State of California Board of Equalization

Sales and Use Tax Department
Special Taxes and Fees Department

Memorandum

To

From

Subject :

: Ms. Cynthia Bridges Date:  October 29, 2015

Executive Director (MIC 73)

Al

: Lynn"Bartolo, Acting Deputy Director

Sales and Use Tax Department (MIC 43)

Board Meeting November 17-19, 2015

Item N: Administrative Agenda

Proposed Revisions to Audit Manual (AM) Chapter 2, Preparation of Field
Audit Reports and Compliance Policy and Procedures Manual (CPPM),
Chapter 7, Collections

I am requesting approval to forward the attached revisions to the Board Proceedings Division
to be placed as a consent item on the Administrative Agenda at the November 2015 meeting.
The following sections are being revised to incorporate current policies and procedures:

AM Chapter 2, Preparation of Field Audit Reports

Sections 0201.10, 0204.12, 0204.16 and 0206.49
Section 0209.24

Section 0210.12

Exhibits 16 and 17

CPPM Chapter 7, Collections
e Section 764.040

The proposed revisions have been reviewed and approved by SUTD management, provided
to Board Members, and posted on the Board’s website at
http://www.boe.ca.gov/sutax/pmr.htm to solicit comments from interested parties. No
comments were received from interested parties.

A Board Member’s office provided comments regarding AM section 0204.16 and edits were
made to address their concerns. Based on the Legal Department’s subsequent review, it was
decided to delete the information on “Dissociated Partner” and “Unincorporated Entity” as it
does not belong in the discussion of dual determinations. The revision was reviewed and
approved by SUTD management and the Legal Department.
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October 29, 2015

If you have any questions, please let me know or contact Ms. Susanne Buehler at 324-1825.
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Attachment

(all with attachment)

Mr. David Gau (MIC 101)

Mr. Wayne Mashihara (MIC 47)
Ms. Susanne Buehler (MIC 92)
Ms. Lynn Bartolo (MIC 57)
Mr. Richard Parrott (MIC 88)
Mr. Kevin Hanks (MIC 49)
Mr. John Thiella (MIC 73)

Mr. Marc Alviso (MIC 101)
Mr. Chris Lee (MIC 101)

Ms. Leila Hellmuth (MIC 43)
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Approved:

Executive Director

STATE BOARD OF EQUALIZATION

BOARD APPROVED

Atthe __7) Suvemdec /7, A9L5  poard Meeting

Joann Riéfmond, Chief
Board Proceedings Division



FORM BOE-1296, ACCOUNT UPDATE INFORMATION 0201.20

Auditors must complete Form BOE-1296, Account Update Information (Exhibit 19), for
each audit report including on Forms BOE-414-C, the Report of Examination of
Records and Form BOE-414-B, Field Billing Order, with the exception of audits of
Fortune 500 businesses (www.fortune.com). Auditors must complete Form BOE-1296
after reviewing the taxpayer’s books and records. The form should be completed
during the course of field work — before the exit conference with the taxpayer and/or
representative. Form BOE-1296 should not be mailed or handed to the taxpayer for
completion and information to complete the form should not be obtained from the
BOE file or permit application. Detailed completion of Form BOE-1296 can assist in
determining a responsible person liability when needed. As soon as Form BOE-1296
is completed, a copy of it, along with proof of tax reimbursement and any documents
used to verify changes in corporate officer(s) or LLC member(s), should be routed to
the District Principal Compliance Supervisor, via the auditor’s supervisor.
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SPECIAL INSTRUCTIONS AND INFORMATION 0204.12

Below are typical notations that appear on the bottom of page 1 of the system-
generated report_(Form BOE-414-E). Hewever,-Tthese notations are entered on page
3 of Form BOE-414-A under “Special Instructions” (see AM section 0205.62 and
Exhibit 1, page 3).

(a) Alistof related accounts audited or examined in conjunction with the current
account (AM section 0205.46).

(b) A notation that security is available, especially in bankruptcy audits (AM
section 0203.195).

(c) la—ease—ofFor closed-out partnership accounts, a statement indicating that
there are general partners listed in the “General Audit Comments” of Form
BOE-414-A (AM section 0202.50).

(d) A special notation when separate determinations have been issued for expiring
periods, such as phone billing and FBO (AM section 0215.30).

(e) When a dual determination is involved, enter a notation_regarding the type of
dual determination (See AM section 0204.16), for example: regardingthe
Follossmes

* Predecessor’s liability

* Successor’s liability er

¢ Responsible Person Liability
¢ Suspended Corporation Dual




DUAL DETERMINATIONS 0204.16

Dual determinations may be issued against a dualee for some or all of the unpaid

liabilities of the primary taxpayer a—eerperation—and —its—corporate—officers;

shareholders—or-other responsiblepersons—or-entitiesfor any periods for which the
statute of limitations have not explred &HdeiLthe—Law ha#e—net—e*p&ed—m&der—t—he

DBual-determinations—may be-issued-asfollows:For detailed information on the most
common types of dual determinations, refer to the following sections in the
Compliance Policy and Procedures Manual (CPPM), Chapter 7, Collections:

1. Predecessor_Liability {Pual-—with—the sueecessor)— CPPM section 734.000,

Predecessor’s Liability for Successors Tax.

+2.  Successor Liability {Dual—with—the predecessor}— CPPM section
732.000, Successors Lzabllltu %en—a—sueeesser—er—a—p&reh&se%ef—a—steek—ef




Responsible Person_Liability (RTC section 6829 Dual) — CPPM section
764.080, Dual Determinations Under RTC section 6829 — Statutory Provisions
through CPPM section 764.180, Disproving Personal Liability Prior to NOD.

RTC section 6829 and Regulation 1702.5 set forth the requirements for
holding a responsible person personally liable for unpaid tax, interest, and
penalties owed by a corporation, partnership, limited partnership, limited
liability partnership or limited liability company (entity).

TheCentralizedCollection—Seetion{CCS)—Collection staff is responsible for

performing an investigation on accounts that are appropriate for the issuance
of an RTC section 6829 dual. However, the best time to gather evidence to
support potential personal liability under RTC section 6829 is while the entity’s
business is active (see CPPM section 726.015) or during an audit of the entity’s

records.
!




3-4. Suspended Corporation Dual - CPPM section 764.060, Dual

An permit-account number is required for all parties that are listed on a dual
determination. Since a dual determination cannot be issued without an permit-account
number, it is the auditor’s responsibility to ensure permit—account numbers are
obtained.

Add a notation indicating the type of dual determination on page 3 of Form BOE-
414-A under the “Special Instructions” caption (AM 0204.12). See also AM section
0206.49 for information on what to include in the “General Audit Comments”
embedded Word document on Form BOE-414-A, page 3, en—regarding dual
determinations.




DUAL DETERMINATION COMMENTS 0206.49

For information on types of Dual Determinations, see AM section 0204.16. AM
section 0204.16 provides a listing of Dual Determination situations and specifies the
applicable CPPM sections that describe the various dual determinations.

When making a Dual Determination (DUA) comment in the “General Audit
Comments” of Form BOE-414-A, page 3, the auditor should include the following
information for the identified dual determination:




In-eases-ofpl. Predecessor iLiability;the-auditer’s-comments-should-include-the
following:

The reason for the dual determination.

The name, address and permit number of the predecessor against whom
the dual determination is to be issued.

The period of the predecessor’s liability.

A discussion of the evidence showing that the predecessor discontinued,
transferred or sold the business or stock of goods to the successor. If
available, include a copy of the contract or other documentation of the
transfer of the business in the audit.

A discussion of the evidence showing that the predecessor had actual or
constructive knowledge that the successor was using the predecessor’s permit
or permit number (include a copy if available).

Inthe caseofs?2. Successor’s 1Liability:

The reason for the dual determination.

The name, address and permit number of the successor.

The limit of the successor’s liability (purchase price of the business or stock of

goods).

A description of the evidence that demonstrates the basis for the successor’s

liability. This includes how it was determined that the business or stock of
goods was sold or transferred to the successor and how the purchase price was
determined. If available, obtain a copy of the contract of sale.




43. Suspended Corporation Dual requests, provide information showing that the
corporation is a closely held corporation (see Regulation 1702.6).

In cases where the precise ownership of the business is unknown, see AM section
0202.45 for information on what to include in the dual determination comment.

Note: Where the dual determination period differs from the audit period, a separate

tax, interest and penalty computation is required for the dual and the respective
amounts included in the comments.




ALLOCATION OF TAX CHANGE RECOMMENDED BY AUDIT 0209.24

The general rule for allocating tax change recommended by audit is to prorate it to
local jurisdictions in the same ratios as reported by the taxpayer for the twelve quarter
summary provided on Form BOE-414-L, section I. It is not necessary to update Form
BOE—-414-L to reflect the last three quarters of the audit period. If, however, the date
of knowledge is such that the commencing date of reallocation is for earlier periods, all
periods subsequent to that date will be used to compute the ratios to prorate. Form
BOE-414-L, prepared in the field, will continue to reflect the last twelve quarters of
the audit period.

Allocation on an actual basis is required in those instances, such as transactions of a
non-recurrent nature, where the jurisdiction in which the taxable event occurred can
be readily and definitely ascertained.

The field auditor should enter the local tax that is to be allocated on a percentage
basis in the vertical “total” column only. Tax to be allocated on an actual basis will be
entered in the “total” column and also in the columns set up for particular
jurisdictions. Headquarters will complete the processing from this point.

Exhibits 16 and 17 cover local tax allocation guidelines for various transactions
involving special accounts. Refer to Compliance Policy and Procedures Manual
(CPPM), chapter 5, Exhibit 5 for a comprehensive discussion of the local tax allocation

guidelines.

Worksheet, 414-L, page 3 (BOE Audit Program)

Use of the electronic 414L page 3 worksheet (Exhibit 5, page 1) in the BOE Audit
Program is the preferred form for audits only requiring a local tax allocation based
on audit findings (as generally indicated in Section III, Allocation of Tax Change per
Audit, of Form BOE-414-L). Use of this worksheet saves time by providing familiar
pull-down lists to select proper taxing jurisdictions. Auditors should click on the 414L
Pg. 3 button under the Template Menu in Excel and complete the 414L Pg. 3. This
worksheet remains in the audit working papers.


https://www.boe.ca.gov/sutax/manuals/cpm-05.pdf

FURNISHING OF COPY OF FIELD BILLING
ORDER TO DISTRICT OF ACCOUNT 0210.10

Ordinarily, a field billing order is prepared only by the district of control for audit
purposes. If the district of control for audit purposes is different than the district of
account, a copy of the field billing order must be forwarded to the district of account at
the same time the field billing order is forwarded to the taxpayer.

GENERAL COMMENTS 0210.12
The following €comments eovering—the following—shouldmust be entered in the

“General Comments”:

(a) Type of Business Organization — (TBO)

(b) Beseription-of the business-Class of Business — (COB)
(cb) Explanation of the-tTax Cehange- — (ETC)

In addition to the above list, certain other comments may be applicable:
(a) Regulation 1595 (AM section 0206.42) — (COR)
(b) Successor’s Liability (AM section 0206.60) - (SCL)
(c) Dual Determination (AM section 0206.49) — (DUA)
(d) Discussion With Taxpayer (AM section 0207.10) — (DWT)
(e) Overpayment (AM section 0206.48) — (OVR)
(f) Credit Interest (AM section 0206.45) — (CRD)
(g) Penalty (AM section 0206.45) — (PEN)
(h) Tax Error on Returns — (AM section 0206.58) - (TER)
fa}(i) fe}-Underground Storage Tank - include the following information if
available:
* **UST Maintenance Storage Fee account number(s) of the tank owners.
» **Address where the tank is located.
* Tank owner’s name, address and phone number.
* Other information that may identify or locate tank owners.
** NOTE: Provide no more than five (5) account numbers and addresses and
only for principal locations.

COMPUTATION OF TAX, INTEREST, PENALTY 0210.18

Use the BOE’s computer system to compute tax, interest, and/or penalties. Attach the
Summary by Period schedule to all copies of Form BOE-414-B except the copy sent to
the taxpayer (AM sections 0217.00 — 0217.20).

10



ALLOCATION OF LOCAL SALES & USE TAX —

SPECIAL IN-STATE ACCOUNTS

EXHIBIT 16

Decision Table
Allocation of Local Sales and Use Tax
(Special In-State Accounts)

Existing Condition

2

3

4

5

6 7 8 9 10 | 1t
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Construction Contractor

Y

Y

Auctioneer

Vending Machine Operator:

Generally in Home County

Substantial Operations in Various

<
<[

Counties
- -

Itinerant Vendors (Traveling Permits)

Out-of-State Seller Close to California Border

SR e e D b nee Do

Interstate Sales (Title Passage Out of State)

Lessor (Leases Over 30 Days)

Ex-Tax Purchases:

Used at Permanent Place of Business_(where a
permit is required)

Used at Location Not Requiring Permit

Small Operator (less than $600 Local Tax a Year)

Large Operator (More than $600 Local Tax a Year)

Regular-Retail Sales from Permanent Business
Address

Allocate Tax To

=
[
N
o
W

Area Code of Permanent Place of Business (where a
permit is required)

X|® =

Countywide Code (xx999) of:

County of Jobsite, Auction or
Vending Machine

County of Permanent Business
Address Location

—County from-Which Salesman-Operates

County of Destination

County of Use

X

County Mailing Address

X

See CPPM Chapter 5, Exhibit 5 for comprehensive guidelines and



https://www.boe.ca.gov/sutax/manuals/cpm-05.pdf

ALLOCATION OF LOCAL SALES & USE TAX — EXHIBIT 17
SPECIAL OUT-OF-STATE ACCOUNTS
Decision Table
Allocation of Local Sales and Use Tax
(Out-of-State Accounts)
Existing Condition 1|2 |3 |4 |5 |6 |7 |78|89 910|101 112|413
Construction Contractor Installing Materials and Fixtures Y
. % I T Sal ;
Property Purchased Ex-Tax and Consumed at a Permitized Place of Y
Business
Property Purchased Ex-Tax and Consumed at a Location for Which Y
a Permit is not required
Cert U — Unable-Insufficient Information to Furnish Allocation Y
Delivery From Stock of Goods or Warehouse in California Y
No place of Business in California Y|Y
Place of Business in California Y|Y]|Y ¥|Y
Sales Negotiated at Out-of-State Location Y
Sales Negotiated at In-State Location Y|Y
Title Passage Out of State Y Y
Title Passage In-State Y
Interstate Sales Made Throughout California and tmpractical Y
Insufficient Information to Furnish-County-Allocateien of-Local
Use Tax
Leases Negotiated at Out of State Location Y
Loosecphlecolinied ol Sine Locnion ¥
Allocate Tax To 1 |2 (3|4 |5|6 |7 |78|89|910|10%|112|43
Area Code Assigned to Place of Business or warehouse where a X X X | X X
permit is required
Area Code of Jurisdiction that is Place of Principal Sales X
Negotiations
Countywide Code (xx999) of:
County of Use or Where Property is Installed X X X | X X X
—County- Where Stock-of Goods-or Warehouse Located X X
County of Jobsite
Statewide Code (59999) X X
* N for the a) on nf lo ac of moto ahicla

See CPPM Chapter 5, Exhibit 5 for comprehensive guidelines and exceptions.



http://www.boe.ca.gov/sutax/manuals/cpm-05.pdf

DUAL DETERMINATIONS — STATUTORY PROVISIONS 764.040

Dual determinations may be issued against a dualee for some or all of the unpaid
liabilities of the primary taxpaver for any periods for which the statute of limitations
have not explred 2
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