division.

(C) If the Department sends notice to the Appeals Division in accordance with subdivision (c)(2)(A) less than 30
days prior to the date scheduled for the appeals conference, the Appeals Division will decide whether the dispute should
be returned to the Department or remain with the Appeals Division, and notify the parties accordingly. If the dispute is
returned to the Department, the Department will thereafter issue a second supplemental decision, or will return the
dispute to the Appeals Division along with a report of its further investigation, if appropriate, for the review and decision of
the Appeals Division.

(D) Where the Department issues a second supplemental decision in accordance with subdivision (c)(2)(B) or
(c)(2)(C), it will send a copy of the decision to the petitioner, any notified jurisdiction, and any other jurisdiction that is
substantially affected by the second supplemental decision, any of whom may appeal the second supplemental decision
by submitting a written objection under subdivision (c)(1) within 30 days of the date of mailing of that supplemental
decision, or within a period of extension authorized by subdivision (b)(910). If no such timely objection is submitted, the
second supplemental decision is final as to the petitioner and all notified jurisdictions.

(3) The appeals conference is not an adversarial proceeding, but rather is an informal discussion where the
petitioner, any notified jurisdictions who wish to participate, and the Sales and Use Tax Department have the opportunity
to explain their respective positions regarding the relevant facts and law to the Appeals Division conference holder. To
make the conference most productive, each participant should submit all facts, law, argument, and other information in
support of its position to the Appeals Division conference holder, and to the other participants, at least 15 days before the
date of the appeals conference; however, relevant facts and arguments will be accepted at any time at or before the
appeals conference. |If, during the appeals conference, a participant requests permission to submit additional written
arguments and documentary evidence, the conference holder may grant that participant 45-30 days after the appeals
conference;-or-30-days-with-sufficientjustification; to submit to the conference holder, with copies to all other participants,
such additional arguments and evidence. Any other participant at the conference who is in opposition to the requesting
participant on the issue(s) covered by the additional submission is allowed 45-30 days to submit to the conference
holder, with copies to all other participants, arguments and evidence in response. No request by a participant for further
time to submit additional arguments or evidence will be granted without the approval of the Assistant Chief Counsel of
the Appeals Division or his or her designee. The Appeals Division on its own initiative may also request, at or after the
appeals conference, further submissions from any participant. _The Appeals Division will not accept argument or
evidence beyond these 30-day deadlines, except upon agreement of all participants.

(4) Within 90 days after the final submission authorized by subdivision (c)(3), the Appeals Division will issue a written
Decision and Recommendation (D&R) setting forth the applicable facts and law and the conclusions of the Appeals
Division. The Chief Counsel may allow up to 90 additional days to prepare the D&R upon request of the Appeals
Division. Both the request and the Chief Counsel’s response granting or denying the request for additional time must be
in writing and copies provided to the petitioner, all notified jurisdictions, and the Sales and Use Tax Department. A copy
of the D&R will be mailed to the petitioner, to all notified jurisdictions, to any other jurisdiction that will be substantially
affected by the D&R, and to the Sales and Use Tax Department.

(5) The petitioner or any natified jurisdiction may appeal the D&R by submitting a written request for Board hearing
under subdivision (d)(1) within 60 days of the date of mailing of the D&R.
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(6) The petitioner, any notified jurisdiction, or the Sales and Use Tax Department may also appeal the D&R, or any
Supplemental D&R (SD&R), by submitting a written request for reconsideration (RFR) to the Appeals Division before
expiration of the time during which a timely request for Board hearing may be submitted, or if a Board hearing has been
requested, prior to that hearing. If a jurisdiction or the Sales and Use Tax Department submits an RFR before the time
for requesting a Board hearing has expired, the Appeals Division will issue an SD&R to consider the request, after
obtaining whatever additional information or arguments from the parties that it deems appropriate. If an RFR is submitted
after a jurisdiction has requested a Board hearing, the Appeals Division will determine whether it should issue an SD&R
in response. A copy of the SD&R issued under this subdivision or under subdivision (c)(7) will be mailed to the petitioner,
to all notified jurisdictions, to any other jurisdiction that will be substantially affected by the SD&R, and to the Sales and
Use Tax Department. The petitioner or any naotified jurisdiction may appeal the SD&R by submitting a written request for
Board hearing under subdivision (d)(1) within 60 days of the date of mailing of the SD&R.

(7) Whether or not an RFR is submitted, at any time prior to the time the recommendation in the D&R or prior SD&R
is acted on by the Department as a final matter or the Board has held an oral hearing on the petition, the Appeals
Division may issue an SD&R as it deems necessary to augment, clarify, or correct the information, analysis, or
conclusions contained in the D&R or any prior SD&R.

(8) If no RFR is submitted under subdivision (c)(6) or request for Board hearing under subdivision (d)(1) within 60
days of the date of mailing of the D&R or any SD&R, the D&R or SD&R as applicable is final as to the petitioner and all
notified jurisdictions unless the Appeals Division issues an SD&R under subdivision (c)(7).

(d) REVIEW BY BOARD.

(1) The petitioner or any notified jurisdiction may submit a written request for Board hearing if it does so to the Board
Proceedings Division within 60 days of the date of mailing of the D&R or any SD&R. Such a request must state the basis
for the jurisdiction’s disagreement with the D&R or SD&R as applicable and include all additional information in its
possession that supports its position, along with justification why that additional information was not included in the
Appeals Conference. Board Members will rule on the admissibility of that additional information no later than 75 days
before the date the hearing is set. The Board will promulgate policies regarding the scheduling of these admissibility

hearings.

(2) If the Board Proceedings Division receives a timely request for hearing under subdivision (d)(1), it will notify the
Sales and Use Tax Department, the petitioner, any notified jurisdiction, any other jurisdiction that would be substantially
affected if the petition were granted, and the taxpayer(s) whose allocations are the subject of the petition, that the petition
for reallocation of local tax is being scheduled for a Board hearing to determine the proper allocation.

(3) The Sales and Use Tax Department, the petitioner, and all jurisdictions notified of the Board hearing pursuant to
subdivision (d)(2) are parties and may participate in the Board hearing. The taxpayer is not a party to the Board hearing
unless it chooses to actively participate in the hearing process by either filing a brief or making a presentation at the
hearing.

(4) Briefs may be submitted for the Board hearing in accordance with California Code of Regulations, title 18,
sections 5270 and 5271.

(5) To the extent not inconsistent with this regulation, the hearing will be conducted in accordance with Chapter 5 of
the Board of Equalization Rules for Tax Appeals (Cal. Code Regs., tit. 18, § 5510, et seq.). The Board will apply the
preponderance of evidence rules set forth in subdivision (b)(2) in reaching its decision and not the burden of proof rules
set forth in California Code of Regulations, title 18, section 5541. The Board’s final decision on a petition for reallocation
exhausts all administrative remedies on the matter for all jurisdictions.

(e) LIMITATION PERIOD FOR REDISTRIBUTIONS. Redistributions shall not include amounts originally distributed
earlier than two quarterly periods prior to the quarter of the date of knowledge.

(f) APPLICATION TO SECTION 6066.3 INQUIRIES. The procedures set forth herein for submitting a petition for
reallocation of local tax are separate from those applicable to a submission under Revenue and Taxation Code section
6066.3. If a petition under the procedures set forth herein and a submission under section 6066.3 are both filed for the
same alleged improper distribution, only the earliest submission will be processed, with the date of knowledge
established under the procedures applicable to that earliest submission. However, the procedures set forth in
subdivisions (b), (c), and (d) also apply to appeals from reallocation determinations made under section 6066.3.

(g) OPERATIVE DATE AND TRANSITION RULES. This regulation is intended to reduce the time required to decide the
validity of reallocation petitions and otherwise improve the process for doing so. It is intended to have a neutral impact
only on the current dispute over the continuing validity of certain petitions that are governed by prior Regulation 1807
(effective February 22, 2003).
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(1) The operative date of this regulation is the date it becomes effective under Section 11343.4 of the Government
Code (thirty days after it has been approved by the Office of Administrative Law and forwarded to the Secretary of State)
and it shall have no retroactive effect.

(2) Petitions filed prior to the operative date of this regulation, shall be reviewed, appealed and decided in accordance

Wlth thls regulatlon as to procedures occurrlng after that date Msueh—peﬂ%mrus—fﬂeekpmer—te%a#&uapy—l—zge&%}d—demed
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MuniServices would follow the same procedure, in Alternative 3.1, for
Regulation 1828.

Thus MuniServices, in this alternative, proposes to add only the underlined clause
to Regulation 1828 subdivision (f)%:

Regulation 1828. PETITIONS FOR DISTRIBUTION OR REDISTRIBUTION OF TRANSACTIONS
AND USE TAX.

(f) OPERATIVE DATE AND TRANSITION RULES. This regulation is intended to reduce the time required to
decide the validity of redistribution petitions and otherwise improve the process for doing so. It is intended to
have a neutral impact only on the current dispute over the continuing validity of certain petitions that are
governed by prior Regulation 1828 (effective June 17, 2004).

(1) The operative date of this regulation is the date it becomes effective under Section 11343.4 of the
Government Code (thirty days after it has been approved by the Office of Administrative Law and forwarded to
the Secretary of State) and it shall have no retroactive effect.

(2) Petitions filed prior to the operative date of this regulation, shall be reviewed, appealed and decided
in accordance with this regulation as to procedures occurring after that date. All such petitions filed prior to July
1, 2004 and denied by Board Management must perfect any access they may have to a Board Member hearing
no later than 60 days after the operative date of this regulation.

(3) This Requlation 1828 ceases to be operative on the operative date of Regulation 1828.1.

Then MuniServices, in this Alternative 3.1, proposes that the Board adopt
Regulation 1828.1 as set forth beginning on page 8. The text of 1828.1 contains the
text of current Regulation 1828 with MuniServices’ suggested amendments.

2 Only the relevant subdivision of Regulation 1828 is shown. Other subdivisions are not being amended.
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Regulation 1828.1. PETITIONS FOR DISTRIBUTION OR REDISTRIBUTION OF TRANSACTIONS AND
USE TAX.

(a) DEFINITIONS.

(1) DISTRICT TAX. “District tax” means a transaction and use tax adopted pursuant to Revenue and Taxation Code
section 7251, et seq., or pursuant to Revenue and Taxation Code section 7285, et seq., and administered by the Board.

(2) DISTRICT. “District” means any entity, including a city, county, city and county, or special taxing jurisdiction,
which has adopted a district tax.

(3) PETITION. “Petition” means a request or inquiry from a district for investigation of suspected improper distribution
or nondistribution of district tax submitted in writing to the Allocation Group of the Sales and Use Tax Department. The
petition must contain sufficient factual data to support the probability that district tax has not been distributed or has been
erroneously distributed. Sufficient factual data should include, for each business location being questioned:

(A) Taxpayer name, including owner name and fictitious business name or dba (doing business as) designation.
(B) Taxpayer’s permit number or a notation stating “No Permit Number.”

(C) Complete business address of the taxpayer.

(D) Complete description of taxpayer’s business activity or activities.

(E) Specific reasons and evidence why the distribution or nondistribution is questioned, identifying the delivery
location or locations of the property the sales of which are at issue. If the petition alleges that the subject transactions
are subject to the district's use tax, evidence that the retailer is engaged in business in the district as provided in
California Code of Regulations, title 18, section 1827, subdivision (c).

(F) Name, title, and telephone number of the contact person.
(G) The tax reporting periods involved.

“Petition” also includes an appeal by a district from a notification from the Local Revenue Allocation Unit of the Sales and
Use Tax Department that district taxes previously allocated to it were misallocated and will be reallocated. Such a district
may object to that notification by submitting a written petition to the Allocation Group within 30 days of the date of mailing
of the notification_or within a period of extension described below. The petition must include a copy of the notification and
specify the reason the district disputes it. If a district does not submit such a petition within 30 days of the date of mailing
of the notification, or within a period of extension, the notification of the Local Revenue Allocation Unit is final as to the
district so notified.

The district may request a 30-day extension to submit a written objection to a notification of misallocation from the Local
Revenue Allocation Unit. Such request must provide a reasonable explanation for the requesting district’s inability to
submit its objection within 30 days and must be received by the Local Revenue Allocation Unit within 30 days of the date
of mailing of its notification. Within five days of receipt of the request, the Local Revenue Allocation Unit will mail
notification to the district whether the request is granted or denied. If a timely request for extension is submitted, the time
for the district to file a written objection is extended to 10 days after the mailing of the notice of whether the request is
granted or denied. If the request is granted, the time for the district to submit a written objection to the notification of the
Local Revenue Allocation Unit_is_further extended to the 60" day after the date of mailing of the notification of
misallocation.

(4) PETITIONER. “Petitioner” is a district that has filed a valid petition pursuant to subdivision (a)(3).

(5) DATE OF KNOWLEDGE. Unless an earlier date is operationally documented by the Board, “date of knowledge”
is the date on which the Allocation Group receives a valid petition. Where an error in distribution that is reasonably
covered by the petition is confirmed based on additional facts or evidence supplied by the petitioner or otherwise learned
as a direct result of investigating the petition, the date of knowledge is the date on which the Allocation Group received
the petition.

(6) SUBSTANTIALLY AFFECTED DISTRICT. “Substantially affected district” is a district for which the decision on a
petition would result in a decrease to its total distribution of 5 percent or more of its average quarterly distribution
(generally determined with reference to the prior four calendar quarters) or of $50,000 or more.

(7) NOTIFIED DISTRICT. “Notified district” is a district that has been notified as a substantially affected district.

(b) REVIEW BY ALLOCATION GROUP.
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(1) The Allocation Group will promptly acknowledge a submission intended as a petition.

(2) The Allocation Group will review the petition and issue to the petitioner a written decision to grant or deny the
petition, including the basis for that decision. The written decision will also note the date of knowledge, and if other than
the date the petition was received, will include the basis for that date. A redistribution will be made if the preponderance
of evidence, whether provided by petitioner or obtained by Board staff as part of its investigation of the petition, shows
that there was an error in distribution. If the preponderance of evidence does not show that an error in distribution
occurred, the petition will be denied. _The Allocation Group has 270 days from the date the Allocation Group receives the
petition to conduct its initial investigation of the petition. At the end of the 270-day period, if no decision has been issued,
the Allocation Group and petitioner will meet and confer, within 30 days, on the scope and timeline of further
investigations, if any, according to rules to be promulgated in the CPPM.

©) a A ate /es-a-va
time after the meet-and-confer meeting in (b)(2), the petitioner may request that the Allocation Group issue its decision
without regard to the status of its investigation. Within 9830 days of receiving such a request, the Allocation Group will
issue its decision based on the information in its possession.

(4) If the decision of the Allocation Group is that the asserted error in distribution did not occur and that the petition
should be denied, in whole or in part, the petitioner may submit to the Allocation Group a written objection to the decision
under subdivision (b)(6).

(5) If the decision of the Allocation Group is that an error in distribution did occur, it will also mail a copy of its decision
to any substantially affected district. Any such notified district may submit to the Allocation Group a written objection to
the decision under subdivision (b)(6).

(6) The petitioner or any notified district may appeal the decision of the Allocation Group by submitting a written
objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s decision, or within a
period of extension authorized by subdivision (b)(810). If no such timely objection is submitted, the decision of the
Allocation Group is final as to the petitioner and all notified districts.

(7) If the petitioner or a notified district submits a timely written objection to the decision of the Allocation Group, the
Allocation Group will consider the objection and issue a written supplemental decision to grant or deny the objection,
including the basis for that decision. The Allocation Group has 90 days to conduct its supplemental investigation of the
petition. At the end of that 90-day period, the Allocation Group and petitioner will meet and confer on the scope and
timeline of further investigations, if any, according to rules to be promulgated in the CPPM. A copy of the supplemental
decision will be mailed to the petitioner, to any notified district, and to any other district that is substantially affected by the
supplemental decision.

(8) At any time after the meet and confer in (b)(7), the petitioner may reguest that the Allocation Group issue its
supplemental decision without regard to the status of its investigation. Within 30 days of receiving such a request, the
Allocation Group will issue its decision based on the information in its possession.

(89) The petitioner or any notified district may appeal the supplemental decision of the Allocation Group by submitting
a written objection under subdivision (c)(1) within 30 days of the date of mailing of that supplemental decision, or within a
period of extension authorized by subdivision (b)(910). If no such timely objection is submitted, the supplemental
decision of the Allocation Group is final as to the petitioner and all notified districts.

(910) The petitioner or any notified district may request a 30-day extension to submit a written objection under
subdivision (b)(6) or under subdivision (b)(89), as applicable. Such request must provide a reasonable explanation for
the requesting district’s inability to submit its objection within 30 days, must be copied to all other districts to whom the
Allocation Group mailed a copy of its decision or supplemental decision (to the extent known by the requesting district),
and must be received by the Allocation Group within 30 days of the date of mailing of its decision or supplemental
decision. Within five days of receipt of the request, the Allocation Group will mail notification to the petitioner and to all
notified districts whether the request is granted or denied. If a timely request for an extension is submitted, the time for
the petitioner and any notified district to file a written objection to the decision or supplemental decision of the Allocation
Group is extended to 10 days after the mailing of the notice of whether the request is granted or denied. If the request is
granted, the time for the petitioner and all notified districts to submit a written objection to the decision or supplemental

th
decision of the Allocation Group is further extended to the 60 day after the date of mailing of the decision or
supplemental decision.

(c) REVIEW BY APPEALS DIVISION.

(1) The petitioner or any naotified district may appeal the supplemental decision of the Allocation Group by submitting
a written objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s supplemental
decision, or within a period of extension authorized by subdivision (b)(910). Such an objection must state the basis for
the objecting district's disagreement with the supplemental decision and include all additional information in its
possession that supports its position.
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(2) If a timely objection to its supplemental decision is submitted, the Allocation Group will, within 30 days of receipt of
the objection, prepare the file and forward it to the Appeals Division. The petitioner, all notified districts, any other district
that would be substantially affected if the petition were granted, and the Sales and Use Tax Department will thereafter be
mailed notice of the appeals conference, which will generally be sent at least 45 days prior to the scheduled date of the
conference.

(A) Petitioner or any notified district may continue to discuss the dispute with staff of the Sales and Use Tax
Department after the dispute is referred to the Appeals Division. If, as a result of such discussions or otherwise, the Sales
and Use Tax Department decides the supplemental decision of the Allocation Group was incorrect or that further
investigation should be pursued, it shall so notify the Appeals Division, the petitioner, and all notified districts.

(B) If the Department sends notice to the Appeals Division in accordance with the subdivision (c)(2)(A) no later
than 30 days prior to the date scheduled for the appeals conference, the Appeals Division will suspend its review and the
dispute will be returned to the Department. The Department will thereafter issue a second supplemental decision, or will
return the dispute to the Appeals Division along with a report of its further investigation, if appropriate, for the review and
decision of the Appeals Division.

(C) If the Department sends notice to the Appeals Division in accordance with subdivision (c)(2)(A) less than 30
days prior to the date scheduled for the appeals conference, the Appeals Division will decide whether the dispute should
be returned to the Department or remain with the Appeals Division, and notify the parties accordingly. If the dispute is
returned to the Department, the Department will thereafter issue a second supplemental decision, or will return the
dispute to the Appeals Division along with a report of its further investigation, if appropriate, for the review and decision of
the Appeals Division.

(D) Where the Department issues a second supplemental decision in accordance with subdivision (c)(2)(B) or
(c)(2)(C), it will send a copy of the decision to the petitioner, any notified district, and any other district that is substantially
affected by the second supplemental decision, any of whom may appeal the second supplemental decision by submitting
a written objection under subdivision (c)(1) within 30 days of the date of mailing of that supplemental decision, or within a
period of extension authorized by subdivision (b)(9). If no such timely objection is submitted, the second supplemental
decision is final as to the petitioner and all notified districts.

(3) The appeals conference is not an adversarial proceeding, but rather is an informal discussion where the
petitioner, any notified districts who wish to participate, and the Sales and Use Tax Department have the opportunity to
explain their respective positions regarding the relevant facts and law to the Appeals Division conference holder. To
make the conference most productive, each participant should submit all facts, law, argument, and other information in
support of its position to the Appeals Division conference holder, and to the other participants, at least 15 days before the
date of the appeals conference; however, relevant facts and arguments will be accepted at any time at or before the
appeals conference. If, during the appeals conference, a participant requests permission to submit additional written
arguments and documentary evidence, the conference holder may grant that participant 2530 days after the appeals
conference;-er-30-days-with-sufficientjustification; to submit to the conference holder, with copies to all other participants,
such additional arguments and evidence. Any other participant at the conference who is in opposition to the requesting
participant on the issue(s) covered by the additional submission is allowed 45-30 days to submit to the conference
holder, with copies to all other participants, arguments and evidence in response. No request by a participant for further
time to submit additional arguments or evidence will be granted without the approval of the Assistant Chief Counsel of
the Appeals Division or his or her designee. The Appeals Division on its own initiative may also request, at or after the
appeals conference, further submissions from any participant. _The Appeals Division will not accept argument or
evidence beyond these 30-day deadlines, except upon agreement of all participants.

(4) Within 90 days after the final submission authorized by subdivision (c)(3), the Appeals Division will issue a written
Decision and Recommendation (D&R) setting forth the applicable facts and law and the conclusions of the Appeals
Division. The Chief Counsel may allow up to 90 additional days to prepare the D&R upon request of the Appeals
Division. Both the request and the Chief Counsel’s response granting or denying the request for additional time must be
in writing and copies provided to the petitioner, all notified districts, and the Sales and Use Tax Department. A copy of
the D&R will be mailed to the petitioner, to all notified districts, to any other district that will be substantially affected by
the D&R, and to the Sales and Use Tax Department.

(5) The petitioner or any notified district may appeal the D&R by submitting a written request for Board hearing under
subdivision (d)(1) within 60 days of the date of mailing of the D&R.

(6) The petitioner, any notified district, or the Sales and Use Tax Department may also appeal the D&R, or any
Supplemental D&R (SD&R), by submitting a written request for reconsideration (RFR) to the Appeals Division before
expiration of the time during which a timely request for Board hearing may be submitted, or if a Board hearing has been
requested, prior to that hearing. If a district or the Sales and Use Tax Department submits an RFR before the time for
requesting a Board hearing has expired, the Appeals Division will issue an SD&R to consider the request, after obtaining
whatever additional information or arguments from the parties that it deems appropriate. If an RFR is submitted after a
district has requested a Board hearing, the Appeals Division will determine whether it should issue an SD&R in response.
A copy of the SD&R issued under this subdivision or under subdivision (c)(7) will be mailed to the petitioner, to all notified
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districts, to any other district that will be substantially affected by the SD&R, and to the Sales and Use Tax Department.
The petitioner or any notified district may appeal the SD&R by submitting a written request for Board hearing under
subdivision (d)(1) within 60 days of the date of mailing of the SD&R.

(7) Whether or not an RFR is submitted, at any time prior to the time the recommendation in the D&R or prior SD&R
is acted on by the Department as a final matter or the Board has held an oral hearing on the petition, the Appeals
Division may issue an SD&R as it deems necessary to augment, clarify, or correct the information, analysis, or
conclusions contained in the D&R or any prior SD&R.

(8) If no RFR is submitted under subdivision (c)(6) or request for Board hearing under subdivision (d)(1) within 60
days of the date of mailing of the D&R or any SD&R, the D&R or SD&R as applicable is final as to the petitioner and all
notified districts unless the Appeals Division issues an SD&R under subdivision (c)(7).

(d) REVIEW BY BOARD.

(1) The petitioner or any notified district may submit a written request for Board hearing if it does so to the Board
Proceedings Division within 60 days of the date of mailing of the D&R or any SD&R. Such a request must state the basis
for the district's disagreement with the D&R or SD&R as applicable and include all additional information in its possession
that supports its position, along with justification why that additional factual information was not included in the Appeals
Conference. Board Members will rule on the admissibility of that additional information no later than 75 days before the
date the hearing is set. The Board will promulgate policies regarding the scheduling of these admissibility hearings.

(2) If the Board Proceedings Division receives a timely request for hearing under subdivision (d)(1), it will notify the
Sales and Use Tax Department, the petitioner, any notified district, any other district that would be substantially affected
if the petition were granted, and the taxpayer(s) whose distribution (or nondistribution) are the subject of the petition, that
the petition for redistribution of district tax is being scheduled for a Board hearing to determine the proper distribution.

(3) The Sales and Use Tax Department, the petitioner, and all districts notified of the Board hearing pursuant to
subdivision (d)(2) are parties and may participate in the Board hearing. The taxpayer is not a party to the Board hearing
unless it chooses to actively participate in the hearing process by either filing a brief or making a presentation at the
hearing.

(4) Briefs may be submitted for the Board hearing in accordance with California Code of Regulations, title 18,
sections 5270 and 5271.

(5) To the extent not inconsistent with this regulation, the hearing will be conducted in accordance with Chapter 5 of
the Board of Equalization Rules for Tax Appeals (Cal. Code Regs., tit. 18, § 5510, et seq.). The Board will apply the
preponderance of evidence rules set forth in subdivision (b)(2) in reaching its decision and not the burden of proof rules
set forth in California Code of Regulations, title 18, section 5541. The Board's final decision on a petition for
redistribution exhausts all administrative remedies on the matter for all districts.

(e) LIMITATION PERIOD FOR REDISTRIBUTIONS. For redistributions where the date of knowledge is prior to January
1, 2008, the standard three-year statute of limitations is applicable, based on the date of knowledge. For redistributions
where the date of knowledge is on or after January 1, 2008, redistributions shall not include amounts originally distributed
earlier than two quarterly periods prior to the quarter of the date of knowledge.

(f) OPERATIVE DATE AND TRANSITION RULES. This regulation is intended to reduce the time required to decide the
validity of redistribution petitions and otherwise improve the process for doing so. Itis intended to have a neutral impact
only on the current dispute over the continuing validity of certain petitions that are governed by prior Regulation 1828
(effective June 17, 2004).

(1) The operative date of this regulation is the date it becomes effective under Section 11343.4 of the Government
Code (thirty days after it has been approved by the Office of Administrative Law and forwarded to the Secretary of State)
and it shall have no retroactive effect.

(2) Petitions filed prior to the operative date of this regulation, shall be reV|ewed appealed and decided in accordance
W|th thls regulatlon as to procedures occurrlng after that date
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ALTERNATIVE 3.2:

As an alternative to Alternative 3.1, MuniServices proposes amendments to
subdivisions (g) and (f) of the existing Regulations 1807 and 1828 to make the
proposed amendments prospective. The following text contains all of
MuniServices’ suggested amendments for Regulations 1807 and 1828.

Regulation 1807. PETITIONS FOR REALLOCATION OF LOCAL TAX.

(a) DEFINITIONS.

(1) LOCAL TAX. “Local tax” means a local sales and use tax adopted pursuant to Revenue and Taxation Code
section 7200, et seq., and administered by the Board.

(2) JURISDICTION. *“Jurisdiction” means any city, county, city and county, or redevelopment agency which has
adopted a local tax.

(3) PETITION. “Petition” means a request or inquiry from a jurisdiction, other than a submission under Revenue and
Taxation Code section 6066.3, for investigation of suspected misallocation of local tax submitted in writing to the
Allocation Group of the Sales and Use Tax Department. The petition must contain sufficient factual data to support the
probability that local tax has been erroneously allocated and distributed. Sufficient factual data should include, for each
business location being questioned:

(A) Taxpayer name, including owner name and fictitious business name or dba (doing business as) designation.
(B) Taxpayer’'s permit number or a notation stating “No Permit Number.”

(C) Complete business address of the taxpayer.

(D) Complete description of taxpayer’s business activity or activities.

(E) Specific reasons and evidence why the taxpayer’'s allocation is questioned. If the petition alleges that a
misallocation occurred because a sale location is unregistered, evidence that the questioned location is a selling location
or that it is a place of business as defined by California Code of Regulations, title 18, section 1802. If the petition alleges
that a misallocation occurred because the tax for a sale shipped from an out-of-state location was actually sales tax and
not use tax, evidence that there was participation in the sale by an in-state office of the retailer and that title to the goods
passed to the purchaser inside California.

(F) Name, title, and telephone number of the contact person.
(G) The tax reporting periods involved.

“Petition” also includes an appeal by a jurisdiction from a notification from the Local Revenue Allocation Unit of the Sales
and Use Tax Department that local taxes previously allocated to it were misallocated and will be reallocated. Such a
jurisdiction may object to that notification by submitting a written petition to the Allocation Group within 30 days of the
date of mailing of the notification_or within a period of extension described below. The petition must include a copy of the
notification and specify the reason the jurisdiction disputes it. If a jurisdiction does not submit such a petition within 30
days of the date of mailing of the notification, or within a period of extension, the natification of the Local Revenue
Allocation Unit is final as to the jurisdiction so notified.

The jurisdiction may request a 30-day extension to submit a written objection to a notification of misallocation from the
Local Revenue Allocation Unit. Such request must provide a reasonable explanation for the requesting jurisdiction’s
inability to submit its objection within 30 days and must be received by the Local Revenue Allocation Unit within 30 days
of the date of mailing of its notification. Within five days of receipt of the request, the Local Revenue Allocation Unit will
mail notification to the jurisdiction whether the request is granted or denied. If a timely request for an extension is
submitted, the time for the jurisdiction to file a written objection is extended to 10 days after the mailing of the notice of
whether the request is granted or denied. If the request is granted, the time for the jurisdiction to submit a written

th
objection to the notification of the Local Revenue Allocation Unit is further extended to the 60 day after the date of
mailing of the notification of misallocation.

(4) PETITIONER. “Petitioner” is a jurisdiction that has filed a valid petition pursuant to subdivision (a)(3).

(5) DATE OF KNOWLEDGE. Unless an earlier date is operationally documented by the Board, “date of knowledge”
is the date on which the Allocation Group receives a valid petition. Where a misallocation that is reasonably covered by
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the petition is confirmed based on additional facts or evidence supplied by the petitioner or otherwise learned as a direct
result of investigating the petition, the date of knowledge is the date on which the Allocation Group received the petition.

(6) SUBSTANTIALLY AFFECTED JURISDICTION. “Substantially affected jurisdiction” is a jurisdiction for which the
decision on a petition would result in a decrease to its total allocation of 5 percent or more of its average quarterly
allocation (generally determined with reference to the prior four calendar quarters) or of $50,000 or more, and includes a
jurisdiction whose allocation will be decreased solely as the result of a reallocation from the statewide and applicable
countywide pools.

(7) NOTIFIED JURISDICTION. “Notified jurisdiction” is a jurisdiction that has been notified as a substantially affected
jurisdiction.

(b) REVIEW BY ALLOCATION GROUP.
(1) The Allocation Group will promptly acknowledge a submission intended as a petition.

(2) The Allocation Group will review the petition and issue to the petitioner a written decision to grant or deny the
petition, including the basis for that decision. The written decision will also note the date of knowledge, and if other than
the date the petition was received, will include the basis for that date. A reallocation will be made if the preponderance of
evidence, whether provided by petitioner or obtained by Board staff as part of its investigation of the petition, shows that
there was a misallocation. If the preponderance of evidence does not show that a misallocation occurred, the petition will
be denied. _The Allocation Group has 270 days from the date the Allocation Group receives the petition to conduct its
initial investigation of the petition. At the end of that 270-day period, if no decision has been issued, the Allocation Group
and petitioner will meet and confer, within 30 days, on the scope and timeline of further investigations, if any, according
to rules to be promulgated in the CPPM.

time after the meet-and-confer meeting in (b)(2), the petitioner may request that the Allocation Group issue its decision
without regard to the status of its investigation. Within 96-30 days of receiving such a request, the Allocation Group will
issue its decision based on the information in its possession.

(4) If the decision of the Allocation Group is that the asserted misallocation did not occur and that the petition should
be denied, in whole or in part, the petitioner may submit to the Allocation Group a written objection to the decision under
subdivision (b)(6).

(5) If the decision of the Allocation Group is that a misallocation did occur, it will also mail a copy of its decision to any
substantially affected jurisdiction. Any such notified jurisdiction may submit to the Allocation Group a written objection to
the decision under subdivision (b)(6).

(6) The petitioner or any notified jurisdiction may appeal the decision of the Allocation Group by submitting a written
objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s decision, or within a
period of extension authorized by subdivision (b)(810). If no such timely objection is submitted, the decision of the
Allocation Group is final as to the petitioner and all notified jurisdictions.

(7) If the petitioner or a notified jurisdiction submits a timely written objection to the decision of the Allocation Group,
the Allocation Group will consider the objection and issue a written supplemental decision to grant or deny the objection,
including the basis for that decision. The Allocation Group has 90-days to conduct its supplemental investigation of the
petition. At the end of the 90-day period, the Allocation Group and petitioner will meet and confer on the scope and
timeline of further investigations, if any, according to rules to be promulgated in the CPPM. A copy of the supplemental
decision will be mailed to the petitioner, to any notified jurisdiction, and to any other jurisdiction that is substantially
affected by the supplemental decision.

(8) At any time after the meet and confer in (b)(7), the petitioner may request that the Allocation Group issue its
supplemental decision without regard to the status of its investigation. Within 30 days of receiving such a request, the
Allocation Group will issue its decision based on the information in its possession.

(89) The petitioner or any notified jurisdiction may appeal the supplemental decision of the Allocation Group by
submitting a written objection under subdivision (c)(1) within 30 days of the date of mailing of that supplemental decision,
or within a period of extension authorized by subdivision (b)(910). If no such timely objection is submitted, the
supplemental decision of the Allocation Group is final as to the petitioner and all notified jurisdictions.

(910) The petitioner or any notified jurisdiction may request a 30-day extension to submit a written objection under
subdivision (b)(6) or under subdivision (b)(89), as applicable. Such request must provide a reasonable explanation for
the requesting jurisdiction’s inability to submit its objection within 30 days, must be copied to all other jurisdictions to
whom the Allocation Group mailed a copy of its decision or supplemental decision (to the extent known by the requesting
jurisdiction), and must be received by the Allocation Group within 30 days of the date of mailing of its decision or
supplemental decision. Within five days of receipt of the request, the Allocation Group will mail notification to the
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petitioner and to all notified jurisdictions whether the request is granted or denied. If a timely request for an extension is
submitted, the time for the petitioner and any notified jurisdiction to file a written objection to the decision or supplemental
decision of the Allocation Group is extended to 10 days after the mailing of the notice of whether the request is granted or
denied. If the request is granted, the time for the petitioner and all notified jurisdictions to submit a written objection to

th
the decision or supplemental decision of the Allocation Group is further extended to the 60 day after the date of mailing
of the decision or supplemental decision.

(c) REVIEW BY APPEALS DIVISION.

(1) The petitioner or any notified jurisdiction may appeal the supplemental decision of the Allocation Group by
submitting a written objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s
supplemental decision, or within a period of extension authorized by subdivision (b)(910). Such an objection must state
the basis for the objecting jurisdiction’s disagreement with the supplemental decision and include all additional
information in its possession that supports its position.

(2) If a timely objection to its supplemental decision is submitted, the Allocation Group will, within 30 days of receipt of
the objection, prepare the file and forward it to the Appeals Division. The petitioner, all notified jurisdictions, any other
jurisdiction that would be substantially affected if the petition were granted, and the Sales and Use Tax Department will
thereafter be mailed notice of the appeals conference, which will generally be sent at least 45 days prior to the scheduled
date of the conference.

(A) Petitioner or any notified jurisdiction may continue to discuss the dispute with staff of the Sales and Use Tax
Department after the dispute is referred to the Appeals Division. If, as a result of such discussions or otherwise, the
Sales and Use Tax Department decides the supplemental decision of the Allocation Group was incorrect or that further
investigation should be pursued, it shall so notify the Appeals Division, the petitioner, and all notified jurisdictions.

(B) If the Department sends notice to the Appeals Division in accordance with the subdivision (c)(2)(A) no later
than 30 days prior to the date scheduled for the appeals conference, the Appeals Division will suspend its review and the
dispute will be returned to the Department. The Department will thereafter issue a second supplemental decision, or will
return the dispute to the Appeals Division along with a report of its further investigation, if appropriate, for the review and
decision of the Appeals Division.

(C) If the Department sends notice to the Appeals Division in accordance with subdivision (c)(2)(A) less than 30
days prior to the date scheduled for the appeals conference, the Appeals Division will decide whether the dispute should
be returned to the Department or remain with the Appeals Division, and notify the parties accordingly. If the dispute is
returned to the Department, the Department will thereafter issue a second supplemental decision, or will return the
dispute to the Appeals Division along with a report of its further investigation, if appropriate, for the review and decision of
the Appeals Division.

(D) Where the Department issues a second supplemental decision in accordance with subdivision (c)(2)(B) or
(c)(2)(C), it will send a copy of the decision to the petitioner, any notified jurisdiction, and any other jurisdiction that is
substantially affected by the second supplemental decision, any of whom may appeal the second supplemental decision
by submitting a written objection under subdivision (c)(1) within 30 days of the date of mailing of that supplemental
decision, or within a period of extension authorized by subdivision (b)(910). If no such timely objection is submitted, the
second supplemental decision is final as to the petitioner and all notified jurisdictions.

(3) The appeals conference is not an adversarial proceeding, but rather is an informal discussion where the
petitioner, any notified jurisdictions who wish to participate, and the Sales and Use Tax Department have the opportunity
to explain their respective positions regarding the relevant facts and law to the Appeals Division conference holder. To
make the conference most productive, each participant should submit all facts, law, argument, and other information in
support of its position to the Appeals Division conference holder, and to the other participants, at least 15 days before the
date of the appeals conference; however, relevant facts and arguments will be accepted at any time at or before the
appeals conference. |If, during the appeals conference, a participant requests permission to submit additional written
arguments and documentary evidence, the conference holder may grant that participant 45-30 days after the appeals
conference,-or-30-days-with-sufficientjustification; to submit to the conference holder, with copies to all other participants,
such additional arguments and evidence. Any other participant at the conference who is in opposition to the requesting
participant on the issue(s) covered by the additional submission is allowed 45-30 days to submit to the conference
holder, with copies to all other participants, arguments and evidence in response. No request by a participant for further
time to submit additional arguments or evidence will be granted without the approval of the Assistant Chief Counsel of
the Appeals Division or his or her designee. The Appeals Division on its own initiative may also request, at or after the
appeals conference, further submissions from any participant. _The Appeals Division will not accept argument or
evidence beyond these 30-day deadlines, except upon agreement of all participants.

(4) Within 90 days after the final submission authorized by subdivision (c)(3), the Appeals Division will issue a written
Decision and Recommendation (D&R) setting forth the applicable facts and law and the conclusions of the Appeals
Division. The Chief Counsel may allow up to 90 additional days to prepare the D&R upon request of the Appeals
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Division. Both the request and the Chief Counsel’s response granting or denying the request for additional time must be
in writing and copies provided to the petitioner, all notified jurisdictions, and the Sales and Use Tax Department. A copy
of the D&R will be mailed to the petitioner, to all notified jurisdictions, to any other jurisdiction that will be substantially
affected by the D&R, and to the Sales and Use Tax Department.

(5) The petitioner or any notified jurisdiction may appeal the D&R by submitting a written request for Board hearing
under subdivision (d)(1) within 60 days of the date of mailing of the D&R.

(6) The petitioner, any notified jurisdiction, or the Sales and Use Tax Department may also appeal the D&R, or any
Supplemental D&R (SD&R), by submitting a written request for reconsideration (RFR) to the Appeals Division before
expiration of the time during which a timely request for Board hearing may be submitted, or if a Board hearing has been
requested, prior to that hearing. If a jurisdiction or the Sales and Use Tax Department submits an RFR before the time
for requesting a Board hearing has expired, the Appeals Division will issue an SD&R to consider the request, after
obtaining whatever additional information or arguments from the parties that it deems appropriate. If an RFR is submitted
after a jurisdiction has requested a Board hearing, the Appeals Division will determine whether it should issue an SD&R
in response. A copy of the SD&R issued under this subdivision or under subdivision (c)(7) will be mailed to the petitioner,
to all notified jurisdictions, to any other jurisdiction that will be substantially affected by the SD&R, and to the Sales and
Use Tax Department. The petitioner or any notified jurisdiction may appeal the SD&R by submitting a written request for
Board hearing under subdivision (d)(1) within 60 days of the date of mailing of the SD&R.

(7) Whether or not an RFR is submitted, at any time prior to the time the recommendation in the D&R or prior SD&R
is acted on by the Department as a final matter or the Board has held an oral hearing on the petition, the Appeals
Division may issue an SD&R as it deems necessary to augment, clarify, or correct the information, analysis, or
conclusions contained in the D&R or any prior SD&R.

(8) If no RFR is submitted under subdivision (c)(6) or request for Board hearing under subdivision (d)(1) within 60
days of the date of mailing of the D&R or any SD&R, the D&R or SD&R as applicable is final as to the petitioner and all
notified jurisdictions unless the Appeals Division issues an SD&R under subdivision (c)(7).

(d) REVIEW BY BOARD.

(1) The petitioner or any notified jurisdiction may submit a written request for Board hearing if it does so to the Board
Proceedings Division within 60 days of the date of mailing of the D&R or any SD&R. Such a request must state the basis
for the jurisdiction’s disagreement with the D&R or SD&R as applicable and include all additional information in its
possession that supports its position, along with justification why that additional information was not included in the
Appeals Conference. Board Members will rule on the admissibility of that additional information no later than 75 days
before the date the hearing is set. The Board will promulgate policies regarding the scheduling of these admissibility

hearings.

(2) If the Board Proceedings Division receives a timely request for hearing under subdivision (d)(1), it will notify the
Sales and Use Tax Department, the petitioner, any notified jurisdiction, any other jurisdiction that would be substantially
affected if the petition were granted, and the taxpayer(s) whose allocations are the subject of the petition, that the petition
for reallocation of local tax is being scheduled for a Board hearing to determine the proper allocation.

(3) The Sales and Use Tax Department, the petitioner, and all jurisdictions notified of the Board hearing pursuant to
subdivision (d)(2) are parties and may patrticipate in the Board hearing. The taxpayer is not a party to the Board hearing
unless it chooses to actively participate in the hearing process by either filing a brief or making a presentation at the
hearing.

(4) Briefs may be submitted for the Board hearing in accordance with California Code of Regulations, title 18,
sections 5270 and 5271.

(5) To the extent not inconsistent with this regulation, the hearing will be conducted in accordance with Chapter 5 of
the Board of Equalization Rules for Tax Appeals (Cal. Code Regs., tit. 18, § 5510, et seq.). The Board will apply the
preponderance of evidence rules set forth in subdivision (b)(2) in reaching its decision and not the burden of proof rules
set forth in California Code of Regulations, title 18, section 5541. The Board’s final decision on a petition for reallocation
exhausts all administrative remedies on the matter for all jurisdictions.

(e) LIMITATION PERIOD FOR REDISTRIBUTIONS. Redistributions shall not include amounts originally distributed
earlier than two quarterly periods prior to the quarter of the date of knowledge.

(f) APPLICATION TO SECTION 6066.3 INQUIRIES. The procedures set forth herein for submitting a petition for
reallocation of local tax are separate from those applicable to a submission under Revenue and Taxation Code section
6066.3. If a petition under the procedures set forth herein and a submission under section 6066.3 are both filed for the
same alleged improper distribution, only the earliest submission will be processed, with the date of knowledge
established under the procedures applicable to that earliest submission. However, the procedures set forth in
subdivisions (b), (c), and (d) also apply to appeals from reallocation determinations made under section 6066.3.
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(g) OPERATIVE DATE AND TRANSITION RULES. This regulation is intended to reduce the time required to decide the
validity of reallocation petitions and otherwise improve the process for doing so. It is intended to have a neutral impact
only on the current dispute over the continuing validity of certain petitions that are governed by prior Regulation 1807
(effective February 22, 2003).

(1) The operative date of this regulation is the date it becomes effective under Section 11343.4 of the Government
Code (thirty days after it has been approved by the Office of Administrative Law and forwarded to the Secretary of State)
and it shall have no retroactive effect.

(2) Petitions filed prior to the operative date of this regulation, shall be reviewed, appealed, and decided in
accordance with this regulation as to procedures occurring after that date. All such petitions filed prior to January 1, 2003
and denied by Board Management must have perfected any access they may have had to a Board Member hearing no
later than 60 days after September 10, 2008, the operative date of this regulation.

(3) The amendments to this regulation adopted by the Board on or about [insert adoption date] have no retroactive
effect.
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Regulation 1828. PETITIONS FOR DISTRIBUTION OR REDISTRIBUTION OF TRANSACTIONS AND
USE TAX.

(a) DEFINITIONS.

(1) DISTRICT TAX. “District tax” means a transaction and use tax adopted pursuant to Revenue and Taxation Code
section 7251, et seq., or pursuant to Revenue and Taxation Code section 7285, et seq., and administered by the Board.

(2) DISTRICT. “District” means any entity, including a city, county, city and county, or special taxing jurisdiction,
which has adopted a district tax.

(3) PETITION. “Petition” means a request or inquiry from a district for investigation of suspected improper distribution
or nondistribution of district tax submitted in writing to the Allocation Group of the Sales and Use Tax Department. The
petition must contain sufficient factual data to support the probability that district tax has not been distributed or has been
erroneously distributed. Sufficient factual data should include, for each business location being questioned:

(A) Taxpayer name, including owner name and fictitious business name or dba (doing business as) designation.
(B) Taxpayer’s permit number or a notation stating “No Permit Number.”

(C) Complete business address of the taxpayer.

(D) Complete description of taxpayer’s business activity or activities.

(E) Specific reasons and evidence why the distribution or nondistribution is questioned, identifying the delivery
location or locations of the property the sales of which are at issue. If the petition alleges that the subject transactions
are subject to the district's use tax, evidence that the retailer is engaged in business in the district as provided in
California Code of Regulations, title 18, section 1827, subdivision (c).

(F) Name, title, and telephone number of the contact person.
(G) The tax reporting periods involved.

“Petition” also includes an appeal by a district from a notification from the Local Revenue Allocation Unit of the Sales and
Use Tax Department that district taxes previously allocated to it were misallocated and will be reallocated. Such a district
may object to that notification by submitting a written petition to the Allocation Group within 30 days of the date of mailing
of the notification_or within a period of extension described below. The petition must include a copy of the notification and
specify the reason the district disputes it. If a district does not submit such a petition within 30 days of the date of mailing
of the notification, or within a period of extension, the notification of the Local Revenue Allocation Unit is final as to the
district so notified.

The district may request a 30-day extension to submit a written objection to a notification of misallocation from the Local
Revenue Allocation Unit. Such request must provide a reasonable explanation for the requesting district’s inability to
submit its objection within 30 days and must be received by the Local Revenue Allocation Unit within 30 days of the date
of mailing of its notification. Within five days of receipt of the request, the Local Revenue Allocation Unit will mail
notification to the district whether the request is granted or denied. If a timely request for extension is submitted, the time
for the district to file a written objection is extended to 10 days after the mailing of the notice of whether the request is
granted or denied. If the request is granted, the time for the district to submit a written objection to the notification of the
Local Revenue Allocation Unit_is_further extended to the 60" day after the date of mailing of the notification of
misallocation.

(4) PETITIONER. “Petitioner” is a district that has filed a valid petition pursuant to subdivision (a)(3).

(5) DATE OF KNOWLEDGE. Unless an earlier date is operationally documented by the Board, “date of knowledge”
is the date on which the Allocation Group receives a valid petition. Where an error in distribution that is reasonably
covered by the petition is confirmed based on additional facts or evidence supplied by the petitioner or otherwise learned
as a direct result of investigating the petition, the date of knowledge is the date on which the Allocation Group received
the petition.

(6) SUBSTANTIALLY AFFECTED DISTRICT. “Substantially affected district” is a district for which the decision on a
petition would result in a decrease to its total distribution of 5 percent or more of its average quarterly distribution
(generally determined with reference to the prior four calendar quarters) or of $50,000 or more.

(7) NOTIFIED DISTRICT. “Notified district” is a district that has been notified as a substantially affected district.
(b) REVIEW BY ALLOCATION GROUP.

(1) The Allocation Group will promptly acknowledge a submission intended as a petition.
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(2) The Allocation Group will review the petition and issue to the petitioner a written decision to grant or deny the
petition, including the basis for that decision. The written decision will also note the date of knowledge, and if other than
the date the petition was received, will include the basis for that date. A redistribution will be made if the preponderance
of evidence, whether provided by petitioner or obtained by Board staff as part of its investigation of the petition, shows
that there was an error in distribution. If the preponderance of evidence does not show that an error in distribution
occurred, the petition will be denied. _The Allocation Group has 270 days from the date the Allocation Group receives the
petition to conduct its initial investigation of the petition. At the end of the 270-day period, if no decision has been issued,
the Allocation Group and petitioner will meet and confer, within 30 days, on the scope and timeline of further
investigations, if any, according to rules to be promulgated in the CPPM.

3) ation-Group-does-notissue-a-decision-within-six-months-of the-date-it receives-a-valid-petition-At any
time after the meet-and-confer meeting in (b)(2), the petitioner may request that the Allocation Group issue its decision
without regard to the status of its investigation. Within 9630 days of receiving such a request, the Allocation Group will
issue its decision based on the information in its possession.

(4) If the decision of the Allocation Group is that the asserted error in distribution did not occur and that the petition
should be denied, in whole or in part, the petitioner may submit to the Allocation Group a written objection to the decision
under subdivision (b)(6).

(5) If the decision of the Allocation Group is that an error in distribution did occur, it will also mail a copy of its decision
to any substantially affected district. Any such notified district may submit to the Allocation Group a written objection to
the decision under subdivision (b)(6).

(6) The petitioner or any notified district may appeal the decision of the Allocation Group by submitting a written
objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s decision, or within a
period of extension authorized by subdivision (b)(810). If no such timely objection is submitted, the decision of the
Allocation Group is final as to the petitioner and all notified districts.

(7) If the petitioner or a notified district submits a timely written objection to the decision of the Allocation Group, the
Allocation Group will consider the objection and issue a written supplemental decision to grant or deny the objection,
including the basis for that decision. The Allocation Group has 90 days to conduct its supplemental investigation of the
petition. At the end of that 90-day period, the Allocation Group and petitioner will meet and confer on the scope and
timeline of further investigations, if any, according to rules to be promulgated in the CPPM. A copy of the supplemental
decision will be mailed to the petitioner, to any notified district, and to any other district that is substantially affected by the
supplemental decision.

(8) At any time after the meet and confer in (b)(7), the petitioner may request that the Allocation Group issue its
supplemental decision without regard to the status of its investigation. Within 30 days of receiving such a request, the
Allocation Group will issue its decision based on the information in its possession.

(89) The petitioner or any notified district may appeal the supplemental decision of the Allocation Group by submitting
a written objection under subdivision (c)(1) within 30 days of the date of mailing of that supplemental decision, or within a
period of extension authorized by subdivision (b)(810). If no such timely objection is submitted, the supplemental
decision of the Allocation Group is final as to the petitioner and all notified districts.

(910) The petitioner or any notified district may request a 30-day extension to submit a written objection under
subdivision (b)(6) or under subdivision (b)(89), as applicable. Such request must provide a reasonable explanation for
the requesting district’s inability to submit its objection within 30 days, must be copied to all other districts to whom the
Allocation Group mailed a copy of its decision or supplemental decision (to the extent known by the requesting district),
and must be received by the Allocation Group within 30 days of the date of mailing of its decision or supplemental
decision. Within five days of receipt of the request, the Allocation Group will mail notification to the petitioner and to all
notified districts whether the request is granted or denied. If a timely request for an extension is submitted, the time for
the petitioner and any notified district to file a written objection to the decision or supplemental decision of the Allocation
Group is extended to 10 days after the mailing of the notice of whether the request is granted or denied. If the request is
granted, the time for the petitioner and all notified districts to submit a written objection to the decision or supplemental

th
decision of the Allocation Group is further extended to the 60 day after the date of mailing of the decision or
supplemental decision.

(c) REVIEW BY APPEALS DIVISION.

(1) The petitioner or any notified district may appeal the supplemental decision of the Allocation Group by submitting
a written objection to the Allocation Group within 30 days of the date of mailing of the Allocation Group’s supplemental
decision, or within a period of extension authorized by subdivision (b)(810). Such an objection must state the basis for
the objecting district's disagreement with the supplemental decision and include all additional information in its
possession that supports its position.
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(2) If a timely objection to its supplemental decision is submitted, the Allocation Group will, within 30 days of receipt of
the objection, prepare the file and forward it to the Appeals Division. The petitioner, all notified districts, any other district
that would be substantially affected if the petition were granted, and the Sales and Use Tax Department will thereafter be
mailed notice of the appeals conference, which will generally be sent at least 45 days prior to the scheduled date of the
conference.

(A) Petitioner or any notified district may continue to discuss the dispute with staff of the Sales and Use Tax
Department after the dispute is referred to the Appeals Division. If, as a result of such discussions or otherwise, the Sales
and Use Tax Department decides the supplemental decision of the Allocation Group was incorrect or that further
investigation should be pursued, it shall so notify the Appeals Division, the petitioner, and all notified districts.

(B) If the Department sends notice to the Appeals Division in accordance with the subdivision (c)(2)(A) no later
than 30 days prior to the date scheduled for the appeals conference, the Appeals Division will suspend its review and the
dispute will be returned to the Department. The Department will thereafter issue a second supplemental decision, or will
return the dispute to the Appeals Division along with a report of its further investigation, if appropriate, for the review and
decision of the Appeals Division.

(C) If the Department sends notice to the Appeals Division in accordance with subdivision (c)(2)(A) less than 30
days prior to the date scheduled for the appeals conference, the Appeals Division will decide whether the dispute should
be returned to the Department or remain with the Appeals Division, and notify the parties accordingly. If the dispute is
returned to the Department, the Department will thereafter issue a second supplemental decision, or will return the
dispute to the Appeals Division along with a report of its further investigation, if appropriate, for the review and decision of
the Appeals Division.

(D) Where the Department issues a second supplemental decision in accordance with subdivision (c)(2)(B) or
(c)(2)(C), it will send a copy of the decision to the petitioner, any notified district, and any other district that is substantially
affected by the second supplemental decision, any of whom may appeal the second supplemental decision by submitting
a written objection under subdivision (c)(1) within 30 days of the date of mailing of that supplemental decision, or within a
period of extension authorized by subdivision (b)(9). If no such timely objection is submitted, the second supplemental
decision is final as to the petitioner and all notified districts.

(3) The appeals conference is not an adversarial proceeding, but rather is an informal discussion where the
petitioner, any notified districts who wish to participate, and the Sales and Use Tax Department have the opportunity to
explain their respective positions regarding the relevant facts and law to the Appeals Division conference holder. To
make the conference most productive, each participant should submit all facts, law, argument, and other information in
support of its position to the Appeals Division conference holder, and to the other participants, at least 15 days before the
date of the appeals conference; however, relevant facts and arguments will be accepted at any time at or before the
appeals conference. If, during the appeals conference, a participant requests permission to submit additional written
arguments and documentary evidence, the conference holder may grant that participant 2530 days after the appeals
conference;-er-30-days-with-sufficientjustification; to submit to the conference holder, with copies to all other participants,
such additional arguments and evidence. Any other participant at the conference who is in opposition to the requesting
participant on the issue(s) covered by the additional submission is allowed 45-30 days to submit to the conference
holder, with copies to all other participants, arguments and evidence in response. No request by a participant for further
time to submit additional arguments or evidence will be granted without the approval of the Assistant Chief Counsel of
the Appeals Division or his or her designee. The Appeals Division on its own initiative may also request, at or after the
appeals conference, further submissions from any participant. _The Appeals Division will not accept argument or
evidence beyond these 30-day deadlines, except upon agreement of all participants.

(4) Within 90 days after the final submission authorized by subdivision (c)(3), the Appeals Division will issue a written
Decision and Recommendation (D&R) setting forth the applicable facts and law and the conclusions of the Appeals
Division. The Chief Counsel may allow up to 90 additional days to prepare the D&R upon request of the Appeals
Division. Both the request and the Chief Counsel's response granting or denying the request for additional time must be
in writing and copies provided to the petitioner, all notified districts, and the Sales and Use Tax Department. A copy of
the D&R will be mailed to the petitioner, to all notified districts, to any other district that will be substantially affected by
the D&R, and to the Sales and Use Tax Department.

(5) The petitioner or any notified district may appeal the D&R by submitting a written request for Board hearing under
subdivision (d)(1) within 60 days of the date of mailing of the D&R.

(6) The petitioner, any notified district, or the Sales and Use Tax Department may also appeal the D&R, or any
Supplemental D&R (SD&R), by submitting a written request for reconsideration (RFR) to the Appeals Division before
expiration of the time during which a timely request for Board hearing may be submitted, or if a Board hearing has been
requested, prior to that hearing. If a district or the Sales and Use Tax Department submits an RFR before the time for
requesting a Board hearing has expired, the Appeals Division will issue an SD&R to consider the request, after obtaining
whatever additional information or arguments from the parties that it deems appropriate. If an RFR is submitted after a
district has requested a Board hearing, the Appeals Division will determine whether it should issue an SD&R in response.
A copy of the SD&R issued under this subdivision or under subdivision (c)(7) will be mailed to the petitioner, to all notified
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districts, to any other district that will be substantially affected by the SD&R, and to the Sales and Use Tax Department.
The petitioner or any notified district may appeal the SD&R by submitting a written request for Board hearing under
subdivision (d)(1) within 60 days of the date of mailing of the SD&R.

(7) Whether or not an RFR is submitted, at any time prior to the time the recommendation in the D&R or prior SD&R
is acted on by the Department as a final matter or the Board has held an oral hearing on the petition, the Appeals
Division may issue an SD&R as it deems necessary to augment, clarify, or correct the information, analysis, or
conclusions contained in the D&R or any prior SD&R.

(8) If no RFR is submitted under subdivision (c)(6) or request for Board hearing under subdivision (d)(1) within 60
days of the date of mailing of the D&R or any SD&R, the D&R or SD&R as applicable is final as to the petitioner and all
notified districts unless the Appeals Division issues an SD&R under subdivision (c)(7).

(d) REVIEW BY BOARD.

(1) The petitioner or any notified district may submit a written request for Board hearing if it does so to the Board
Proceedings Division within 60 days of the date of mailing of the D&R or any SD&R. Such a request must state the basis
for the district's disagreement with the D&R or SD&R as applicable and include all additional information in its possession
that supports its position, along with justification why that additional factual information was not included in the Appeals
Conference. Board Members will rule on the admissibility of that additional information no later than 75 days before the
date the hearing is set. The Board will promulgate policies regarding the scheduling of these admissibility hearings.

(2) If the Board Proceedings Division receives a timely request for hearing under subdivision (d)(1), it will notify the
Sales and Use Tax Department, the petitioner, any notified district, any other district that would be substantially affected
if the petition were granted, and the taxpayer(s) whose distribution (or nondistribution) are the subject of the petition, that
the petition for redistribution of district tax is being scheduled for a Board hearing to determine the proper distribution.

(3) The Sales and Use Tax Department, the petitioner, and all districts notified of the Board hearing pursuant to
subdivision (d)(2) are parties and may participate in the Board hearing. The taxpayer is not a party to the Board hearing
unless it chooses to actively participate in the hearing process by either filing a brief or making a presentation at the
hearing.

(4) Briefs may be submitted for the Board hearing in accordance with California Code of Regulations, title 18,
sections 5270 and 5271.

(5) To the extent not inconsistent with this regulation, the hearing will be conducted in accordance with Chapter 5 of
the Board of Equalization Rules for Tax Appeals (Cal. Code Regs., tit. 18, § 5510, et seq.). The Board will apply the
preponderance of evidence rules set forth in subdivision (b)(2) in reaching its decision and not the burden of proof rules
set forth in California Code of Regulations, title 18, section 5541. The Board's final decision on a petition for
redistribution exhausts all administrative remedies on the matter for all districts.

(e) LIMITATION PERIOD FOR REDISTRIBUTIONS. For redistributions where the date of knowledge is prior to January
1, 2008, the standard three-year statute of limitations is applicable, based on the date of knowledge. For redistributions
where the date of knowledge is on or after January 1, 2008, redistributions shall not include amounts originally distributed
earlier than two quarterly periods prior to the quarter of the date of knowledge.

(f) OPERATIVE DATE AND TRANSITION RULES. This regulation is intended to reduce the time required to decide the
validity of redistribution petitions and otherwise improve the process for doing so. Itis intended to have a neutral impact
only on the current dispute over the continuing validity of certain petitions that are governed by prior Regulation 1828
(effective June 17, 2004).

(1) The operative date of this regulation is the date it becomes effective under Section 11343.4 of the Government
Code (thirty days after it has been approved by the Office of Administrative Law and forwarded to the Secretary of State)
and it shall have no retroactive effect.

(2) Petitions filed prior to the operative date of this regulation, shall be reviewed, appealed and decided in accordance
with this regulation as to procedures occurring after that date. All such petitions filed prior to July 1, 2004 and denied by
Board Management must have perfected any access they may have had to a Board Member hearing no later than 60
days after September 10, 2008, the operative date of this regulation.

(3) The amendments to this requlation adopted by the Board on or about [insert adoption date] have no retroactive
effect.
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JOHAN LEHS & COMPANY,

STRATEGY ¢ GOVERNMENT RELATIONS ¢ ADVOCACY

HAND DELIVERED

March 3, 2011

Ms. Susanne Buehler, Chief

Tax Policy Division, Sales and Use Tax Department
Board of Equalization

450 N Street

P.O. Box 942879

Sacramento, CA 94279-0092

Dear Ms. Buehler:

Thank you for the Board of Equalization’s (BOE) staff assistance in facilitating the interested
parties meetings regarding proposed amendments to Regulation 1807, Pefitions for Reallocation
of Local Tax, Petitions for Distribution or Redistribution of Transactions and Use Tax.

Our firm represents the City of Livermore. We are offering our comments as a result of the 2™
interested parties meetings and as a submittal for the Business Taxes Committee meeting
scheduled for April 26, 2011.

We recommend the Board Members utilize the chart, “Overview of the Local Tax Petition
Process” (enclosed) as prepared by the BOE staff to demonstrate and clarify the various
benchmarks and deadlines as a petition moves through the Regulation 1807 process. This chart
is an excellent description of the process and will allow all parties to begin from the same
discussion point.

We agree and support the revisions stated in “II. Staff Recommendation, Page 1 of 8 of the
“Second Discussion Paper” provided for the 2™ interested parties meeting dated February 8,
2011. These recommendations have been agreed to based on discussions with the various parties
from the 1* interested parties meeting that was scheduled on January 6, 2011.

Overall: Deadlines and Workload

The objective of the Regulation 1807 process should be a timely conclusion to arrive at the “right
answer” and have local tax monies allocated to the correct party. However, the BOE staff still
seems unwilling to insert what seems like even some of the most basic deadlines into the current
process. In fact, currently a case could take longer to resolve than a two year legislative session

1415 L STREET, #620 ¢ SACRAMENTO, CA 95814 P.O.BOX 1026 ¢ SAN LEANDRO, CA 94577
9
<=0 TEL: (916) 551-1881 ¢ FAX: (916) 444-7114 ¢ EMAIL: JOHANKLEHS@COMCAST.NET %¢&
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or even a four year Board Member term. We believe that such a length of time is unacceptable
from a “fairness to the taxpayer” or “case management” point of view.

During the interested parties meetings, the BOE staff stated their desire to continue a process
without deadlines as a necessity to get to the “right answer. Good management and fairness in
any public agency process provides for imposed deadlines on all affected bodies so that all sides
can arrive at the most accurate outcome. If a party has chosen to game the system, not abide by
deadlines, then they should abide the decision reached by the Allocation Group, Appeals
Division, and ultimately by the Board Members in a formal hearing.

BOE staff acknowledged that sometimes cases “sit on the shelf for six months” before the staff
can get to work on a given case. Presently, only one BOE staff person in the Appeals Division is
supposedly handling all of the tax allocation cases. Clearly, that person does an excellent job of
working on each case and is highly respected by all parties. But no case should drag on for two,
four, 12, or 20 years because the BOE chooses to ignore internal workload issues. Time and
aging cases work against “getting to the right answer” in any process.

The lack of timelines inserted into the process and having one staff person handling all of the
cases is clearly one of the prime reasons for the ongoing backlog.

Allocation Group (AG) Level

The AG should be empowered to gather as much information and evidence up front as possible
when investigating a local tax allocation case. Empowering this unit early in the process will
allow the Appeals Division to have the maximum information available so they can come to an
accurate conclusion at the end of the process.

A petition for tax allocation should be vetted as much as possible by the time the AG has
completed its investigation and recommendation to the Appeals Division.

Appeals Division (AD) Level

Under the current process, it seems that certain parties can “game the system”, holding back vital
information, waiting to see what information may have come out of the AG level, and then using
the appeals conference process to seek endless rebuttals to information as it comes to light in
arguments during the process.

Once a case gets to the AD and an appeals conference has been scheduled, parties should only
have “one bite at the apple” for rebuttal so that the AD can begin writing their decision.

Our suggested additional deadlines can be viewed in the “Overview of the Local Tax Petition
Process” chart provided a part of this submission.
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Overview of Local Tax Petition Process

The Roman numerals below refer to those boxes as listed on the chart provided by the BOE staff
for this process.

III.  Allocation Group Level

We have recommended the establishment of a 90 day time limit to issue a supplemental decision.
Currently, the process can take several years to fully vet issues in order to arrive at an accurate
conclusion. In the last interested parties meeting the staff stated that at this point in the process
that cases might “sit on the shelf for six months.” We feel the current timelines at this level are
simply too long and open ended.

V. Appeals Division Level

Currently, the petitioner, notified jurisdictions, and the Sales and Use Tax Division (SUTD) will
be notified of the appeals conference at least 45 days before the conference. Again, no deadline
at this stage of the process.

We are requesting that a deadline be inserted at this level insuring that the appeals conference
will be scheduled within six months of the AD receiving the case file.

VI.  Appeals Division Level

Currently, a petitioner or notified jurisdiction may continue to investigate with the AG and the
AG may issue a second supplemental decision. If a second supplemental decision is issued and
an objection is filed by a party, then AD will schedule an appeals conference.

We believe a 60 or 90 day time limit should be established for the AG to issue a second
supplemental decision. If an objection is filed by a party, then an appeals conference should be
scheduled within 90 days.

VIII. Appeals Division Level

Currently, the Chief Counsel may approve an additional 90 days to prepare a Decision and
Recommendation (D & R) upon request by the AD. We feel that this extension should be
shortened to 30 days.

IX.  Appeals Division Level

Currently, a Petitioner, notified jurisdiction, or the SUTD may appeal any D & R or
Supplemental D & R (SD & R) by submitting a timely Request for Reconsideration (RFR) to the

AD. This is an area is where gaming the process may take place.

Our recommendation is to eliminate this RFR and SD & R process altogether and have the
parties go directly to a full Board hearing.
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XII. Board Hearing Level

Currently, a notification of a Board Hearing is sent to all parties at least 75 days before a hearing.
We are requesting that a hearing notice be issued within 90 days of the request for hearing.

We are grateful for the opportunity to voice our concerns about the current Regulation 1807 tax
petition process.

Please feel free to contact me if I can be of any service to you in the future.

Singerely,

EHS
Enclosure As Stated

CC: Members of the Board of Equalization
Ms. Marcy Jo Mandel, State Controller’s Office
Ms. Kristine Cazadd
Mr. David Levine
Ms. Carol Ruwart
Ms. Trecia Nienow
Ms. Lynn Whitaker
Mr. John Pomidor, City of Livermore
Ms. Robin Sturdivant, HIL. Companies
Mr. Matt Hinderliter, HdL. Companies
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This exhibit provides a general overview of the current local tax petition process. The callout boxes list the

main suggested revisions 1o the process.

Allocation Group (AG) Level

I Petition is received by AG

i. AG investigates and issues a decision’

1. No objection to AG decision received — decision is final
or

Objection received - AG considers the objection and issues a
supplemental decision

v

IV. No objection to supplemental decision received — decision is
final

or

Objection received — AG sends file to Appeals

Staff: If AG does not issue a
supplemental decision within
6 months, the petitioner or
notified jurisdiction may
request AG to issue a
decision; AG will issue a
supplemental decision within
90 days.

Kiehs: Establish a 90-day
time limit to issue a
supplemental decision.

HdL: Establish a 60 to 90-
day time limit {o issue a
supplemental decision.

~—

Kiehs: Reduce allowed time
to 60 days.

HdL: Reduce allowed time
to 60 days, but allow staff to
request a 30-day extension.

—

All: AG to transfer
file within 30 days.

'IfAG doMue a decision within 6 months, the petitioner may request AG to issue a decision; AG will issue a decision within

90 days of the request.
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Appeals Division (Appeals) Level

V. The petitioner, notified jurisdictions, and SUTD will be notified of the
appeals conference at least 45 days before the conference

Exhibit 6
Page 6 of 7

Page 2 of 3

All: On petitions that
were denied by AG, notify
jurisdictions that would be
substantially affected if
the petition were granted.

N

Vi. Petitioner or notified jurisdiction may continue to investigate with AG
and AG may issue a second supplemental decision

« If second supplemental decision issued and no objection is

received — decision is final
_—
or

If second supplemental decision issued and an objection is filed,
Appeals will schedule an appeals conference

Klehs and HdL: Require

that Appeals schedule the
appeals conference within
6 months of receiving file.

J

Klehs and HdL: Establish
a 60 or 90-day time limit
for AG to issue a second
al supplemental decision.

<//' Klehs:

filed, require the appeals
conference be scheduled
within 90 days.

v

=

If an objection is

Vil Appeals conference held.

Participants may request up o 30 days to submit additional
documentation

Other participants who disagree with the additional information

presented are allowed 15 days o submit arguments or evidence in

RS

response

VIil. Within 90 days of the appeals conference or final submission of
additional information, Appeals will issue the D&R; the Chief Counsel may
approve an additional 90 days to prepare the D&R upon request by

Appeals
e

All: Allow participants 30
days to submit additional
documentation; allow the
other participants 30 days
to respond.

Kiehs: After the allowed
45 days, do not allow
additional responses, or
allow Appeals to request
additional information.

HdL: After the allowed 60
days, do not allow
additional responses.

IX. Petitioner, notified jurisdiction, or SUTD may also appeal any D&R or
Supplemental D&R (SD&R) by submitting a timely written Request for
Reconsideration (RFR) o Appeals.

e |fan SD&R is issued, the petitioner or any notified jurisdiction may
appeal the SD&R by submitting a writien request for Board hearing

within 60 days of the mailing date of the SD&R. N

days.

Klehs: Shorten the
extension request to 30

v

X. No request for Board hearing is timely received in response to a D&R
or SD&R — Appeals decision is final

or

Request for Board hearing received in response to a D&R or SD&R

Klehs: Eliminate the
RFR and SD&R
process.

HdL: Tighten the
standards for a RFR
request.




Issue Paper Number 11-004 Exhibit 6
Submission from Mr. Johan Kilehs Page 7 of 7

Overview of the Local Tax Petition Process Page 3 of 3

Board Hearing Level

X1 Request for Board hearing received

v

Xill. Board Proceedings will send notification that a Board hearing

is being scheduled to: || Kiehs: Require that
— either the hearing
s SUTD, notice or a status
report be issued
e the petitioner, within 90 days of the
request for hearing.

e any notified jurisdiction,

e any other jurisdiction that would be substantially affected if
the petition were granted, and

e the taxpayer(s) whose allocations are the subject of the
petition

Notification of Board hearing is sent at least 75 days before the
hearing.
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Revenue Management for Local Government
Hinderliter, de Llamas & Associates

HdL Coren & Cone

HdL Software, LLC

March 1, 2011

Suzanne Buehler, Chief, Tax Policy Division
Sales and Use Tax Department

State Board of Equalization

P.O. Box 942879

Sacramento, CA 94279-0092

Dear Ms. Buehler:

We have listened carefully to the positions presented by all sides at both the January 6, 2011 and
February 17, 2011 Interested Parties meetings regarding proposed amendments to Regulations 1807
and 1828, and appreciate the opportunity to have participated. In the areas where a consensus has
been reached we encourage the Business Taxes Committee to adopt the changes recommended by
Staff. We also respectfully request further consideration by the Business Taxes Committee and all
Interested Parties of our stance on the following:

Accuracy and Timeliness

We agree that the primary and over-riding goal of Regulation 1807 is to ensure that the correct
conclusion is reached regarding local tax allocation, a conclusion consistent with a company’s business
practices and controlling Regulations. We further concur with Muniservices’ suggestion that a more
clearly established and refined investigative process at the Allocation Group (AG) level would
significantly improve efficiency.

Additional deadlines will not on their own advance the goals of efficiency or accuracy. However, we
submit that the absence of a distinct deadline at any stage in the process also does little to forward
either objective. Experience clearly shows that as a case ages it becomes more difficult to obtain
accurate information. Business activities change, personnel changes, accounting records get
archived/lost/destroyed, etc... Assuming that a case is being actively and diligently pursued a timely
investigation will actually help insure accuracy, not the opposite.

Staff’s position seems to be that any current delays in processing are a “workload issue”, and additional
time limitations will not be necessary once the present backlog is cleared. However, one could argue
that a historical lack of any time limitations is a primary reason for the backlog. The lack of urgency at
virtually any level meant that local tax cases were often assigned a low level of priority, resources, and
management attention. We have come a long way, but we need to continue to “close the loop” to
insure both timely and accurate investigations. Even with the additional deadlines we have proposed a
local tax case could still take 3 years or more to work its way completely through the administrative
process. Recognizing and understanding all of the inherent difficulties of investigating local tax cases we
still find it difficult to accept that this is not enough time.

1340 Valley Vista Drive, Suite 200, Diamond Bar, CA 91765 = 909-861-4335 Fax 909-861-7726
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When and where Staff attributes lengthy delays to a backlog and/or lack of resources, we respectfully
request that the Board do what is necessary to address that problem. Cross-training could provide
additional manpower on a temporary or “as needed” basis without the additional cost of new,
permanent positions. Perhaps there are also areas where the process itself could be re-designed so that
an inordinate level of work and responsibility does not fall on the shoulders of any one individual. A
robust process, with sufficient depth to avoid any bottlenecks that may arise due to a future spike in
case volume or the occurrence of a truly difficult and involved case, is a goal we believe few would argue
with. If the resistance to imposing any additional deadlines is due even in part to a belief that the
current process is not robust and deep enough to handle them, we believe that not taking action is
effectively side-stepping the issue.

Holding Distributions in Suspense

To again clarify — HdL maintains that distributions should be held in suspense only if the amount
involved is above a certain threshold such that a reallocation would create a substantial hardship for the
losing jurisdiction, and only if/when there have been at least two adverse decisions against said
jurisdiction. To put it another way, in response to a petition filed by City A the Allocation Group
launches an investigation and concludes that City B is incorrectly receiving a large amount of local tax.
City B is notified, and allowed up to sixty days to file an appeal (an automatic 30 days plus the provision
for a 30 day extension). An appeal is filed, and after careful consideration of the facts and arguments
offered therein the Board again concludes that City B is not the proper recipient of the local tax in
guestion. Only at this point would a possible suspension of future local tax allocations, pending
exhaustion of the administrative appeals process, be considered.

That City B might be dependent upon the allocation stream in question, and that it would be therefore
unfair to suspend future distributions, we believe misses the point entirely. If there is a legitimate
guestion as to whether City B should be receiving the funds to begin with, its reliance on them becomes
a real and pressing issue for all concerned, first and foremost City B. Allowing the local tax to continue
flowing to City B during a 1-2 year plus administrative appeals process only exacerbates the potential
problem.

It was suggested at the first Interested Parties meeting that the sheer size of a potential reallocation
may in and of itself become a reason for the Board Members to not take action. We respectfully submit
that this would be inappropriate, and patently unfair to the rightful recipient. Holding distributions in
abeyance preserves and protects the Board Members’ discretion, and their ability to decide a local tax
case solely on the merits.

It has also been suggested that the Board’s failure to make distributions is “illegal and without any legal
basis or authority in the Code”. We respectfully disagree, and note that Board staff routinely suspends
local tax distributions when a taxpayer’s schedules do not balance, or when some other problem is
encountered in processing a return. We submit that the suspension of future distributions as part of the
appeals process in a local tax case is not only appropriate, but well within the Board’s administrative
purview.

Having worked closely with Board Staff and Management for over 20 years we are confident that such
action would not be taken arbitrarily, and without a thorough and competent investigation. However,
as a concession to those who do not share our confidence we suggest that a mechanism could be added
to require Board member approval of any proposed suspension.
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Required Disclosure of Revenue Sharing Agreements

We understand and respect that this is a very sensitive topic. For the record we have not questioned,
and are not challenging the integrity of any participant in any current or future local tax case. Nor do we
believe that the presence of a sharing agreement necessarily or automatically discredits the testimony
of any party to the agreement. However, we maintain that this provision is necessary and appropriate
for the following reasons:

e Board investigations of local tax cases have traditionally relied completely and solely upon
information provided by the taxpayer. The taxpayer is in complete control of what information
is released, and even who within the company is authorized or qualified to speak to the Board.

e When and where a rebate agreement exists the taxpayer has a clear, obvious and often
substantial financial interest in the outcome of the local tax matter before the Board. Staff has
acknowledged that the existence and terms of an agreement can be an important piece or
component to the overall investigation of a suspected misallocation.

Weaknesses, inconsistencies, and gray areas in the Regulations and Annotations defining buying
companies, field sales offices, master sales contracts, and title passage have allowed a few corporations
to make very minor changes to their business operations in order to re-direct millions of dollars to
whichever local jurisdiction offers the most lucrative rebate agreement, returning as much as 85% of the
local tax dollars to the private sector. These corporations may firmly believe that they have acted within
the “letter of the law”, and have met the Board’s minimum requirements. However, when challenged it
is only natural that these firms may become defensive, guarded, and possibly less than completely
candid in releasing information. While this falls short of outright fraud or falsification, there is no
question that it does impact the Board’s ability to obtain a complete and accurate understanding of a
taxpayer’s business activities.

Local tax cases have traditionally involved disputes between two or more jurisdictions, with the taxpayer
remaining a neutral third party. However, as a number of cases currently working their way through the
appeals process will demonstrate, the landscape has clearly changed. For 25 years HdL has prided itself
on a business-friendly approach to our audit efforts, and frankly we do not enjoy or relish having a
taxpayer as a direct opponent in a local tax matter. However we will continue to adapt and change as
necessary in order to protect our clients’ interests. We respectfully request that the Board also
consider what changes to its Regulations and/or business practices may be necessary to preserve the
goal of issuing fair and correct decisions in local tax cases.

Thank you for your consideration.

Sincerely,
\

P55 Ao b

Matt Hinderliter
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CccC:

Honorable Jerome E. Horton, Chairman, Fourth District

Honorable Michelle Steel, Vice Chair, Third District

Honorable Betty T. Yee, Member, First District

Senator George Runner (Ret.), Member, Second District

Honorable John Chiang, State Controller, c/o Ms. Marcy Jo Mandel (via email)

(Via E-mail)

Mr. Alan LoFaso, Board Member’s Office, First District
Mr. Lee Williams, Board Member’s Office, Second District
Mr. Neil Shah, Board Member’s Office, Third District
Mr. Robert Thomas, Board Member’s Office, Fourth District
Ms. Natasha Ralston Ratcliff, State Controller’s Office
Ms. Kristine Cazadd

Ms. Lynn Whitaker

Mr. Geoffrey E. Lyle

Ms. Leila Hellmuth

Mr. Jeffrey L. McGuire

Mr. Kevin Hanks

Mr. David Levine

Ms. Trecia Neinow

Ms. Carole Ruwart

Mr. Tom Hopkins

Mr. Leonardo Vega

Mr. Larry Micheli

Mr. Johan Klehs

Mr. Fran Mancia

Ms. Janis Varney
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MuniServices, LLC.

7335 North Palm Bluffs A Fresno, California 93711
&) MUNISERVICES o B0 P 539 S50

www.MuniServices.com

March 4, 2011

Susanne Buehler, Chief, Tax Policy Division
Sales and Use Tax Department

State Board of Equalization

P.O. Box 942879

Sacramento, CA 94279-0092

Re: MuniServices, LLC comments and suggestions to proposed amendments to Regulation
1807, Petitions for Reallocation of Local Tax and Regulation 1828, Petition for
Distribution or Redistribution of Transactions and Use Tax

Ms. Buehler:

On behalf of MuniServices, we appreciate Board Staff’s continued interest in considering our
suggestions and comments during the interested party process for the above-noted regulations.
The meetings and written correspondence have been especially beneficial in vetting the
complexity of issues, and we are pleased that consensus on some of the issues have been reached
through this process. At the last meeting, in addition to key staff recommendations, we raised a
few concerns and suggestions to further improve the overall allocation process especially in the
area of a) lengthy investigations, b) efficiency in the fact-finding process, ¢) commencing the
compliance manual/ audit manual process related to allocations, and d) holding revenues in a
“suspense” account. While we recognize the regulations set forth policy, and the manuals guide
Board staff in performing their audit and investigation functions, we respectfully request the
following considerations in the final draft regulations, and where appropriate the future
compliance and or audit manuals:

a) Lengthy Investigations
[llustration

As early as 1998, we submitted petitions for reallocation for a number of cities where a retailer
had sales offices. In 1999, the AG asked the field auditor to investigate. While the matter was
under “investigation” the company was sold. The field auditor took 7 years to “investigate” and
produced no new relevant facts. The auditor simply stated his mistaken opinion that telephony
was a fixture or a material and thus the jobsite was the place of sale. (Regulation 1521 clearly
defines telephony of this type as “machinery and equipment” not a fixture or material.) 7 years
and no relevant facts were produced.

Then 4 and one-half years later, the AG finally got a tax accountant at the new owner to say that
she had no knowledge of the situations before the acquisition. So, 11 and one-half years later,
the investigation has produced no real results.

To put this in perspective, a child that started kindergarten at the start of this fruitless
investigation would be a senior in high school when the fruitless investigation concluded.
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Surrendering to uncooperative taxpayers

While such a delay is not the norm, neither is it an isolated case. And it is not always the mere
length of the investigation that frustrates the hearing process. For example, in a recent case the
Appeals Division ordered the Allocation Group to obtain certain factual information. After 7
months of investigation, the Allocation Group reported “Although the Department has followed-
up dilligently with the taxpayer, it appears that the taxpayer is either unable, or more likely
unwilling, to provide some of the information. In fact, to date, the taxpayer has responded with
information to address only a fraction of the items the Department was asked to address...the
Department feels at this point that allowing the taxpayer any further time to respond would not
be productive.”

Here, despite an appeals conference being held and the Allocation Group being charged to get
specific information, the Allocation Group “gave up.” We believe there is a better approach we

can take to solving this sort of delay.

The key driver of delay

Our best understanding at this point is that there is one key driver of delay between submission
of a petition and staff decision—length of the “investigation.” As stated by staff in their Initial
Discussion Paper, p.2,

“Although staff also wants petitions to be resolved expeditiously, it does not believe an
overall time limit is practical. Petitions for reallocation may require substantial
investigation by AG and Appeals to determine whether a misallocation occurred...local
tax disputes only involve reallocation or reported amounts; the taxpayer holding the
records is not disputing a deficiency or supporting a claim for refund and thus lacks
incentive to provide records. Local tax appeal cases take more time primarily because of
the delays in getting information from the taxpayers.”

What causes the length of the “investigation”?

Assuming that the length of investigations is the key driver in the length of the delay, what
determines the length of the investigation? The complexity of the investigation involves how
much information must be obtained and how long it will take to get it. An example of “how
much” could involve the number of factual issues and number of facts in each issue, and “how
long” could involve taxpayer delay, difficulty in determining where to look for evidence, staff
constraints and open-ended deadlines.

When is a long investigation a “delay”?

A “delay” is not simply a function of the amount of time it takes to get answers. It is also a
function of the result of the time spent. In other words, whether a long investigation is a “delay”
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depends not only on the actual length of time but the return (measured in useful information)
received from the investment (time in investigation).

Everyone wants to avoid long unproductive investigations such as the 11 % year investigation.
Short unproductive investigations can be tolerated, if necessary, but ideally the goal is an
investigation that yields a good amount of information compared to the length of time it took to
get the information.

Delay must be addressed by managing the complexity and maximizing the Return on Investment
(ROI). Since we cannot know for certain the full complexity or productivity of an investigation
until it is over, workable solutions must be flexible enough to adapt to the reality of an
investigation as it unfolds rather than being defined by our initial guesses about how the
investigation will occur.

MuniServices’ proposal

We propose a process with a limited initial period of time for the staff to conduct an initial
investigation, followed by a meeting to determine additional investigative efforts, responses to
taxpayer delay, and anticipated timelines, and supplemented with the right of the petitioner to
terminate an unproductive investigation by “forcing” the decision.

meet and confer execute plan "forced decision

initial investigation
b 4 —_— —_— (optional)

eBoard may emeeting oStaff has the ethe same as the
conduct between authority to get optionin
according to its petitioners and the additional Regulation
usual staff information 1807(b)(3)--so
procedures eopportunity to oStaff can use the model is
clarify factual district auditors already in use.
issues and subpoenas eoption is
edecide whether applied not only
subpoena at initial
should be investigation
issued to but in the
uncooperative investigation
taxpayer leading to a
edecide what second
further supplemental
investigation decision and
actions should any
be undertaken investigation
being made as
ssetan art of an
anticipated 2 cals
completion date pp
for further conference.
investigations

This process has a number of advantages:

1. It gives an initial window for low-complexity investigations to be concluded.
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It gives a flexible but aggressive initial investigation deadline.

3. It reduces the felt-delay because any investigation beyond the initial 270-days is agreed
upon and has stated objectives. When expectations are jointly set, the same “waiting
period” seems less burdensome.

4. It may also have the desirable side-effect of streamlining communications with the

taxpayers because it should reduce duplicative information requests and time-wasting

investigations of facts that are irrelevant to deciding the issues.

It allows the petitioners to end unproductive investigations.

6. It addresses the key factors driving the complexity, including taxpayer delay,

investigation of irrelevant information, and difficulty in locating sources of information.

o

This process can be repeated at each level of the appeal except the appeal to the Board Members.
Where the taxpayer is delaying in producing information in the post-appeals conference, the
Appeals Division can simply refuse to receive any further information and issue the D&R based
on the information that was timely produced. The taxpayer or petitioner, who wants to add to the
record at that point, would be required to explain in its first briefing why the evidence was not
included and the Board would need to rule on whether to allow that evidence at the Board
meeting preceding the meeting at which the hearing is set.

The exact language we suggest to implement these solutions is in our attached “redline” version
of Regulation 1807, which is attached as Exhibit 1.

b) Increasing efficiency in the fact finding process

In addition to the improved processes above, investigations could be made more efficient by
implementing the following suggested changes that were also provided in our previous
submittal of January 20, 2011.

1. Recommend that language be placed in the Allocation Group Manual stating that local
taxpayer representatives should always be contacted first to discuss local business affairs.
Presumably this would be the same person the petitioners have spoken to and they will
tell the AG auditor the same thing. Once this is confirmed the AG auditor can contact
corporate headquarters or tax department to discuss local tax allocation and clear up any
discrepancies between what the local contact said and what the taxpayer headquarters
believes.

2. Recommend that typical questions the AG auditor should ask also be placed in the
Allocation Group Manual. Hopefully, this way everyone is assured that the correct
questions have been asked and the answers can be relied upon.

3. Recommend that language be added to the Board’s Audit Manual (AM) or investigations
made by district office auditors. These investigations must be given a certain priority by
the audit staff, similar to the priority given to a claim for refund that is referred to a
district office for investigation, and not considered a side item to be considered as a
minor part of an audit. The AM should contain language instructing auditors on what
steps should be taken to verify correct local tax allocation.
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4. An important part of having the petitions investigated on a timely basis is for the field
auditor to take ownership of the investigation. Board Auditors currently must account for
time spent on audits and claims for refunds and must explain in detail any delays in the
completion of these items. Similar requirements for investigations of local tax
allocations should be included in the Audit Policy and Management Guidelines Manual
(APMG).

5. Field Audit Supervisors (Supervisors) and District Principal Auditors (DPA’s) should be
required to make sure these investigations are done on a timely basis. In the past to
facilitate this, copies of follow-up memos written by the AG staff to the district offices
were forwarded to an increasingly higher and higher level of Sales and Use Tax
Department management in the hopes that supervisors and DPA’s would monitor the
progress of the investigations and see to it that they are completed on a timely basis. This
practice was abandoned several years ago, but should be reinstated and formalized in
writing in the APMG. Districts are also required to send reports on the status of
investigations of claims for refunds. A similar requirement should be made for districts
to report the status of local tax investigations.

In expanding numbers 2 and 3 above a decision table could be placed in both the Allocation
Group Manual as well the AM to assist auditors, particularly new auditors in the AG and field
auditors who do not deal with local tax issues on a regular basis. The purpose of such a table
would be to help guide the auditors in making a decision as to the correct allocation of local tax.
The table could be similar to the one found in CPPM Section 240.035 which helps compliance
personnel issue the correct kind of permit. This ties into a better investigation up front which
means a better and quicker decision on a petition. Also expanding on number 5 we believe that
management involvement in these investigations is crucial in streamlining the investigative
process. This can help ensure that all investigations are done on a timely basis and are complete.

¢) Commencing the compliance manual/ audit manual process related to allocations

As mentioned at the second meeting for interested parties on February 17, 2011 we look forward
to working with Board Staff on commencing the process for including the new regulations in the
compliance/audit manuals.  MuniServices on May 25, 2010 provided proposed revisions to
CPPM Chapter 9 in a letter emailed to Ms. Lynn Whitaker. As mentioned at the February
meeting, we look forward to participating in the future process to update the respective manuals.

d) Holding revenues in a “suspense” account

We reiterate our objection to the suggestion that monies be withheld and state again that the
control over the monies should be a local matter subject to local control.
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We look forward to your Formal Issue Paper and request that you take the above into
consideration. Thank you for giving us the opportunity to comment and we look forward to
continuing to work with the Board to find ways to continually improve the efficiency of this
process.

Sincerely yours,

zih%anf\.wwqu;:::ST

Francesco Mancia
Vice-president, Government Relations

Eric Myers, Esq.
Director, Local Tax Strategic Development

s

Robert J. Wils
Senior Local Tax Advisor

cc: Leila Hellmuth (via email)
Lynn Whitaker (via email)
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MuniServices’ Exhibit 1—suggested revisions to Regulation 1807

Regulation 1807. PETITIONS FOR REALLOCATION OF LOCAL TAX.

Reference: Sections 7209 and 7223, Revenue and Taxation Code

(a) DEFINITIONS.

(3) PETITION. “Petition” means a request or inquiry from a jurisdiction, other than a
submission under Revenue and Taxation Code section 6066.3, for investigation of suspected
misallocation of local tax submitted in writing to the Allocation Group of the Sales and Use Tax
Department. The petition must contain sufficient factual data to support the probability that
local tax has been erroneously allocated and distributed. Sufficient factual data should include,
for each business location being questioned:

“Petition” also includes an appeal by a jurisdiction from a notification from the Local Revenue

Allocation Unit of the Sales and Use Tax Department that local taxes previously allocated to it

were misallocated and will be reallocated. Such a jurisdiction may object to that notification by

submitting a written petition to the Allocation Group within 30 days of the date of mailing of the
| notification_or within a period of extension described below. The petition must include a copy of
the natification and specify the reason the jurisdiction disputes it. If a jurisdiction does not
submit such a petition within 30 days of the date of mailing of the notification, or within a period
of extension, the natification of the Local Revenue Allocation Unit is final as to the jurisdiction
so notified.

The jurisdiction may request a 30-day extension to submit a written objection to a notification
of misallocation from the Local Revenue Allocation Unit. Such request must provide a
reasonable explanation for the requesting jurisdictions inability to submit its objection within 30
days and must be received by the Local Revenue Allocation Unit within 30 days of the date of
mailing of its notification. Within five days of receipt of the request, the Local Revenue
Allocation Unit will mail notification to the jurisdiction whether the request is granted or denied.
If a timely request for an extension is submitted, the time for the jurisdiction to file a written
objection is extended to 10 days after the mailing of the notice of whether the request is
granted or denied. If the request is granted, the time for the jurisdiction to submit a written
objection to the notification of the Local Revenue Allocation Unit is further extended to the 60"
day after the date of mailing of the notification of misallocation.

(4) PETITIONER. “Petitioner” is a jurisdiction that has filed a valid petition pursuant to
subdivision (a)(3).

(b) REVIEW BY ALLOCATION GROUP.

(1) The Allocation Group will promptly acknowledge a submission intended as a petition.
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(2) The Allocation Group will review the petition and issue to the petitioner a written decision
to grant or deny the petition, including the basis for that decision. The written decision will also
note the date of knowledge, and if other than the date the petition was received, will include
the basis for that date. A reallocation will be made if the preponderance of evidence, whether
provided by petitioner or obtained by Board staff as part of its investigation of the petition,
shows that there was a misallocation. If the preponderance of evidence does not show that a
misallocation occurred, the petition will be denied. The Allocation Group has 270 days from the
date Allocation Group receives the petition to conduct its initial investigation of the petition. At
the end of that 270-day period, if no decision has been issued, the Allocation Group and
petitioner will meet and confer, within 30 days, on the scope and timeline of further
investigations, if any, according to rules to be promulgated in the CPPM.

®3)

At any time after the meet-and-confer meeting in (b)(2), the petitioner may request
that the Allocation Group issue its decision without regard to the status of its investigation.

| Within 96-30 days of receiving such a request, the Allocation Group will issue its decision
based on the information in its possession.

(6) The petitioner or any notified jurisdiction may appeal the decision of the Allocation Group
by submitting a written objection to the Allocation Group within 30 days of the date of mailing of
the Allocation Group’s decision, or within a period of extension authorized by subdivision

| (b)(109). If no such timely objection is submitted, the decision of the Allocation Group is final
as to the petitioner and all notified jurisdictions.

(7) If the petitioner or a notified jurisdiction submits a timely written objection to the decision of
the Allocation Group, the Allocation Group will consider the objection and issue a written
supplemental decision to grant or deny the objection, including the basis for that decision. The
Allocation Group has 90-days to conduct its supplemental investigation of the petition. At the
end of that 90-day period, the Allocation Group and petitioner will meet and confer on the
scope and timeline of further investigations, if any, according to rules to be promulgated in the
CPPM. A copy of the supplemental decision will be mailed to the petitioner, to any notified
jurisdiction, and to any other jurisdiction that is substantially affected by the supplemental
decision.

(8) At any time after the meet and confer in (b)(7), the petitioner may request that the
Allocation Group issue its supplemental decision without regard to the status of its
investigation. Within 30 days of receiving such a request, the Allocation Group will issue its
decision based on the information in its possession.

| (89) The petitioner or any notified jurisdiction may appeal the supplemental decision of the
Allocation Group by submitting a written objection under subdivision (c)(1) within 30 days of
the date of mailing of that supplemental decision, or within a period of extension authorized by

‘ subdivision (b)(109). If no such timely objection is submitted, the supplemental decision of the
Allocation Group is final as to the petitioner and all notified jurisdictions.

‘ (109) The petitioner or any notified jurisdiction may request a 30-day extension to submit a
written objection under subdivision (b)(6) or under subdivision (b)(98), as applicable. Such
request must provide a reasonable explanation for the requesting jurisdiction’s inability to
submit its objection within 30 days, must be copied to all other jurisdictions to whom the
Allocation Group mailed a copy of its decision or supplemental decision (to the extent known
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by the requesting jurisdiction), and must be received by the Allocation Group within 30 days of
the date of mailing of its decision or supplemental decision. Within five days of receipt of the
request, the Allocation Group will mail notification to the petitioner and to all notified
jurisdictions whether the request is granted or denied. If a timely request for an extension is
submitted, the time for the petitioner and any notified jurisdiction to file a written objection to
the decision or supplemental decision of the Allocation Group is extended to 10 days after the
mailing of the notice of whether the request is granted or denied. If the request is granted, the
time for the petitioner and all notified jurisdictions to submit a written objection to the decision
or supplemental decision of the Allocation Group is further extended to the 60th day after the
date of mailing of the decision or supplemental decision.

(c) REVIEW BY APPEALS DIVISION.

(1) The petitioner or any notified jurisdiction may appeal the supplemental decision of the
Allocation Group by submitting a written objection to the Allocation Group within 30 days of the
date of mailing of the Allocation Group’s supplemental decision, or within a period of extension
authorized by subdivision (b)(9). Such an objection must state the basis for the objecting
jurisdiction’s disagreement with the supplemental decision and include all additional
information in its possession that supports its position.

(2) If a timely objection to its supplemental decision is submitted, the Allocation Group will,
within 30 days of the receipt of the objection, prepare the file and forward it to the Appeals
Division. The petitioner, all notified jurisdictions, any other jurisdiction that would be
substantially affected if the petition were granted, and the Sales and Use Tax Department will
thereafter be mailed notice of the appeals conference, which will generally be sent at least 45
days prior to the scheduled date of the conference.

(3) The appeals conference is not an adversarial proceeding, but rather is an informal
discussion where the petitioner, any notified jurisdictions who wish to participate, and the Sales
and Use Tax Department have the opportunity to explain their respective positions regarding
the relevant facts and law to the Appeals Division conference holder. To make the conference
most productive, each participant should submit all facts, law, argument, and other information
in support of its position to the Appeals Division conference holder, and to the other
participants, at least 15 days before the date of the appeals conference; however, relevant
facts and arguments will be accepted at any time at or before the appeals conference. If,
during the appeals conference, a participant requests permission to submit additional written
arguments and documentary evidence, the conference holder may grant that participant £5-30
days after the appeals conference, er-30-days-with-sufficientjustification-to submit to the
conference holder, with copies to all other participants, such additional arguments and
evidence. Any other participant at the conference who is in opposition to the requesting

| participant on the issue(s) covered by the additional submission is allowed 15-30 days to
submit to the conference holder, with copies to all other participants, arguments and evidence
in response. No request by a participant for further time to submit additional arguments or
evidence will be granted without the approval of the Assistant Chief Counsel of the Appeals

Division or his or her designee. The Appeals Division on its own initiative may also request, at
or after the appeals conference, further submissions from any participant. The Appeals
Division will not accept argument or evidence beyond these 30-day deadlines, except upon
agreement of all participants.

MuniServices’ Exhibit 1




Issue Paper Number 11-004 Exhibit 8
Submission from MuniServices Page 10 of 10

(d) REVIEW BY BOARD.

(1) The petitioner or any notified jurisdiction may submit a written request for Board hearing if
it does so to the Board Proceedings Division within 60 days of the date of mailing of the D&R
or any SD&R. Such a request must state the basis for the jurisdiction’s disagreement with the
D&R or SD&R as applicable and include all additional information in its possession that
supports its position, along with justification why that additional factual information was not
included in the Appeals Conference. Board Members will rule on the admissability of that
additional information no later than 75 days before the date the hearing is set. The Board will
promulgate policies regarding the scheduling of these admissability hearings.
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