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State of California
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Board of Equalization

Regulatory Action:

Title 18, California Code of Regulations

Adopt sections:
Amend sections: 192, 193, 371
Repeal sections:

NOTICE OF APPROVAL OF REGULATORY
ACTION

Government Code Section 11349.3

OAL File No. 2010-0302-01 S

This rulemaking amends three sections within Title 18 to amend the mandatory audit
requirements currently found in regulation to reflect the changes implemented by AB
550, CH 297 Statutes of 2008. AB 550 changed the requirement from mandatory audits
to requiring assessors to conduct a "significant number of audits" as defined in statute.
There are also several other non-substantive changes made to the regulations

OAL approves this regulatory action pursuant to section 11349.3 of the Government
Code. This regulatory action becomes effective on 5/14/2010.
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STATE OF CALIFORNIA ‘ ARNOLD SCHWARZENEGGER, Governor

OFFICE OF ADMINISTRATIVE LAW
300 Capitol Mall, Suite 1250

Sacramento, CA 95814

916) 323-6225 FAX (916) 323-6826

SUSAN LAPSLEY
Director
MEMORANDUM
TO: Richard Bennion
FROM:  OAL Front Desk \
DATE: 4/15/2010
RE: Return of Approved Rulemaking Materials

OAL File No. 2010-0302-01S

OAL hereby returns this file your agency submitted for our review (OAL File No. 2010-0302-
01S regarding Mandatory Audits).

If this is an approved file, it contains a copy of the regulation(s) stamped "ENDORSED
APPROVED" by the Office of Administrative Law and “ENDORSED FILED” by the Secretary
of State. The effective date of an approved file is specified on the Form 400 (see item B.5).
(Please Note: The 30™ Day after filing with the Secretary of State is calculated from the date the
Form 400 was stamped “ENDORSED FILED” by the Secretary of State.)

DO NOT DISCARD OR DESTROY THIS FILE

Due to its legal significance, you are required by law to preserve this rulemaking record.
Government Code section 11347.3(d) requires that this record be available to the public and to
the courts for possible later review. Government Code section 11347.3(e) further provides that
“....no item contained in the file shall be removed, altered, or destroyed or otherwise disposed
of.” See also the Records Management Act (Government Code section 14740 et seq.) and the
State Administrative Manual (SAM) section 1600 et seq.) regarding retention of your records.

If you decide not to keep the rulemaking records at your agency/office or at the State Records
Center, you may transmit it to the State Archives with instructions that the Secretary of State
shall not remove, alter, or destroy or otherwise dispose of any item contained in the file. See
Government Code section 11347.3(f).

Enclosures
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Final Text of
Proposed Amenuments to California Code of Reyuiations,
Title 18, Section 192

2. Mandatery-Audits_Selection.
(a) Definitions. For purposes of this regulation:

(1) "Personal property" means all property except real property.

(2) "Business tangible personal property" means personal property used in a profession, trade, or business,

and shall include vessels and/or aircraft if used in a profession, trade. or business.

(3) "Trade fixtures" means any fixtures that are used in connection with a trade or business.
(4) "Farming" is a business. When conducting an audit pursuant to this section of a farming or ranching

operation, the assessor must determine whether any racehorses taxable to the same taxpayer pursuant to Part 12
of Division 1 of the Revenue and Taxation Code have been underreported or escaped assessment.

(5) "Significant number of audits" means at least 75 percent of the fiscal year average of the total number of
audits the assessor was required to have conducted from the 2002—03 fiscal year to the 200506 fiscal year,
inclusive, on those taxpayers in the county that had a full value of four hundred thousand dollars ($400,000) or

more of locally assessable trade fixtures and business tangible personal property.

(6) "Taxpayers with largest assessments" means taxpayers that have the largest assessments of locally

assessable trade fixtures and business tangible personal property in the county for the applicable year of audit

lection.

(b) General Provisions.f&} The assessor must annually conduct a significant number of audits of the books and

records ofWhen-a taxpayers engaged in a profession, trade, or business who owns, claims, possesses, or controls
locally assessable trade ﬁxtures and busmess tangrble personal property in thea:ﬂ-_‘yx county—wh&eh—&eeefd-mg—te

(c) Significant Number of Audits. If the computation of the significant number of audits, as defined in

subdivision (a)(5). does not result in a whole number, the number must be rounded before calculating the
number of audits that must be performed on taxpayers selected from the pool of taxpayers with the largest
assessments and the number of audits that must be performed on taxpayers selected from the pool of all other
taxpayers in the county.

(1) Fifty percent of the significant number of audits must be performed on taxpayers selected from the pool

vl taxpavers with the largest assessments.

—




{A) This pool of taxpayers mv  : selected from a list of taxpayers in tt  »unty, ranked in descending

order by the total locally assessed value v1 both trade fixtures and business tangi. - . personal property.

(B) The qualified number of those taxpayers for inclusion in the pool must be that number equal to 50
recent of the significant number of audits multiplied by four.

(C) All taxpayers in the pool must be audited at least once within each four-year period following the

latest fiscal year covered by a preceding audit and the audit may combine multiple fiscal years.

(D) The assessor is relieved of the requirement to audit the taxpayer at least once every four years if the
assessor determines that the taxpayer’s assessments are no longer large enough for inclusion in the pool. If such
is determined, then the next ranking taxpayer not currently within the pool of taxpayers with the largest

assessments must be added to the pool.

(E) The assessor is not required to audit a taxpayer that is fully exempt from property taxation under
other provisions of law for purposes of the requirements of this section. Therefore, a taxpayer fully exempt from
property taxation must not be included in the pool of taxpayers with the largest assessments.

(2) The remaining 50 percent of the significant number of audits must be selected by the assessor from
among the pool of all taxpayers.

(A) These audits must be selected in a fair and equitable manner.
' (B) These audits may be based on evidence of underreporting as determined by the assessor.
(3) If the significant number of audits is an odd number, the assessor must determine how to split the odd

umber audit.

(ed) Other Audits. Nothing hereln shall be construed to proh1b1t an assessor from audltmg the books and

more frequently than

records of any taxpayer e
once every four years.

—~) Examples. The following hypothetical examples illustrate the audit selection process.

Example 1: Prior to January 1, 2009, a county with a total number of mandatory audits of 800 during the
2002-2003 fiscal year to the 2005-2006 fiscal vear was required to conduct 200 audits (800 + 4) per year.

2




- This county's significant number ¢ " —dits that must be conducted annually i~ *50 (75% x 200). Of the 150
annual significant number of audit. _J (50% x 150) must be from the pool . _.e taxpayers with the largest

assessments, and 75 (50% x 150) must be selected from among the pool of all other taxpayers in the county.
The number of taxpayers with the largest assessments that must be audited on a four year cycle is 300 (150

x 50% x 4).

Example 2: Prior to January 1. 2009, a county with a total number of mandatory audits of 61 during the
2002-2003 fiscal vear to the 2005-2006 fiscal year was required to conduct 15 audits (61 +~4 = 15.25,

rounded) per year. This county's significant number of audits that must be conducted annually is 11 (75% x
15.25 =11.4375, rounded). Ofthe 11 annual significant number of audits, 5.5 (50% x 11) must be from the

pool of the taxpayers with the largest assessments, and 5.5 (50% x 11) must be selected from among the
pool of all other taxpayers in the county. The county assessor must determine how to split the odd number
audit. The number of taxpayers with the largest assessments that must be audited on a four-year cycle is 22
(11 x 50% x 4). Therefore, during a four-year cycle, the county assessor would be required to audit five
from the pool of taxpayers with the largest assessments in the county and six from among the pool of all
other taxpayers in the county each year for two years; and six from the pool of taxpayers with the largest
assessments in the county and five from among the pool of all other taxpayers in the county each year for

the remaining two years.

Note: Authority cited: Section 15606, Government Code. Reference: Sections 106, 469 and 470, Revenue
and Taxation Code.



Final Text of
Proposed Amenuments to California Code of Re asations,
Title 18, Section 193

)3. Scope of Audit.
(a) When auditing a taxpayer under the requirements of seetiorRule 192, an assessor may audit for only one of

the fiscal years within the period specified in section 532 of the Revenue and Taxation Code if no discrepancy
or irregularity is found in the fiscal year selected for audit unless one of the provisions of subdivision (b) apply.

(b) When a discrepancy or irregularity is found in the fiscal year first selected for audit, the assessor shall audit
the remaining fiscal years for which the statute of limitations has not runexpired unless the_assessor documents
in the audit report his/her conclusion both that:

(1) thattThe discrepancy or irregularity in the fiscal year first selected is peculiar to that fiscal year; and

(2) thattThe discrepancy or irregularity did not permit-the-assessment-efdisclose:

(A) an escape assessment under the provisions of Revenue and Taxation Code sections 469, 502, 503,
531.3.0r531.4: or

(B) an error that resulted in property being incorrectly valued or misclassified that caused the property to
be assessed at a higher value than would have been on the roll if the error had not occurred. The error that
caused the property to be assessed at a higher value than would have been on the roll must be of "material
value" as defined in Rule 305.3 .under-the-provisions- he-Revenue-d

- Taxation-Code:

w®)(c) If property of a taxpayer who meets the requirements of seetienrRule 192 is selected by the California
State Board of Equalization (Bboard) as an assessment sample item as part of its assessment practices surveys,
the assessor of the county surveyed may consider the Board’s audit findings efthe-beard’s-Assessment
Standards-Divisionas the fulfillment of seetitenRule 192, providing no discrepancy or irregularity exists between
the findings and the corresponding property statement or report and providing hethe assessor maintains a copy
of such findings in his/her files. If the assessor determines that the findings disclose a discrepancy or irregularity
between the taxpayer’s books and records and the corresponding property statement or report, hethe assessor

shall ascertain the cause and audit all years within the statute of limitations-applieable-to-eseape-assessments.

¢e)(d) Nothing herein shall be construed to prohibit an assessor from auditing or reauditing any or all
statements or reports for which the statute of limitations has not rerexpired or to define the circumstances in
which property that has escaped assessment can be added to the roll.

(e) The statute of limitations may be extended through the execution of a mutually agreed upon waiver pursuant

to Revenue and Taxation Code section 532.1.

Note: Authority cited: Section 15606, Government Code. Reference: Sections 469, 502, 503, 531, 531.3,
531.4. 532 and 532.1, Revenue and Taxation Code.




T Final Text of
Proposed Amendments to California Code of Regulations,
Title 18, Section 371

371. Significant Assessment Problems.

(a) For purposes of Revenue and Taxation Code Ssection 75.60 and Government Code Ssection 15643,
“significant assessment problems” means procedure(s) in one or more areas of an assessor’s assessment
operation, which alone or in combination, have been found by the Board to indicate a reasonable probability
that either: ~

(1) the average assessment level in the county is less than 95 percent of the assessment level required by
statute; or

(2) the sum of all the differences between the bBoard’s appraisals and the assessor’s values (without regard
to whether the differences are underassessments or overassessments), expanded statistically over the assessor’s

entire roll, exceeds 7.5 percent of the assessment level required by statute.

(b) For purposes of this regulation, “areas of an assessor’s assessment operation” means, but is not limited to,
an assessor’s programs for:

(1) Uniformity of treatment for all classes of property.
(2) Discovering and assessing newly constructed property.
(3) Discovering and assessing real property that has undergone a change in ownership.

(4) Conducting mandatery-audits in accordance with Revenue and Taxation Code Ssection 469-and
PropertyTaxRule-192.

(5) Assessing open-space land subject to enforceable restriction, in accordance with Revenue and Taxation
Code Ssections 421 et seq.

(6) Discovering and assessing taxable possessory interests in accordance with Revenue and Taxation Code
Ssections 107 et: seq.

(7) Discovering and assessing mineral-producing properties in accordance with Property Tax Rule 469.
(8) Discovering and assessing property that has suffered a decline in value.

(9) Reviewing, adjusting, ahd, if appropriate, defending assessments for which taxpayers have filed
applications for reduction with the local assessment appeals board.

(c) A finding of “significant assessment problems,” as defined in this regulation, would be limited to the
purposes of Revenue and Taxation Code Ssection 75.60 and Government Code Ssection 15643, and shall not be
construed as a generalized conclusion about an assessor’s practices.

Note: Authority cited: Section 75.60, subdivision (b)(3). Revenue and Taxation Code; and Sections 15606,
subdivisions (a), (c), and (g). 15640, subdivision (f), and 15643, subdivision (b), Government Code. Reference:

Section 75.60, Revenue and Taxation Code; and Section 15643, Government Code.
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SUMMARY OF REGULATORY
ACTIONS

REGULATIONS FILED WITH
SECRETARY OF STATE

This Summary of Regulatory Actions lists regula-
tions filed with the Sccretary of State on the dates indi-
cated. Copies of the regulations may be obtained by
contacting the agency or from the Secretary of State,
Archives, 1020 O Street, Sacramento, CA 95814, (916)
653-7715. Please have the agency name and the date
filed (see below) when making a request.

File#2010-0302-01
BOARD OF EQUALIZATION
Mandatory Audits

This rulemaking amends three sections within Title
18 to amend the mandatory audit requirements current-
ly found in regulation to reflect the changes implement-
ed by AB 550, CH 297 Statutes of 2008. AB 550
changed the requirement from mandatory audits to re-
quiring assessors to conduct a “significant number of
audits” as defined in statute. There are also several oth-
er non—substantive changes made to the regulations

Title 18

California Code of Regulations
AMEND: 192,193,371
Filed04/14/2010

Effective 05/14/2010

Agency Contact:

Richard Bennion (916)445-2130

File#2010-0226-02
BUREAU OF AUTOMOTIVE REPAIR
Exhaust System Certificate of Compliance Fee

The Bureau of Automotive Repair (Bureau) adopts
section 3340.36.1 to Title 16 of the California Code of
Regulations to specify and set the fee for the neutral
testing centers (referee stations) for vehicle owners dis-
puting the results of tests for vehicular exhaust system
noise citations. Vehicle Code section 27150.2 requires
the referee stations to provide testing and certification
for vehicles that receive a citation from law enforce-
ment for violation of Vehicle Code section 27150 or
27151, Vehicle Code section 27150.2 requires the refer-
ce station to charge a fee to recover the costs incurred by
the Burcau in providing exhaust system noise citation
testing and certification. Currently, the referee station
provides the inspection and certification at no cost to the
vehicle owner. This regulatory action sets the fee at
$108.

623

Title 16
California Code of Regulations
ADOPT: 3340.36.1
Filed 04/12/2010
Effective 05/12/2010
Agency Contact: Tracy Brazil (916)255-2279
File#2010-0301-01
CALIFORNIA GAMBLING CONTROL
COMMISSION
Portable Personal Key Employce Licenses

This rulemaking action implements Senate Bill 730
(Chap. 438 of 2007) by establishing, as a separate Ar-
ticle within Division 18 of Title 4 of the California Code
of Regulations, a program for the portability of Key
Employee gambling enterprise licenses. The rulemak-
ing specifies the criteria and fees for portable Key Em-
ployee licenses and also adopts four new forms and
amends one other form for use in the program.

Title 4
California Code of Regulations
ADOPT: 12350, 12351, 12352, 12353, 12354,
12355 AMEND: 12008, 12335, 12340, 12342,
12343 renumbered as and merged with amended
12342, 12344 renumbered as and merged with
amended 123435, and 12348 renumbered as 12346
REPEAL: 12347
Filed 04/13/2010
Effective 05/13/2010
Agency Contact: James Allen (916)263-4024
File#2010-0301-04
CALIFORNIA HIGHWAY PATROL
Drivers’ Hours of Service— Motion Picture
Productions

This regulatory action adopts an exemption from the
existing driver hours of service (HOS) regulations that
allows drivers of property—carrying commercial ve-
hicles, operated to or from a theatrical or television mo-
tion picture production site, to operate under HOS rules
ineftect priorto November 11,2007,

Title 13
California Code of Regulations
AMEND:1201,1212,1213
Filed04/13/2010
Eftective 05/13/2010
Agency Contact: Gary Ritz (916)445-1865
File#2010-0329-04
CALIFORNIA STATE UNIVERSITY
Assignment of Priority

This is the amendment of CSU’s regulation regarding
priorities for housing. This matter is exempt from OAL
review pursuant to Education Code section 89030.1.
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VERIFICATION

I, Richard E. Bennion, Regulations Coordinator of the State Board of Equalization, state
that the rulemaking file of which the contents as listed in the index is complete, and that
the record was closed on April 2, 2009 and that the attached copy is complete. The file
was reopened on April 14, 2010 and updates were made to the text, and enhancements to
the justifications. The file was reclosed on April 14, 2010.

I declare under penalty of perjury under the laws of the State of California that the
foregoing is true and correct

A /% /545&2

Rlchard E. Bennion
Regulations Coordinator
State Board of Equalization




Final Statement of Reasons for
Proposed Amendments to California Code of Regulations,
Title 18, Sections:

192, Mandatory Audlits,
193, Scope of Audit, and

371, Significant Assessment Problems

Update of Information in the Initial Statement of Reasons

The factual basis, specific purpose, and necessity for the proposed amendments to
California Code of Regulations, title 18, sections (Rules) 192, Mandatory Audits, 193,
Scope of Audit, and 371, Significant Assessment Problems, are the same as provided in
the Initial Statement of Reasons.

The Board did not rely on any data or any technical, theoretical, or empirical study,
report, or similar document in proposing or adopting the amendments to Rules 192, 193,
and 371 that was not identified in the Initial Statement of Reasons, or which was
otherwise not identified or made available for public review prior to the close of the
public comment period.

The Board did not reject any reasonable alternatives to the proposed amendments to
Rules 192, 193, and 371 or any alternatives that would lessen the adverse economic
impact on small businesses. No alternative amendments were presented to the Board for
consideration.

Furthermore, the Board has determined that the proposed amendments to Rules 192, 193,
and 371 will not have a significant adverse economic impact on business.

No Mandate on Local Agencies or School Districts

The Board has determined that the proposed amendments to Rules 192, 193, and 371 do
not impose a mandate on local agencies or school districts.

Response to Public Comment

On January 26, 2010, the Board held a public hearing on the proposed amendments
to Rules 192, 193, and 371. No one appeared at the public hearing and no written
comments were received.

Alternatives Considered

By its motion, the Board determined that no alternative to the proposed
amendments to Rules 192, 193, and 371 would be more effective in carrying out the
purpose for which the amendments are proposed or would be as effective and less
burdensome to affected private persons than the proposed amendments.



No Federal Mandate

The adoption of the proposed amendments was not mandated by federal statutes or
regulations and there is no federal regulation that is similar to Rules 192, 193, or 371.



Updated Informative Digest for
Proposed Amendments to California Code of Regulations,
Title 18, Sections:

192, Mandatory Audlits,
193, Scope of Audit, and
371, Significant Assessment Problems

On January 26, 2010, the Board of Equalization (Board) held a public hearing on and
adopted the proposed amendments to California Code of Regulations, title 18, sections
(Rules) 192, Mandatory Audits, 193, Scope of Audit, and 371, Significant Assessment
Problems, described in the Notice of Proposed Regulatory Action. There have not been
any changes to the applicable laws or the effect of the proposed amendments to Rules
192, 193, and 371 described in the Informative Digest included in the Notice of Proposed
Regulatory Action.

Prior to its amendment by Statutes 2008, chapter 297, section 2 (Assem. Bill No. 550
(2007-2008 Reg. Sess.), effective January 1, 2009, Revenue and Taxation Code (RTC)
section 469 required county assessors to audit taxpayers that own, claim, possess, or
control locally assessable trade fixtures and business tangible personal property with a
full value of at least $400,000, at least once every four years. The Board adopted Rule
192 to provide guidance to county assessors regarding the mandatory audit requirement
and the Board adopted Rule 193 to provide guidance regarding the scope of audits
performed pursuant to Rule 192. The Board adopted Rule 371 to provide guidance to
county assessors regarding the assessment practices surveys the Board conducts pursuant
to Government Code section 15640, and Rule 371, subdivision (b)(4), refers to
mandatory audits conducted in accordance with Rule 192.

Statutes 2008, chapter 297 (Assem. Bill No. 550 (2007-2008 Reg. Sess.), section 2,
amended RTC section 469, effective January 1, 2009. The amendments deleted the
mandatory audit requirement and replaced the mandatory audit requirement with a new
requirement that county assessors conduct a "significant number of audits" of taxpayers
that own, claim, possess, or control locally assessable trade fixtures and business tangible
personal property as specified in RTC section 469.

The proposed amendments to Rule 192 replace the mandatory audit requirement with the
new requirement that county assessors conduct a "significant number of audits" of
taxpayers that own, claim, possess, or control locally assessable trade fixtures and
business tangible personal property as specified in RTC section 469. The proposed
amendments also add a citation to RTC section 106, which defines personal property, to
the reference note for Rule 192.

The proposed amendments to Rule 193 clarify the scope of the new audit requirement.
The proposed amendments to Rule 193 clarify the circumstances under which the
disclosure of a discrepancy or irregularity during a taxpayer’s audit will require a county
assessor to perform additional audits. The proposed amendments to Rule 193 divide



subdivision (a) into two smaller subdivisions, make the references to the Board
consistent, replace the word “section” with the word “Rule,” and make the rule gender
neutral. In addition, the proposed amendments add citations to RTC sections 502, 503,
531, 531.3, 531.4, 532, and 532.1 to the reference note for Rule 193.

The proposed amendments to Rule 371 delete the word “mandatory” and the reference to
Rule 192 from subdivision (b)(4). The proposed amendments to Rule 371 capitalize the
first letter in the word “board’s” in subdivision (a)(2), make the first letter of the word
“Section” lower case in subdivisions (a), (b), and (c), and change the word “Sections” to
“section” and delete the period in “et.” in subdivision (b)(5) and (6). The proposed
amendments also add citations to Revenue and Taxation Code section 75.60, subdivision
(b)(3), and Government Code sections 15606, subdivisions (a) and (g), 15640,
subdivision (f), and 15643, subdivision (b), to the authority note for Rule 371.

The purposes of the proposed amendments are to make Rules 192, 193, and 371
consistent with the recent amendments to RTC section 469, make other grammatical and
formatting changes, update the citations in the rules’ authority and reference notes, and
make the rules gender neutral. The proposed amendments to Rules 192, 193, and 371 are
necessary to provide guidance to county assessors that is consistent with the recent
amendments to RTC section 469, make grammatical and formatting changes, update the
citations in the rules’ authority and reference notes, and make the rules gender neutral.



STATE OF CALIFORNIA
BOARD OF EQUALIZATION

~ BOARD OF EQUALIZATION

A’ PROPERTY TAX COMMITTEE MEETING AGENDA
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Amendments to Property Tax Rules 192, 193, and 371

I. Issue

Should the State Board of Equalization (Board) authorize publication of amendments to Property Tax
Rule 192, Mandatory Audits, Property Tax Rule 193, Scope of Audit, and Property Tax Rule 371,

Significant Assessment Problems?

II. Alternative 1 - Staff Recommendation

Staff recommends that the attached proposed amendments to Property Tax Rule 192, Mandatory Audlits,
Property Tax Rule 193, Scope of Audit, and Property Tax Rule 371, Significant Assessment Problems, be

adopted and authorized for publication (see Attachment A).

III. Other Alternative(s) Considered

None
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VI.

Background

Under Government Code section 15606, subdivision (c), the Board is given the power and duty to
prescribe rules and regulations to govern local boards of equalization and assessment appeals boards
when equalizing and county assessors when assessing. In compliance with this duty, the Board has
adopted Property Tax Rules relative to the business personal property audit programs within the county
assessors' offices.

Assembly Bill 550 (Ch. 297, Stats. of 2008) amended Revenue and Taxation Code section 469 and
became effective on January 1, 2009. This bill changed the requirements for what was commonly known
as a mandatory audit by county assessors. The bill deleted the requirement that an assessor must audit
every four years taxpayers that own, claim, possess, or control locally assessable trade fixtures and
business tangible personal property with a full value of at least $400,000. Instead, an audit program must
be established by county assessors consisting of a "significant number of audits" as specified in Revenue
and Taxation Code section 469.

Discussion

Staff of the Property and Special Taxes Department, County-Assessed Properties Division, initiated a
project to amend Property Tax Rules 192, 193, and 371 to clarify the amendments to Revenue and
Taxation Code section 469. Interested parties were provided with proposed draft language for the rules on
May 20, 2009 (Letter To Assessors 2009/022) and invited to participate in the rulemaking effort. All
comments received were incorporated into the revised drafts (Attachment A). On July 9, 2009, the
California Assessors' Association, Executive Ad Hoc Committee—Mandatory Audit Level, advised that
the revised rule language was acceptable.

Alternative 1 - Staff Recommendation

Adopt and authorize for publication amendments to Property Tax Rule 192, Mandatory Audits, Property
Tax Rule 193, Scope of Audit, and Property Tax Rule 371, Significant Assessment Problems. The primary
focus of the proposed amendments is to reflect changes to Revenue and Taxation Code section 469.

A. Description of Alternative 1

Staff recommends that the attached proposed amendments to Property Tax Rule 192, Mandatory
Audits, Property Tax Rule 193, Scope of Audit, and Property Tax Rule 371, Significant Assessment
Problems, be adopted and authorized for publication (see Attachment A). Proposed amendments to
the rules include:

1. Changing the title of Property Tax Rule 192 to eliminate the word "mandatory" from the title.

2. Adding language to define terms used in recently amended Revenue and Taxation Code
section 469.

3. Deleting language that requires county assessors to audit every four years taxpayers that own,
claim, possess, or control locally assessable trade fixtures and business tangible personal property
with a full value of at least $400,000.

4. Adding language that clarifies the new "significant number of audit" procedures required by
Revenue and Taxation Code section 469.

5. Adding language to Rule 193 to clarify that a county assessor cannot forego an audit if in the fiscal
year first selected for audit no escape was found but an overassessment did occur.

6. Adding language to provide examples of the new audit procedures.
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B. Pros of Alternative 1

Amendments to Property Tax Rules 192, 193, and 371 will provide clarification for county assessors
regarding new audit procedures required by the amendments to Revenue and Taxation Code
section 469.

C. Cons of Alternative 1
None

D. Statutory or Regulatory Change for Alternative 1

Action by the Board to adopt changes to Property Tax Rules 192 and 193 will amend Title 18 of the
California Code of Regulations, chapter 1, subchapter 2, sections 192 and 193. Action by the Board to
adopt changes to Property Tax Rule 371 will amend Title 18 of the California Code of Regulations,
chapter 1, subchapter 4, section 371.

E. Operational Impact of Alternative 1
None
F. Administrative Impact of Alternative 1

1. Cost Impact

Development of Property Tax Rules is within the scope of the statutory duties of the County-
Assessed Properties Division and will be absorbed by existing staff.

2. Revenue Impact
None

G. Taxpayer/Customer Impact of Alternative 1

None

H. Critical Time Frames of Alternative 1
None

VII. Other Alternatives

A. Description of Alternative
N/A

Preparer/Reviewer Information

Prepared by: Property and Special Taxes Department; County-Assessed Properties Division

Current as of: August 28, 2009
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Rule 192. MANDATORY-AUDITS-SELECTION.

Reference: Sections 106, 469 and 470, Revenue and Taxation Code.
Authority: Section 15606, Government Code.

(a) DEFINITIONS. For purposes of this regulation:
(1) _"Personal property" means all property except real property.

(2) "Business tangible personal property" means personal property used in a profession, trade, or business, and shall include
vessels and/or aircraft if used in a profession, trade, or business.

(3) "Trade fixtures" means any fixtures that are used in connection with a trade or business.

(4) "Farming" is a business. When conducting an audit pursuant to this section of a farming or ranching operation, the assessor
must determine whether any racehorses taxable to the same taxpayer pursuant to Part 12 of Division 1 of the Revenue and Taxation
Code have been underreported or escaped assessment.

(5) "Significant number of audits" means at least 75 percent of the fiscal year average of the total humber of audits the assessor
was required to have conducted from the 200203 fiscal year to the 200506 fiscal year, inclusive, on those taxpayers in the county
that had a full value of four hundred thousand dollars ($400,000) or more of locally assessable trade fixtures and business tangible
personal property.

(6) "Taxpayers with largest assessments" means taxpayers that have the largest assessments of locally assessable trade fixtures
and business tangible personal property in the county for the applicable year of audit selection.

(b) GENERAL PROVISIONS. (; G : RS- The
assessor must annually conduct a signifi cant number of audlts of the books and records of When-a taxpayers engaged ina professmn

trade or business who owns, clalms possesses, or controls locally assessable trade fixtures and business tanglble personal property in

(c) SIGNIFICANT NUMBER OF AUDITS. If the computation of the significant number of audits, as defined in subdivision (a)(5), does
not result in a whole number, the number must be rounded before calculating the number of audits that must be performed on
taxpayers selected from the pool of taxpayers with the largest assessments and the number of audits that must be performed on
taxpayers selected from the pool of all other taxpayers in the county.

(1) _Fifty percent of the significant number of audits must be performed on taxpayers selected from the pool of taxpayers with
largest assessments.

(A) _This pool of taxpayers must be selected from a list of taxpayers in the county, ranked in descending order by the total
locally assessed value of both trade fixtures and business tangible personal property.

(B) The qualified number of those taxpayers for inclusion in the pool must be that number equal to 50 percent of the
significant number of audits multiplied by four.

(C) All taxpayers in the pool must be audited at least once within each four-year period following the latest fiscal year covered
by a preceding audit and the audit may combine multiple fiscal years.

(D) The assessor is relieved of the requirement to audit the taxpayer at least once every four years if the assessor determines
that the taxpayer's assessments are no longer large enough for inclusion in the pool. If such is determined, then the next ranking
taxpayer not currently within the pool of taxpayers with the largest assessments must be added to the pool.

(E) The assessor is not required to audit a taxpayer that is fully exempt from property taxation under other provisions of law
for purposes of the requirements of this section. Therefore, a taxpayer fully exempt from property taxation must not be included in the
pool of taxpayers with the largest assessments.

(2) The remaining 50 percent of the significant number of audits must be selected by the assessor from among the pool of all
taxpayers.

Page 4 of 7



BOE-1489-J REV. 3 (10-06)
FORMAL ISSUE PAPER

(A) These audits must be selected in a fair and equitable manner.

(B) These audits may be based on evidence of underreporting as determined by the assessor.

(3) If the significant number of audits is an odd number, the assessor must determine how to split the odd number audit.

(ed) OTHER AUDITS. Nothlng herein shall be construed to prohibit an assessor from auditing the books and records of any taxpayer

a)}-more frequently than once every four years.

(e) EXAMPLES. The following hypothetical examples illustrate the audit selection process.

Example 1: Prior to January 1, 2009, a county with a total number of mandatory audits of 800 during the 2002-2003 fiscal year to
the 2005-2006 fiscal year was required to conduct 200 audits (800 + 4) per year. This county's significant number of audits that
must be conducted annually is 150 (75% x 200). Of the 150 annual significant number of audits, 75 (50% x 150) must be from the
pool of the taxpayers with the largest assessments, and 75 (50% x 150) must be selected from among the pool of all other
taxpayers in the county. The number of taxpayers with the largest assessments that must be audited on a four year cycle is 300

(150 x 50% x 4).

Example 2: Prior to January 1, 2009, a county with a total number of mandatory audits of 61 during the 2002-2003 fiscal year to
the 2005-2006 fiscal year was required to conduct 15 audits (61 + 4 = 15.25, rounded) per year. This county's significant number of
audits that must be conducted annually is 11 (75% x 15.25 = 11.4375, rounded). Of the 11 annual significant number of audits, 5.5
(50% x 11) must be from the pool of the taxpayers with the largest assessments, and 5.5 (50% x 11) must be selected from among
the pool of all other taxpayers in the county. The county assessor must determine how to split the odd number audit. The number
of taxpayers with the largest assessments that must be audited on a four-year cycle is 22 (11 x 50% x 4). Therefore, during a four-
year cycle, the county assessor would be required to audit five from the pool of taxpayers with the largest assessments in the
county and six from among the pool of all other taxpayers in the county each year for two years; and six from the pool of taxpayers
with the largest assessments in the county and five from among the pool of all other taxpayers in the county each year for the

remaining two years.

History: Adopted April 10, 1968, effective May 12, 1968.
Amended January 8, 1969, effective February 12, 1969.
Amended December 12, 1969, effective January 11, 1970.
Amended March 24, 1971, effective April 25, 1971.
Amended October 18, 1973, effective November 25, 1973.
Amended December 15, 1976, effective January 21, 1977.
Amended July 31, 1980, effective November 19, 1980.
Amended July 27, 1982, effective February 10, 1983.
Amended and effective May 29, 1996.

Amended December 22, 1997, effective January 21, 1998.
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Rule 193.SCOPE OF AUDIT.

Reference: Sections 469, 502, 503, 531, 531.3, 531.4, 532, and 5632.1, Revenue and Taxation Code.
Authority:  Section 15606, Government Code.

(a) When auditing a taxpayer under the requirements of section-Rule 192, an assessor may audit for only one of the fiscal
years within the period specified in section 5632 of the Revenue and Taxation Code if no discrepancy or irregularity is

found in the fiscal year selected for audit unless one of the provisions of subdivision (b) apply.

(b) When a discrepancy or irregularity is found in the fiscal year first selected for audit, the assessor shall audit the
remaining fiscal years for which the statute of limitations has not run expired unless he the assessor documents in the
audit report his/her conclusion both that:

(1) the discrepancy or irregularity in the fiscal year first selected is peculiar to that fiscal year; and

(2) the discrepancy or irregularity did not permit the-assessment-of-disclose:

(A) an escape assessment under the provisions of Revenue and Taxation Code sections 469, 502, 503, 531.3, or
531.4; or

(B) an error _that resulted in property being incorrectly valued or misclassified that caused the property to be
assessed at a higher value than would have been on the roll if the error had not occurred. The error that caused the
property to be assessed at a hlqher value than would have been on the roll must be of "materlal value" as defined in Rule

{b) (c) If property of a taxpayer who meets the requirements of sestion-Rule 192 is selected by the California State Board
of Equalization (Bboard) as an assessment sample item as part of its assessment practices surveys, the assessor of the
county surveyed may consider the Board’s audit findings ef-the-board's-Assessment-Standards-Division as the fulfillment
of section-Rule 192, providing no discrepancy or irregularity exists between the findings and the corresponding property
statement or report and providing he the assessor maintains a copy of such findings in his/her files. If the assessor
determines that the findings disclose a discrepancy or irregularity between the taxpayer’'s books and records and the
corresponding property statement or report, he the assessor shall ascertain the cause and audit all years within the

statute of limitations applicable-to-escape-assessments.

{e) (d) Nothing herein shall be construed to prohibit an assessor from auditing or reauditing any or all statements or
reports for which the statute of limitations has not run expired or to define the circumstances in which property that has
escaped assessment can be added to the roll.

(e) The statute of limitations may be extended through the execution of a mutually agreed upon waiver pursuant to
Revenue and Taxation Code section 532.1.

History: Adopted April 10, 1968, effective May 12, 1968.
Amended December 12, 1969, effective January 11, 1970.
Amended January 16, 1985, effective February 15, 1985.
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Rule 371. SIGNIFICANT ASSESSMENT PROBLEMS.

Reference: Section 75.60, Revenue and Taxation Code.
Authority: Sections15643 and 15606, Government Code.

(a) For purposes of Revenue and Taxation Code Ssection 75.60 and Government Code Ssection 15643, “significant assessment
problems” means procedure(s) in one or more areas of an assessor's assessment operation, which alone or in combination, have been
found by the Board to indicate a reasonable probability that either:

(1) the average assessment level in the county is less than 95 percent of the assessment level required by statute; or

(2) the sum of all the differences between the bBoard’s appraisals and the assessor's values (without regard to whether the
differences are underassessments or overassessments), expanded statistically over the assessor’s entire roll, exceeds 7.5 percent of
the assessment level required by statute.

(b) For purposes of this regulation, “areas of an assessor's assessment operation” means, but is not limited to, an assessor's
programs for:

(1) Uniformity of treatment for all classes of property.

(2) Discovering and assessing newly constructed property.

(3) Discovering and assessing real property that has undergone a change in ownership.

(4) Conducting mandatery audits in accordance with Revenue and Taxation Code Ssection 469 and-Rroperty Tax-Rule-192.

(5) Assessing open-space land subject to enforceable restriction, in accordance with Revenue and Taxation Code Ssections 421
et. seq.

(6) Discovering and assessing taxable possessory interests in accordance with Revenue and Taxation Code Ssections 107 et.
seq.

(7) Discovering and assessing mineral-producing properties in accordance with Property Tax Rule 469.
(8) Discovering and assessing property that has suffered a decline in value.

(9) Reviewing, adjusting, and, if appropriate, defending assessments for which taxpayers have filed applications for reduction with
the local assessment appeals board.

(c) A finding of “significant assessment problems,” as defined in this regulation, would be limited to the purposes of Revenue and
Taxation Code Ssection 75.60 and Government Code Ssection 15643, and shall not be construed as a generalized conclusion about
an assessor’s practices.

History: Adopted February 4, 1997, effective May 16, 1997.
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MS. YEE: Good morning. We will call today's
Board of Equalization meeting to order. And before we
get started, I would like to welcome our newest member
to the Board, the Honorable Jerome Horton.

And please give him a round of applause. He's
really --

(Applause)

MS. YEE: He's going to be a terrific addition
to this Board and I think what I want to say to you,
Jerome, 1s welco<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>