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PREPARATION OF FIELD AUDIT REPORTS 0200.00
INTRODUCTION 0201.00
START 21 PROGRAM 0201.01

The Start 21 program (Start 21) is an Excel workbook that consists of an Audit Information
Template (Template) and a collection of Board of Equalization (BOE) approved audit forms
that are common to most audits and electronically linked for use by field auditors. Many of
the forms have fields that use the same information. Data from the Template will populate
the common information in all the Start 21 forms and save time and effort.

The Template has an automation feature that populates the fields from IRIS. The “Fetch IRIS
INFO” button is used for this purpose. Once the Template is populated, review all the fields
for accuracy and if incorrect, edit manually. When the audit is completed, review TAR Al
and AUD MC to verify the Start 21 information is correct. If the information is not current,
update manually or run “Fetch IRIS INFO” button again. Start 21 is used to standardize
the electronic audit form templates used in the field and provide an efficient mechanism to
quickly update the forms as revisions become necessary.

AUDIT REPORT DEFINED 0201.03

The term “audit report” as used in this chapter means an auditor’s report of his or her
findings and recommendations after completion of an audit. Form BOE-414-A, Report of Field
Audit, is used when recommending an increase or decrease of the self-assessed tax. Form
BOE—-414-C, Report of Examination of Records, is used when a “no change” audit results.

FORM BOE—-414-A, REPORT OF FIELD AUDIT, DEFINED 0201.06

Form BOE-414-A, Report of Field Audit, is the auditor’s statement of findings and
recommendations, which is the basis of the system-generated field audit report. The system-
generated field audit report is neither a determination nor a refund and should never be
referred to as such. Determinations are made when a Notice of Determination is issued by
the BOE. Refunds are made when the BOE issues and mails a Notice of Refund and a refund
warrant is issued by the State Controller’s Office.

FORM BOE—414-B, FIELD BILLING ORDER, DEFINED 0201.09

Form BOE-414-B, Field Billing Order, is used to recommend an additional tax liability or
refund from procedures other than those used in regular audits. It is not an audit report
and does not change the audit status of the account.

FORM BOE—-414-C, REPORT OF EXAMINATION OF RECORDS, DEFINED 0201.10

Form BOE-414-C, Report of Examination of Records, is a “no change” audit report describing
the work performed in verifying the accuracy of a taxpayer’s returns. It records the
auditor’s findings with a minimum of written comments. It is not a “check sheet” to be used
indiscriminately or superficially; rather, it is a medium for an orderly report of the auditor’s
conclusions after examination of all pertinent records (Audit Manual (AM) sections 0211.00
— 0211.18). Under appropriate circumstances, Form BOE-414-C may be used as a schedule
for a “no change” portion of an audit resulting in a tax change.
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FORM BOE-596, REPORT ON ACCOUNT BEING
WAIVED FOR AUDIT, DEFINED 0201.12

Form BOE-596, Report on Account Being Waived for Audit, is a disclaimer of opinion that
provides a method of reporting a conclusion that an audit is not warranted and the assignment
is being closed. An approved Form BOE-596 has the same effect as an audit report in that
it removes an account from the list of active accounts eligible for audit. See AM sections
0212.00 — 0212.09 for instructions in preparing this form. Exhibits 13 and 14 provide
illustrations of a completed Form BOE-596 for office and field waivers, respectively.

FORM BOE—414-Z, ASSIGNMENT ACTIVITY HISTORY, DEFINED 0201.14

Form BOE-414-Z, Assignment Activity History, is used to provide a history of taxpayer
contacts, staff actions, taxpayer or taxpayer representative responses and significant events
that occur during the course of an assignment. .See AM section 0221.00.

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.

Updating Corporate Officer or LLC Member Information

When completing Form BOE-1296, auditors must verify corporate officer (officer) or LLC
members (member) in IRIS on TAR Al. If there is a change of officer or member, auditors
must attach a copy of the documents used to verify the information before submitting Form
BOE-1296 to compliance staff.

Documents used to verify an officer or member change include, but are not limited to, the
following:

e Validated copies of Secretary of State (SOS) forms filed with the SOS.
* A copy of the corporate minutes stating a change of officers.

* A signed letter from the corporation or LLC, preferably on corporate or LLC
letterhead, authorizing the corporation or LLC requester to make such changes
and also documenting the officer or member change.

* A copy of the bill of sale showing a transfer of the corporate stock to the new
officer(s).

* SOS Information obtained by an External Agency Tracking System request.
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Form BOE-1296, Account UPDATE INFORMATION (Conr. ) 0201.20
Other Information

Form BOE-1296 allows auditors to record information regarding a taxpayer’s bank accounts,
merchant account provider (credit card processor), accounts and notes receivables, and
suppliers. This form also allows the auditor to indicate whether a taxpayer includes or adds
sales tax reimbursement to the sales price of tangible personal property. Examples of the
taxpayer’s records illustrating that the taxpayer included or added sales tax reimbursement
to the sales price of tangible personal property include:

e copies of sales invoice(s),

* register receipts,

¢ internet information, and

e other point-of-sale documentation.

The examples must be included with Form BOE-1296 in the Forms subfolder of the audit case
folder. Any statements made by a taxpayer regarding payment of the liability (for example,
statements that the taxpayer is unable to pay the entire liability at once but can pay it over
the next four months) should also be documented on the back of this form.

In the case of automobile or mobile home dealers, Form BOE-1296 should include the value
and location of all non-disbursed escrow accounts established for funds received from buyers
as whole or partial payment for mobile homes.

In bankruptcy cases, the auditor is required to include the following comments:
* Type of Bankruptcy filed, such as Chapter 7, 11, 13.
e Petition date (the date the bankruptcy was filed).
* Bar date (or the last day to file a claim), Case Number, and Court of Jurisdiction.

In addition, auditors should note the names of the corporate officers at the business during
the period of liability and those in charge when the audit is completed, with any differences
noted.

IMPORTANCE OF PROMPT COMPLETION OF REPORTS 0201.21

All audit assignments are to be completed promptly. Priority is given to reaudits to timely
clear petition and refund cases. Priority is also given to “legal” audits (bankruptcies, probates
and assignments) to allow BOE sufficient time to meet statutory requirements of claims.
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FORM BOE-414-A, PAGE 1, REPORT OF
FIELD AUDIT 0202.00

GENERAL 0202.03

The majority of the fields on page 1 of Form BOE-414-A, Report of Field Audit, are populated
from the Template in the Start 21 program (see AM section 0201.01). Use the information
in this chapter to ensure the fields on Form BOE-414-A (as populated from Start 21) are
prepared in accordance with the instructions in this chapter. If the information populated
from Start 21 is not correct, update the Template manually. In most cases, a Notice of
Determination will be prepared directly from information shown on page 1 of the system-
generated version of the BOE-414-A report.

ACCOUNT NUMBER 0202.10

The complete account number is populated from Start 21 and includes the two-letter tax
code, the two or three letter office code and the eight- or nine-digit number portion of the
account number (e.g., SR-AC-013-654321), as it appears on Form BOE-414. Some accounts
have a three-letter tax code, of which the first two letters represent the taxable activity type
and the third letter is the taxable activity indicator. For example, SRY AC 013-654321 and
SR Z AC 013-654321.

If a permit has not been issued, the district office will obtain a permit for the taxpayer.
Arbitrary numbers are no longer issued for audits, and an issue and cancel permit may be
necessary for taxpayers who are no longer in business. If the determination is for use tax
on a vehicle, vessel or aircraft, the district office will contact the Consumer Use Tax Section.

The auditor will ascertain changes from the Taxable Activity Registration System, Account
Inquiry (TAR Al). If the auditor notes changes or discrepancies in the taxpayer’s account
information, the auditor must notify District Compliance. See AM section 0219.03 for further
information.

CASE ID 0202.12

The Case ID number is a unique identifier for an audit. The Case ID number, as noted in
the Audit Subsystem, is populated from Start 21.

ACT. (ACTIVE) — CO. (CLOSE-OUT) 0202.13

Place an “X” in the appropriate box to indicate whether the account is active or closed out
at the end of the audit period.

B.A. (BUSINESS ADDRESS) 0202.15

The Business Address is populated from Start 21 and is the address at which the business
is actually conducted if different from the mailing address. Otherwise, “Same” should be
noted in this field. If the registration system (screen TAR Al) shows a different business
location and/or mailing address, the auditor must notify District Compliance as discussed
in AM section 0219.03. It is very important that the registration be immediately corrected.
The auditor will not be able to enter a different business address than the one displayed on
the registration system when preparing audit reports (Form BOE-414-A or system-generated
audit report).

DATE OF REPORT 0202.18

The date of the audit report is the last date the auditor charges time to the assignment. In
the case of audits returned for correction, the completion date will be changed to the actual
date the assignment was last considered even though no additional time charges are required.
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AREA CODE 0202.21

The twelve (12) digit area code is populated from Start 21. Check TAR AI for accuracy.
However, when additional local tax liability or credit is to be allocated or reallocated to more
than one local jurisdiction, the auditor must prepare Form BOE-414-L, Auditor’s Worksheet
— Local Sales and Use Tax Allocation (AM section 0209.00). In those rare instances where
the entire additional local tax liability is to be allocated to a single jurisdiction other than
that in which the permit is located, prepare Form BOE-414-L using the area code for the
jurisdiction receiving the allocation and provide a brief explanation of the allocation of the
local tax to such jurisdiction in the “General Audit Comments” of Form BOE—-414-A.

See AM section 0209.15 regarding changes in tax area code during the audit period due to
incorporation, annexation or relocation.

NORTH AMERICAN INDUSTRY CLASSIFICATION SYSTEM (NAICS) CODE 0202.27
The NAICS code is populated from Start 21. Check TAR Al for accuracy (AM section 0206.21).

EXTRA COPIES 0202.33
Leave this section blank.
FIRM NAME 0202.36

This field is populated from Start 21. Check TAR Al for accuracy. If the taxpayer is operating
the business under a fictitious business name (e.g., H.M. Jones, firm name, “The Wagon
Wheel”), the fictitious business name appears on this line. If the taxpayer does not use a
firm name, the line should be blank.

OWNER 0202.39

This field is populated from Start 21 and is the correct legal name of the taxpayer (do not
abbreviate). The taxpayer’s legal name should be entered on audit reports as is, even if part
of the name is abbreviated. However, an auditor should not initiate the abbreviation of any
part of the taxpayer’s legal name.

The taxpayer’s legal name must be accurate since determinations issued to the wrong person
are invalid. Ensure the correct name is populated in the designated space on Form BOE-
414-A even if it is different than the name in which the permit was issued. If any changes are
necessary to correct the taxpayer’s name or address as it appears in the BOE’s records, the
auditor must immediately notify District Compliance as discussed in AM section 0219.03.
The correct information cannot be entered on the audit report until the registration system
information is updated.
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WHERE PROPRIETOR’S NAME IS IN DOUBT 0202.42

If there is no question as to the identity of the owner, but only a question as to the correct
name, the correct name should appear on the audit report. The auditor must contact
District Compliance immediately to have the name changed. As stated previously, the correct
information cannot be entered on the audit report until the registration system information
is updated (see AM section 0219.03). For example:

Old name: California Glass Company, Inc.

Correct name: California Glass Company, Ltd., or

Old name: J. O. Smith
Correct name: Oliver Smith
WHERE PRECISE OWNERSHIP IS UNKNOWN 0202.45

If it is impossible to determine the identity of the owner, the auditor should ascertain the
name and permit number of all possible or probable owners and enter those names and
permit numbers under a separate heading in the “General Audit Comments” of Form BOE—-
414-A. This information allows issuance of a Notice of Determination against all possible
parties who may be liable for the tax. In these cases, enter on page 1 of Form BOE-414-A
the registered owner of the permit number audited. Then, enter the following notation on
page 3 of Form BOE-414-A under “Special Instructions”: “Attention Audit Determination
and Refund Section — Dual determinations requested.” A dual determination cannot be
issued without a permit number. Therefore, if a person listed as a probable owner is not
registered with the BOE, the auditor should contact District Compliance to obtain a “53”
series arbitrary permit number for that person.

If the auditor is not going to request the dual determination in conjunction with the current
audit billing, the auditor should send a copy of Form BOE-414-A and all available supporting
documentation to the district of account of the probable owner for further investigation.

INDIVIDUAL PROPRIETORS 0202.48

Ensure the name of the owner and the fictitious business name, if any, are populated on
the form where indicated.

HUSBAND AND WIFE CO-OWNERSHIP 0202.49

Some accounts are registered as a husband and wife co-ownership. Ensure the name of
both the husband and the wife are entered on the form:

Example: John F. and Mary G. Smith
PARTNERSHIP ACCOUNTS 0202.50

To inform general partners of their partnership’s tax liability, the Integrated Revenue
Information System (IRIS) automatically sends notices of determination to all known general
partners on all partnership accounts, including closed-out accounts, at the time the initial
notice is prepared. A separate notice is sent to the partnership entity.

For closed-out partnership accounts, the auditor must enter the name and address of all
known partners in the “General Audit Comments” of Form BOE-414-A, under the caption
“RUPA Compliance” (AM section 0206.55). In addition, the auditor must place a statement
on page 3 of Form BOE-414-A under the “Special Instructions” caption, indicating that there
are general partners listed in the "General Audit Comments” of the form.
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GENERAL PARTNERSHIPS 0202.51

Ensure only the name of the partnership is populated on the form. The names of all partners
are to be listed in the “General Audit Comments” of Form BOE-414-A, under the caption
“Type of Business Organization” (see AM section 0206.12).

If the account is not registered in the partnership name (e.g., a partnership name was not
provided at the time of registration), then the account registration needs to be changed
to reflect the partnership entity as the owner of record. To have the account registration
changed, the auditor must notify District Compliance as discussed in AM section 0219.03.

LIMITED PARTNERSHIPS 0202.54

Unlike general partnerships, all limited partnerships (and limited liability partnerships) are
required to register with the Secretary of State. Ensure the limited partnership’s name, as
registered with the Secretary of State is populated on Form BOE-414-A. List all partners,
however, with their designation in the “General Audit Comments” of Form BOE-414-A,
under the caption “Type of Business Organization” (see AM section 0206.12). For example:

“Limited Partnership. John L. Ritter, general partner, and Robert M. Kyle, limited partner.”
LIMITED LIABILITY COMPANIES 0202.56

Ensure the name of the limited liability company is populated in the section provided on the
form. The name of each limited liability company must be followed by the letters “LLC.” List
the names of managers, members, and any officers with their designations in the “General
Audit Comments” of Form BOE-414-A, under the caption “Type of Business Organization”
(AM section 0206.12).

CORPORATIONS 0202.57

If the corporation operates under a fictitious business name, ensure both the corporate name
and the fictitious business name are populated on the form. The auditor must ascertain
the correct corporate designation, such as Company; Co.; Company, Inc.; Co., Inc.; Inc.;
Incorporated; or Ltd., since many corporations have names which are identical except for a
difference in such designations. List the names of the primary officers of the corporation in
the “General Audit Comments” of Form BOE-414-A, under the caption “Type of Business
Organization” (AM section 0206.12).

Dual determinations may be issued against a corporation and its corporate officers,
shareholders or other responsible persons. See AM section 0204.16 for further information.

PRIVATE TRUSTS 0202.60

Ensure the names of the trustees in addition to the name under which the business is
operated is populated in the section provided on the form. Do not include the names of the
beneficiaries.

JOINT VENTURES 0202.63

Ensure the name of each party to the venture in addition to the name under which the
venture is being conducted is populated on the form.
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NAME CHANGES DUE TO MARRIAGE 0202.66

If a person who operated a business under a maiden name is later married and continues

to operate the business as sole owner, ensure the name and firm name are populated on
the form as follows:

FIRM NAME Robin Hood Tearoom
OWNER Robin Smith, formerly Robin Jones
DECEASED TAXPAYERS (PROBATE CASES) 0202.69

If the report covers the operations of a decedent, ensure the name and firm name are
populated as follows:

FIRM NAME Acme Electrical Works
OWNER John Smith, deceased

If the audit covers operations subsequent to date of death, where the business is operated
by a personal representative, then the name and firm name should appear as follows:

FIRM NAME Acme Electrical Works
OWNER Estate of John Smith, deceased

Peter Jones, Executor
The name and firm name should be shown in this manner whether or not the personal

representative (executor, executrix, administrator, administratrix, etc.) has obtained a new
permit.

If a deceased taxpayer’s business is operated after the taxpayer’s death, two audit reports
(BOE-414-A) are required, one for the period prior to death and one for the period when the
business is operated by the decedent’s personal representative.

BANKRUPTCY CASES 0202.72

For the period during which the business was operated by the debtor, ensure the name and
firm name are populated in the same manner as though the taxpayer was not a debtor. For
the period during which the business is operated by a trustee, the name and firm name
should appear as follows:

FIRM NAME Elite Restaurant
OWNER Estate of John Smith, debtor

Peter Jones, Trustee

As in probate cases, the above style should be used whether or not a new permit has been
obtained.

If a taxpayer operates a business after filing a bankruptcy petition, two audit reports (BOE—-
414-A) are required, one for the period prior to bankruptcy and one for the period when the
business is operated by the trustee under the jurisdiction of the court.
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ASSIGNMENT FOR THE BENEFIT OF CREDITORS 0202.75

For periods during which the business is operated by an assignor, the assignor’s name and
firm name should appear as though no assignment had been made. For the periods during
which the business is operated by the assignee, the name and firm name should appear as
follows:

FIRM NAME Best Bakery
OWNER Peter Jones, Assignee for John Smith

RECEIVERSHIP 0202.78

If a court has appointed a receiver, ensure the name and firm name are populated as it was
prior to the receivership. However, the name and firm name for periods operated by the
receiver should appear as follows:

FIRM NAME Alaska Fur Store
OWNER John Jones, Receiver for Peter Smith

GENERAL RESPONSIBILITIES 0202.80

If the district office learns that a taxpayer’s account (any business tax) is involved in
bankruptcy (either Chapter 7, 11, or 13), assignment or probate, the district office will enter
this information on the Legal subsystem.

Special timelines and procedures apply to audits concerning bankruptcies, assignments
for the benefit of creditors, receiverships, and probates. To ensure the timely preparation
and filling of appropriate claims by the Special Operations Branch, “Legal” audits must be
transmitted to Headquarters one month prior to the claims bar date (see Compliance Policy
and Procedures Manual (CPPM) section 740.000 and AM section 0215.21).

M.A. (MAILING ADDRESS) 0202.81

This field is populated from Start 21 and is the taxpayer’s current mailing address. If the
mailing address shown on TAR Al is different, the registration records must be corrected. To
correct the registration records, the auditor must notify District Compliance as discussed
in AM section 0219.03.

To ensure proper notification to the taxpayer in the event of a liability or refund, it is important
to verify the taxpayer’s mailing address at the time of the investigation or audit. District staff,
upon noting a change in the mailing address, must notify District Compliance for entry on
the registration system as discussed in AM section 0219.03. The on-line registration system
allows immediate changes to be made to the mailing address on active and closed out sales
and use tax accounts.

If the BOE is about to issue a determination close to statute or on a closed-out account
and if BOE staff is uncertain about the taxpayer’s correct address, or has information of a
possible alternate address, then the determination will be mailed to the last address of record
received from the taxpayer in addition to any other address believed to be the taxpayer’s
correct address.

JURIS — AMOUNT 0202.84

Leave this section blank. This information is found on Form BOE-414-A, page 2, Analysis
of Measure of Tax by Class of Transaction and Tax Estimate.
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FORM BOE-414-A, PAGE 1
LIABILITY (OR CREDIT) DISCLOSED BY AUDIT 0203.00

GENERAL 0203.03

Enter the amounts for tax and penalty in the spaces provided. The date to which interest is
computed is populated from the Start 21 Template. This information allows all reviewers and
users of the audit report to easily cross-check these figures. The auditor will not enter the
amount of interest since interest computation in the system is made by audit control after
the audit report is turned in for processing. At that time, audit control enters the interest
in the space provided on Form BOE-414-A.

PERIOD 0203.06

The beginning and ending dates of the period audited are populated from Start 21, and
include any reporting periods for which no tax change is recommended. Generally, unless
there are circumstances such as a close out, an audit period should encompass at least
twelve quarterly reporting periods. If the audit report is completed with less than twelve
quarterly reporting periods, provide a brief explanation of why the period is shorter, in the
“General Audit Comments” of Form BOE-414-A.

With the exception of periods extended through amnesty, the audit period should not include
any reporting period which has expired under the statute of limitations unless the taxpayer
signed Form BOE-122, Waiver of Limitation, which is included with the audit report. Unless
otherwise instructed, all audit periods include the last completed reporting period preceding
the date audit work is commenced.

Generally, the period covered by audit does not include any period that would expire within
30 calendar days of the date the audit is transmitted to Audit Determination and Refund
Section (ADRS). Audit reports containing recommendations for additional liability for periods
that are about to expire and where no waiver has been secured should be transmitted at
least 30 calendar days prior to the date on which such liability will expire. (See AM section
0215.27, especially for audit periods not meeting the 30 calendar day requirement.) On
close-out audits, the period covered will conclude with the last day the business operated.

INTEREST TO 0203.09

The date to which interest is computed, as shown on the system-generated Sales Tax
Calculation Summary page, is populated from the Start 21 Template.

TOTALS 0203.12

Audit Control enters the tax, interest, and penalty totals from the system-generated Sales
Tax Calculation Summary page.

CREDITS/DEBITS 0203.15

These three boxes are for Headquarters use. Enter credits available for application to audit
liabilities in the “Special Instructions” section on page 3 of Form BOE-414-A (AM section
0205.62). These credits may be in the form of payment on account, application of a cash
deposit, time certificates of deposit, book entry time deposit, fully paid investment certificates,
or a combination of these. The auditor should review the taxpayer’s records in IRIS (TPS TP)
to determine if the BOE holds security deposits for the taxpayer.

Unmatched prepayments that were not cleared under AM section 0208.83 should not be
applied against audit or field billing recommendations. The auditor should identify and explain
such unmatched prepayments in the “General Audit Comments” of Form BOE-414-A. ADRS
will make the adjustment accordingly.
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REVENUE AND TAXATION CODE (RTC) SECTION 6406 CREDITS 0203.16

Form BOE 414-A, page 2 reflects credit or debit adjustments to credits taken on returns
for taxes paid to other states. Offset credit interest and offset credit penalty for negligence,
failure to file, and/or fraud will be allowed on RTC section 6406 Credits.

BALANCE 0203.18
Leave this section blank.
PENALTIES 0203.21

Provide an explanation of the penalty recommended in the space indicated by the asterisk
(*)- The following are typical explanations of penalty recommendations in sales and use tax
audits:
Negligence
Penalty of 10% has been added for negligence.
Penalty of 10% has been added for intentional disregard of the law or authorized rules
and regulations.
Fraud
Penalty of 25% has been added for fraud or intent to evade the law or authorized rules
and regulations.
Failure to File Returns
Penalty of 10% has been added for failure to file returns.
Penalty of 10% has been added for quarter ended 9/30/xxxx for failure to file a return.

Penalty of 10% has been added for the month of November xxxx for failure to file a return.

Failure to Remit Sales Tax Reimbursement or Use Tax Collected
Penalty of 40% has been added for failure to timely remit sales tax reimbursement or
use tax collected from customers.
Misuse of Resale Certificates
Penalty of 10% or $500, whichever is greater, has been added for each misuse of a resale
certificate.
Non-Permitted Sellers and Consumers
Penalty of 50% has been added for operating without a permit.

Two penalties

Penalty of 25% for fraud or intent to evade the law or rules and regulations plus penalty
of 10% for failure to file returns has been added.

Penalty of 10% has been added for the period from 7/1 /xxxx to 12 /31 /xxxx for negligence
and penalty of 10% has been added for the period from 1/1/xxxx to 6/30/xxxx for
failure to file returns.

See AM Chapter 5, Penalties, for more information on penalties.
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FORM BOE-414-A, PAGE 1 — ANALYSIS OF MEASURE OF TAX BY
CLASS OF TRANSACTION 0204.00

GENERAL 0204.03

The Analysis of Measure of Tax by Class of Transaction is detailed on Form BOE-414-A, page
2 (see Exhibit 1, page 2). The non-compliance code provides a clear and concise description
of each class of transaction. To see the table of non-compliance codes, click the IRIS TB
drop down menu and select “Non-Compliance Codes.” Different classes of transactions,
where separately identified in the audit working papers, should not be lumped together
under one category even though consolidated on the “Taxable Measure,” Schedule 12 (i.e.,
self-consumed merchandise, sales of furniture and equipment, etc., should not be lumped
together with an understatement of taxable sales based on application of markup).

Keeping the description of each class of transactions separate is vital because the system-
generated copy of this report is sent to the taxpayer, which serves as the summary of the
audit findings. Frequently, taxpayers file petitions for redetermination because the taxpayer
is unable to understand or reconcile the “Analysis of Measure of Tax” with the information
furnished by the auditor. Many of these petitions can be avoided by keeping the descriptions
of each class of transactions separate and by providing clearer, more specific and precise
descriptions.

The auditor should give the taxpayer sufficient information to reconcile the summary of audit
findings appearing under the “Analysis of Measure of Tax” with the taxpayer’s records. This
information should be in the form of copies of audit working papers, which will include all
lead schedules necessary to reconcile with Form BOE-414-A. In some cases, a discussion
of the results of audit findings may be sufficient, particularly when the audit is not too
complex and only one or two classes of transactions may be involved. Even in these instances,
however, a condensed summary of the audit findings should be included and would be
appropriate, if for no other reason than to refresh the taxpayer’s memory concerning the
“Report of Field Audit.”

ADJUSTMENTS BY CATEGORIES 0204.06

A system-generated audit report (BOE-414-E) itemizes each item of adjustment. Therefore,
the auditor need not make adjustments by category, such as Taxable Measure Understated/
Overstated. The auditor should merely list all the items of adjustment found in the audit in
numeric sequence (see Exhibit 1, page 2).

Where taxpayer’s records are inadequate or nonexistent and a deficiency is recommended, an
adequate explanation of each item should be made in accordance with the list of categories
created by the auditor.
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CLASSIFICATION OF TRANSACTIONS 0204.09

The auditor will provide a sufficient explanation of the detailed adjustments in numeric
order on the form. Analysis of the differences for all taxes should be similar in form as the
following example:

1. Omission in reporting sales of equipment — Actual $ 50,836
2. Sales of scrap metal not reported — Actual 2,820
3. September 20XX cash sales not reported 16,095
4. Equipment purchased ex-tax from out-of-state retailers — Actual 80,325
S. Self-consumed supplies purchased for resale subject to use tax

based on test of August 20XX 32,090
6. Channel iron withdrawn from resale stock used for plant additions

subject to use tax — Actual 13,925
7. Disallowed claimed resales developed by test of July 20XX 84,659
8. Errors in compiling returns from records — Actual 5,295
9. Sale to State of California claimed in error as U.S. Government

sale — Actual 3,500
10. Sale to Department of Agriculture not claimed as a U.S. Government

sale — Actual - 3,050
11. Discounts claimed on sales for resale disallowed based on test of

3 Quarter 20YY 4,080
12. Error in compiling taxable cash discounts based on test of

2nd Quarter 20ZZ -1,550
13. Disallowed claimed returned merchandise deduction — Actual 8.500
Total $297,525

Whenever the measure of tax is different for State, Local, County, STTI, or District, the
auditor will list the applicable measure of each tax, where different, in a separate column,
with a heading at the top of each column, indicating the type of tax. (See Exhibit 1, page 2.)

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). These 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) A list of 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

0203.15).

(c) For 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:

* Predecessor’s liability

* Successor’s liability

* Responsible Person Liability
e Suspended Corporation Dual
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SPECIAL INSTRUCTIONS AND INFORMATION (Cont.) 0204.12
(f) “Urgent” or “Attention” Notices, such as:

» Urgent: waiver expires (date).
e Attention: A 10% finality penalty of $XX will be added by Headquarters.
(g) Notation to Headquarters, such as:

* For tax deficiencies disclosed by audit but reported by taxpayer on a subsequent
return, a comment that an amended return was obtained from the taxpayer for the
period in which the amounts were reported and a notation that a copy is attached.

* Status of account, such as Escrow pending, or if a legal audit, such as Bankruptcy,
Assignment, or Probate, is involved.

(h) A notation that surety bond exoneration is involved.
(i) If a Fraud Penalty or Jeopardy Determination is involved, notations, such as:

* Fraud Penalty Recommended

* Jeopardy Determination Recommended — See attached memo. (AM section 0204.15)
(j) A statement regarding copy instructions.

(k) A notation if a “Subpoena” is issued for taxpayer’s records.

RECOMMENDATIONS REQUIRING ADMINISTRATOR’S APPROVAL 0204.14

Whenever a fraud or intent to evade penalty or jeopardy determination (AM section 0204.15)
is recommended, a memorandum is required from the District Administrator to the Chief,
Headquarters Operations Division, for fraud or intent to evade penalties or the Chief, Tax
Policy Division, for jeopardy determinations. Copies of the memorandum will be sent to the
Chief, Field Operations Division.

The memorandum will include all of the facts and circumstances that support the
recommendations. The administrator or acting administrator must sign the memorandum.
After execution of the memorandum by the administrator, attach the completed memorandum
to the audit report and forward for review. Approval will be obtained after the review process
is completed (AM section 0507.75).

JEOPARDY DETERMINATIONS 0204.15

The purpose of a jeopardy determination is to provide a means of protecting the State’s
interest when there is substantial evidence that any further delay in collection activity would
seriously impair or jeopardize the BOE’s ability to obtain taxes due. Jeopardy determinations
are a notice to the taxpayer that tax is immediately due. (RTC section 6536.) Taxpayers
must post a security deposit with the BOE in order to file a petition for redetermination on
jeopardy determinations. (RTC section 6538)

Use the following examples as a guide for instances when a jeopardy determination is
warranted:

1. Taxpayer is dissipating assets.

2. Evidence exists that the taxpayer is placing assets in the names of other persons for
purposes of concealment.

3. Taxpayer’s assets are being attached by creditors, or are in imminent danger of
attachment.

4. There is a pending sale of property that represents the last remaining asset and,
without the funds from such sale, collection is doubtful.

February 2015



PRrRePARATION OF FIELD AuDIT REPORTS

JEOPARDY DETERMINATIONS (Conr.) 0204.15

5. There is evidence that the taxpayer intends to file a petition in bankruptcy or make
an assignment for the benefit of creditors.

6. There is evidence that creditors intend to file an involuntary petition in bankruptcy
against the taxpayer.

A recommendation for a jeopardy determination should be well documented and fully
supported (see AM section 0204.14). The recommendation will set forth the specific evidence
that indicates a jeopardy determination is warranted and will include:

1. Information as to the county or counties where liens are to be filed.
2. Whether or not a lien is to be recorded with the Secretary of State.
3. Whether or not a warrant is required at the time of issuance.

4. If a warrant is required, to whom it is to be directed, along with information regarding
the asset or assets to be levied upon and the amount of advance fees that may be
required.

Include the completed memorandum with the audit report or field billing order. Add a
notation, “Jeopardy Determination — see memo attached,” on page 3 of Form BOE-414-A
under the “Special Instructions” caption (AM section 0204.12).

For more information, see CPPM sections 753.000, Warrants and Levies, and 757.000,
Notices of State Tax Liens, Abstracts of Judgment and Liens.

DUAL DETERMINATIONS 0204.16

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

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 — CPPM section 734.000, Predecessor’s Liability for Successors’
Tax.

2. Successor Liability — CPPM section 732.000, Successor’s Liability.

3. 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).

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.

4. Suspended Corporation Dual — CPPM section 764.060, Dual Determination Against
Corporate Officers Suspended Corporation.
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DuAL DETERMINATIONS (Cont. 1) 0204.16

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

(N-A) NAME-ADDRESS 0204.18

Place a check mark in this box when a mailing address other than the address of record
is used or if the owner’s name is not properly registered and the change does not involve
a different legal entity. To have the registration changed, the auditor must notify District
Compliance (AM sections 0202.81 and 0219.03).

INTEREST CALC. DATE — BATCH 0204.21
These spaces are reserved for Headquarters’ use.
NAME OF AUDITOR 0204.22

The name of the auditor in charge of the actual field work is populated from Start 21.
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FORM BOE-414-A, PAGE 3
MISCELLANEOUS INFORMATION 0205.00

GENERAL 0205.03

Page 3 of Form BOE-414-A (Exhibit 1, page 3) provides a place to record information that
may be required by reviewers and Headquarters. In some instances, the information is a
summation of information contained in the working papers. Some fields of the form are
populated from the Start 21 Template (see AM sections 0201.01 and 0202.03), the rest are
completed by using dropdown menus, answering questions, completing statements and/
or making general comments as required. Use the instructions in this chapter to ensure
the fields populated from Start 21 are prepared in accordance with the instructions in this
section. Care should be taken in entering the correct information on the audit report and on
the Start 21 Template since this information is used as a control in ensuring that appropriate
audit forms are attached.

LEGAL 0205.04
Place an “x” in this box if the audit involves a bankruptcy, assignment or probate case.
TAX CLEARANCE 0205.05
Place an “x” in this box if a tax clearance has been requested.

OFFICE MAKING AUDIT CODE 0205.06

The alphabetical office code of the district/branch office making the audit is populated from
Start 21. The office making audit (OMA) code of the district controlling the audit is entered
when inter-district cooperative audits are involved.

CELL 0205.07
The cell number is populated from Start 21 and comes from the AUD MC system screen.
RECOVERY GROUP YEAR 0205.08

The recovery code and year are populated from Start 21 and come from the AUD MC system
screen.

ID — CLASS — AUDIT MADE BY — HOURS 0205.10

The participating auditor’s first initial, last name, identification number, class code, and
hours are populated from Start 21. If more than one auditor is involved in the audit, the
appropriate information for each auditor should appear in the fields provided on page 3 of
the BOE-414-A.

The class code numbers are as follows:
Auditor Trainee — 9; Tax Auditor Range A — 1; Tax Auditor Range B — 2;
Associate Tax Auditor — 3; Business Taxes Specialist I — 4;
Business Taxes Specialist II — 6.
For example:
John Nichols, who is a Tax Auditor Range B, will enter “2 J Nichols.”

The number of hours is the direct audit time spent by auditors in making the audit or reaudit
prior to the time it is transmitted to Headquarters. Audit hours are in whole or fractional
numbers and should agree with the hours shown on Form BOE-610, Auditor’s Monthly Report.
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TOTAL HOURS 0205.12

Enter the total audit hours. This number does not include reviewer’s and field supervisor’s
time. If the supervisor actually performed audit work, the field supervisor’s time should be
shown in the same manner as an auditor working on the audit assignment.

SUPERVISOR 0205.15

This space is populated from the Start 21 Template with the name of the supervising auditor
who performs the initial cursory review of the report.

REVIEWED BY — DATE OF REVIEW 0205.18
The reviewer enters his or her name and the date of review.
REPORTED MEASURE OF STATE TAX 0205.19

Enter the reported measure of tax for the entire audit period as shown on Form BOE-414,
Transcript of Returns Filed.

NAME, TITLE AND PHONE OF TAXPAYER’S REP 0205.25

If the audit results were discussed with the taxpayer’s representative, the representative’s
name, title and telephone number are populated from the Start 21 Template. See AM section
0222.40, Correspondence with Taxpayer’s Representative.

DID TAXPAYER CONCUR? 0205.27

A drop down menu is provided for either a “yes” or “no” answer on page 3 of Form BOE-414-A.
Enter “N” if the taxpayer is not in agreement, non-committal, or if a personal discussion with
the taxpayer could not be arranged. The auditor must comment upon each of the disputed
items included in the audit, explain why the taxpayer is non-committal or why there was
no discussion. See AM sections 0207.00 — 0207.12, Exit Conference.

The field supervisor will review the report of discussion and approve the auditor’s explanation
of the non-concurrence. Whenever appropriate, the field supervisor will contact the taxpayer
for further discussion.

A COPY OF THIS REPORT WAS LETTER ? 0205.33

Using the drop down menu, the auditor or supervisor will indicate whether a copy of the
audit report was “mailed with” or “furnished with”, followed by the appropriate type of
transmittal letter (Form BOE-79 letter or a special transmittal letter). If you are not sure of
the transmittal letter number, select the “Click for Online Letter Series” button for a pop-
up which lists the letter number and a description of each type of letter. (See AM sections
0205.36 and 0205.38 or Exhibit 16.)
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TRANSMITTAL FORM LETTERS — FORM BOE-79 LETTERS 0205.36

Transmittal form letters are sent to the taxpayer along with the audit report. The various
transmittal form letters and their respective appropriate use are listed below and in Exhibit 20:

Form BOE-79-A: when the taxpayer does not concur with the audit recommendation
and it is anticipated that an office discussion will be held. This form is also mailed
when a bankrupt account is involved.

Form BOE-79-AP: when the taxpayer does not concur with the audit recommendation
and has been issued a previous partial telephone billing/determination. This letter
informs the taxpayer how to protect their rights to appeal both determinations.

Form BOE-79-B: when the taxpayer does not concur with the audit recommendations
and the audit will be transmitted to Headquarters without further discussion with
the taxpayer.

Form BOE-79-B1: when the taxpayer is not available for discussion of the audit or
is noncommittal, and the audit will be transmitted to Headquarters.

Form BOE-79-C: when the taxpayer concurs with the recommended determination. If
the discussion is with someone other than the taxpayer, an asterisk (*) will be entered
in the last sentence of the first paragraph, and the name of the person with whom
the audit results were discussed will be shown in the lower portion of the letter.

Form BOE-79-C1l: when recommending a revised determination resulting from
additional information or documentation that was made available and replaces the
Report of Field Audit previously sent. This report is used whether or not the taxpayer
agrees with the revised audit recommendation.

Form BOE-79-D: when the taxpayer concurs with the recommended refund.
Form BOE-79-E: when the audit results in a “no change” recommendation.
Form BOE-79-F: when the audit is waived.

Form BOE-79-G: provides written notification that an estimated billing (phone billing)
will be issued.

SPECIAL TRANSMITTAL LETTERS 0205.38

When the situation requires, a special transmittal letter is prepared. A special transmittal
letter to a taxpayer explains that if the taxpayer believes the audit or field billing order is
in error, the taxpayer may communicate with the district principal auditor to arrange for a
meeting to discuss the areas in question. The auditor should make a notation in the “General
Audit Comments” of Forms BOE-414-A or BOE-414-B that a special transmittal letter has
been sent. (District Audit Control will enter “SEE_GEN_CMNT” on the “Letter Code” line of
the AUD CH screen to process the audit in IRIS.) In addition, the following statement should
be included in any special transmittal letters:

“If upon receipt of the official Notice of Determination you believe the report to be in
error, you may file a petition for redetermination. Instructions as to form and content
of petitions are printed on the Notice of Determination.”
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LOCAL TAX WORKSHEET ATTACHED? 0205.40

Where there is a local tax allocation involving two or more taxing jurisdictions, enter “Y” using
the drop down menu. Otherwise, enter “N.” Prepare Form BOE-414-L, Auditor’s Worksheet—
Local Sales and Use Tax Allocation (AM sections 0209.00 — 0209.27). Care should be taken
in entering the correct information on the audit report because this information is used as
a control in ensuring the BOE-414-L is attached. Questions regarding local sales and use
tax allocation should be directed to the ADRS — Allocation and Summary Unit.

TRANSIT REALLOCATION ATTACHED? 0205.41

Where a special taxing jurisdiction (STJ) reallocation is involved, enter “Y” and prepare an
STJ Reallocation Schedule. Otherwise, enter “N.”

The Local Revenue Allocation Unit (LRAU) has set up a global email box to electronically
transmit the STJ Reallocation schedules that are prepared in field audits. Email all STJ
Reallocation schedules to the following mailbox: SUTD-LRAU-STJ-Reallocation.

An email template has been set up to email STJ Reallocation schedules. A copy of this
template is located on the digital audit resources webpage at:

http:/ /eboe/eboe3/sutd/tpd/digital_audit.cfm
Questions regarding STJ reallocation should be directed to the Local Revenue Allocation Unit.

PROFESSIONAL TAX PREPARER? 0205.42

Enter “Y” or “N” using the drop down menu to indicate whether or not the Sales and Use Tax
Returns filed by the taxpayer were prepared by a professional person (e.g., a CPA).

CREDIT INVOLVED? CLAIM SECURED FROM TAXPAYER?
CLAIM PREVIOUSLY SUBMITTED TO HQ? 0205.43

If a credit or claim for refund is involved, using the drop down menu enter “Y” as to the first
question and answer the two questions that follow with either a “Y” or an “N” as applicable.
If a credit or a claim for refund is not involved, enter “N.”

When an overpayment is noted during the course of an audit, the auditor should secure
from the taxpayer a signed claim for refund for the reporting period(s) where overpayments
occurred. The taxpayer may not file a claim for refund for periods that have expired under
the statute. The claim for refund should clearly indicate the date received by means of
received date stamp, post office cancellation date or other device. The claim for refund must
be transmitted to Headquarters within thirty days of receipt, by itself or attached to the audit
(see AM sections 0207.12, 0216.00 — 0216.21).

February 2015


mailto:SUTD.SUTD-LRAU-STJ-Reallocation%40boe.ca.gov?subject=
http://eboe/eboe3/sutd/tpd/digital_audit.cfm

PRrRePARATION OF FIELD AuDIT REPORTS

RELATED ACCOUNTS? 0205.46

A related account may result when a retailer has separate seller’s permits for different places
of business. Using the drop down menu, enter “Y” in the space provided if related accounts
exist. Otherwise, enter “N.”

If related accounts exist, list all related accounts in the “Special Instructions” box, including
those accounts that did not warrant an audit or where examination resulted in a “no change”
audit. Include a brief explanation for the omission of audit reports of related accounts under
the “General Audit Comments”, if applicable.

AM sections 0214.00 — 0214.15 explain the audit procedure for related accounts.
PUBLICATIONS 17, 70 & 76 GIVEN TO TAXPAYER 0205.49

Using the drop down menu, enter “Y” or “N” to indicate whether or not Publication 17, 70
or 76 were provided to the taxpayer.

RTC sections 7080 through 7099.1 (Sales and Use Tax Law, Chapter 8, Article 3) comprise
the California Taxpayers’ Bill of Rights. Publication 70, Understanding Your Rights as a
California Taxpayer, explains the rights guaranteed to all taxpayers and lists equivalent
Special Taxes rights statutes. At the beginning of every audit, auditors are required to provide
Publication 70 to all taxpayers to inform them of their rights.

Additionally, RTC section 7086 requires that the taxpayers be informed of their appeal
rights at the start of an audit. RTC section 7086 also requires the BOE to prepare and
publish brief but comprehensive statements in simple and nontechnical language which
explain procedures, remedies, and the rights and obligations of the BOE and taxpayers.
These statements are provided to the taxpayers with the initial notice of audit, and are also
provided to the taxpayers upon notice of proposed additional taxes, any subsequent notice
of tax due, or with other substantive notices.

Publication 17, Appeals Procedures: Sales and Use Tax and Special Taxes, explains the BOE’s
appeals procedures. Publication 76, Audits, explains what a taxpayer can expect during an
audit and how to prepare for an audit. This information is valuable to all taxpayers and will
assist auditors in explaining the audit and appeals process.

The appropriate BOE-80 series, “Audit Engagement Letter,” used to confirm arrangements to
begin audits or to establish contact with the taxpayer, contain links to Publications 70, 76
and 17 so the taxpayer can download the publications from the BOE’s website. Should the
taxpayer not have the ability to download the publications, the taxpayer should be directed
to call the Customer Service Center and request copies.
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CROSS REFERENCING TAXPAYER REGISTRATION INFORMATION
IN BOE PROGRAMS 0205.50

Cross referencing taxpayer registration information in BOE programs assists in identifying
current sales and use tax permit holders that may need to be registered for Underground
Storage Tank Maintenance Fees, Cigarette and Tobacco Product Taxes, Tire Recycling Fees,
Environmental Fees, and Electronic Waste Recycling Fees.

To assist in identifying taxpayers with obligations in multiple tax or fee programs, the
following questions are listed on Forms BOE-414-A and BOE-414-B (Field Billing Order).
See AM section 0210.00 for a discussion on Form BOE-414-B.

e Underground storage tank? (If “Y” add “GC”) (see AM section 0205.51)
* Business with 50 or more employees? (see AM section 0205.53)
e Seller of tires? (see AM section 0205.55)

* Does this business sell televisions, computers, or portable DVD players? (see AM
section 0205.56)

*  Wholesaler/Importer of Tobacco? (see AM section 0205.57)

When performing sales and use tax audits, auditors are required to provide a “Y” or “N”
response to each of the above questions on Forms BOE-414-A or BOE-414-B using the drop
down menu on the audit report.

When a “Y” response is provided, a special IRIS report is electronically generated by the
Technology Services Department (TSD) and forwarded to the Special Taxes Policy & Compliance
Division (STPCD) in the Property & Special Taxes Department (PSTD) for investigation.

In addition, staff should provide the following publications during a sales and use tax audit
when applicable:

e Publication 88, Underground Storage Tank Fee
* Publication 93, Cigarette and Tobacco Products Taxes
* Publication 91, California Tire Fee

* Publication 95, Electronic Waste Recycling Fee

UNDERGROUND STORAGE TANK? 0205.51

If an underground storage tank (UST) is present on the property owned, leased or operated by
the taxpayer, enter a “Y” response, otherwise enter an “N.” When a “Y” response is entered,
see AM section 0205.50. In addition, include the following information in the “General Audit
Comments” of Form BOE-414-A or “General Comments” of Form BOE-414-B:

* UST Maintenance Storage Fee account number(s) of the tank owner.!
* Address where the tank is located..
e Tank owner’s name, address and phone number.

* Other information that may identify or locate tank owners.

! Provide no more than five account numbers and addresses (principal locations only).
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UNDERGROUND STORAGE TANK? (Cont.) 0205.51

If the taxpayer was requested to provide the above information but did not do so, the auditor
should comment to that effect.

Owners of UST must pay a fee based on the number of gallons of petroleum products placed
into the tank. For more information, see Publication 88, Underground Storage Tank Fee.

BUSINESS WITH 50 OR MORE EMPLOYEES? 0205.53

Enter “Y” if the taxpayer has 50 or more employees who are employed more than 500 hours
(per employee) during a calendar year. Otherwise, enter “N.” When a “Y” response is entered,
see AM section 0205.50.

The Environmental Fee applies to certain business organizations with 50 or more employees
who are employed more than 500 hours (per employee) during a calendar year. For more
information, see Publication 90, Environmental Fee.

SELLER OF TIRES? 0205.55

Enter “Y” if the taxpayer sells new tires. Otherwise, enter “N.” When a “Y” response is entered,
see AM section 0205.50.

Sellers must pay a fee for each new tire sold. For more information, see Publication 91,
California Tire Fee.

DOES THIS BUSINESS SELL TELEVISIONS, COMPUTERS
OR PORTABLE DVD PLAYERS? 0205.56

Enter “Y” if the taxpayer sells new or refurbished televisions, computers, or portable DVD
players. Otherwise, enter “N.” When a “Y” response is entered, see AM section 0205.50.

Sellers of certain video display devices must register to collect and remit eWaste Fees on
their sales of these products. For more information, see Publication 95, Electronic Waste
Recycling Fee.

WHOLESALER / IMPORTER OF TOBACCO? 0205.57

Enter “Y” if the taxpayer imports cigarettes or tobacco products into California, or if the
taxpayer sells cigarettes or tobacco products wholesale in California. Otherwise, enter “N.”
When a “Y” response is entered, see AM section 0205.50.

All cigarette and tobacco product importers, distributors and wholesalers in California are
required to register with the BOE. Tobacco products include cigars, smoking tobacco, snuff
and any other article or product containing at least 50 percent tobacco. For more information,
see Publication 93, Cigarette and Tobacco Products Taxes.

PUBLICATIONS PROVIDED 0205.59

In addition to the publications mentioned in AM section 0205.49, auditors may email or
hand deliver other pamphlets, regulations, law sections or other information pertinent to
the taxpayer’s business and transactions. These publications help taxpayers understand
their sales and use tax reporting requirements and application of sales and use tax laws.

List all publications and other printed material furnished to taxpayers (e.g., Publications
17,70, 76, Regulation 1668, etc.) on page 3 of Form BOE-414-A and on Form BOE-414-Z.
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CIGARETTE INDICIA INSPECTION 0205.60

The auditor must inspect the taxpayer’s stock of cigarettes in open cartons and loose
packages by random sampling to determine whether proper tax stamps have been affixed
to the cigarette packages. A comment stating whether the cigarette packages inspected bear
the proper tax indicia should be entered. If the taxpayer does not sell cigarettes, a statement
to that effect should be made.

When checking purchase records, the auditor should be alert to detect any purchases of
cigarettes from persons who are not licensed distributors or wholesalers. Any unusual
distribution/sales by a retailer of cigarette should be thoroughly examined.

SPECIAL INSTRUCTIONS 0205.62

Enter in this section the notations that need to appear on the bottom of the front of the
system-generated audit report. See AM section 0204.12 for a list of common notations.

WAIVER ATTACHED? — WAIVER PERIOD — EXPIRES 0205.66

If Form BOE-122, Waiver of Limitation, is attached, enter “Y,” the period covered, and the
expiration date. Otherwise, enter “N.”

When the statute of limitations is not involved because the account is on an annual basis,
add a comment in the “General Audit Comments” of Form BOE-414-A (i.e., STATUTE OF
LIMITATIONS: 2010 on an annual basis). This allows Headquarters to easily determine that
all periods covered in the report are within the statute of limitations.

The statute of limitations is considered “involved” if any period covered by the audit will
outlaw within ninety days from the date of the report.

Care must be taken to enter the correct statute of limitations information on the audit
report since this information is critical and used to control audits during statute periods.
For additional discussion on the purpose, BOE policy, and preparation of waivers, see AM
sections 0215.00 — 0215.30.
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FORM BOE-414-A, GENERAL AUDIT COMMENTS 0206.00
GENERAL 0206.03

The information provided in the “General Audit Comments” embedded word document should
be on matters of interest other than details of the actual verification work performed. The
comments are placed under appropriate captions that are provided in the drop down menus.
In general, a comment should be made on any point that will be of value in connection
with making a determination, making decisions regarding future audits, requiring new
permits, correcting taxpayer records, enforcing collection, etc. For example, in describing a
construction contractor’s business activities, it is not only helpful to know if the taxpayer
also makes retail over-the-counter sales, but it is equally important to give the degree of
such activity (“substantial” or “rarely”). This information assists BOE staff in determining if
audit and local tax returns are accurate.

Auditors should avoid comments regarding the taxpayer’s personal affairs, political
connections or other matters which have no bearing on the foregoing points. Such comments
serve no useful purpose and merely waste the time of auditors, reviewers, and others who
may be required to read audit reports.

CONFIDENTIALITY OF COMMENTS 0206.06

An auditor must at all times take precautions against the disclosure, intentional or otherwise,
of audit comments of a confidential nature. If the audit is based upon records of a successor
or some other confidential source, care must be taken not to disclose confidential information
without first consulting a supervisor.

EXTENT OF COMMENTS 0206.09

The extent of the comments will depend upon the importance of the subject matter and
whether the comments are regarding some change in the status of the account. Comments
should be brief yet still give complete information. The following four types of general audit
comments and their acronyms, which always appear in audit reports, are as follows:

Type of Business Organization — (TBO)
Class of Business — (COB)

Books and Records — (B&R)

Franchise Tax Board — (FTB)

oo o p

In addition to the above list, there are certain other comments that may be applicable:
Regulation 1595 (AM section 0206.42) — (COR)

Successor’s Liability (AM section 0206.60) — (SCL)

Discussion with Taxpayer (AM section 0207.10) — (DWT)

Answers to Headquarters’ Questions

Statute of Limitations (AM section 0205.66) — (SOL)

Overpayment (AM section 0206.48) — (OVR)

Credit Interest (AM section 0206.43) — (CRD)

Penalty (AM section 0206.45) — (PEN)

Dual Determination (AM section 0206.49) — (DUA)

SR a0 o

[y
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EXTENT OF COMMENTS (Cont.) 0206.09
j. Error in Transcript of Returns Filed (AM section 0208.63)

k. RUPA Compliance (AM section 0206.55)
1. Amnesty (AM section 0206.52) — (MS1)
m. Tax Error (AM section 0206.58) — (TER)

TYPE OF BUSINESS ORGANIZATION 0206.12

Enter the ownership type operating the business, i.e., individual, partnership, limited liability
company, corporation, or other entity. Enter the names of all owners (AM sections 0202.48
& 0202.49), partners, including their designations in the case of a limited partnership (AM
sections 0202.51 & 0202.54), principal corporate officers and their titles (AM section 0202.57),
and members, managers and officers of a limited liability company (0202.56).

If there is a change of ownership during the audit period and the BOE has no record of
such change (i.e., the incorporation of a sole proprietorship), the auditor must prepare
Form BOE—-406, Notice of Close-Out, and immediately forward the completed Form BOE-
406 to District Compliance. Form BOE-406 is not normally prepared just for the addition
or deletion of partners since RUPA allows for the continuation of a partnership entity in
most circumstances. However, if the partnership agreement stipulates dissolution of the
partnership when a partner is added or dropped, then Form BOE-406 should be prepared.
See Compliance Policy and Procedures Manual, Chapter 6, “Closeouts and Clearances,” for
instructions on how to prepare this form.

AM section 0202.00 describes the procedure and importance of obtaining accurate entity
and ownership information, including addresses. When conducting an audit, the auditor is
responsible for verifying the address and documenting the type of ownership in the audit
report, and for ensuring that the BOE’s records on the account are updated (AM section
0219.03).

NO ADDITIONAL LIABILITY DISCLOSED 0206.15

Where a field audit discloses no additional liability but indicates that changes of ownership
have occurred in the operation of a continuing business, field auditors will complete the
audit on Form BOE-414-C:

(@) Under the original permit number if the business is no longer operating, or

(b) Under the ownership currently operating the business.

The auditor will make a descriptive comment in the “General Audit Comments” section of
Form BOE-414-C in a similar manner as the following example:

This audit includes the operations of the following ownerships:

e John Doe, Single Proprietorship Period 3/1/xxxx to 2/28 /xxxx
* John Doe and Robert Doe, Partners Period 3/1/xxxx to 2/28 /xxxx
e X Corporation Period 3/1/xxxx to 1/31/xxxx

Issuance of permits on an “issue and cancel” basis is not warranted. Close-out
forms are not prepared except for Permit John Doe, Single Proprietorship (originally
issued). Application taken for X Corporation, current owner.

February 2015



PRrRePARATION OF FIELD AuDIT REPORTS

ADDITIONAL LIABILITY DISCLOSED 0206.18

If the audit discloses additional liability for any one of the ownerships, it will be necessary to
prepare a separate Form BOE—414-A for each entity liable for the additional tax, although
one Form BOE—414 will suffice. Appropriate cross-references should be made on all reports.
Each audit report should also include comments regarding the operations of any entities
audited which did not obtain permits but have no additional liability. Where a taxpayer
operates a business after filing a bankruptcy petition, two audit reports (BOE-414-A) are
required, one for the period prior to bankruptcy and one for the period when the business
operated under the jurisdiction of the court. The same applies in the case of a deceased
taxpayer whose business is operated after the taxpayer’s death.

CLASS OF BUSINESS 0206.21

Sales and Use Tax and Special Taxes accounts are populated with a six-digit North American
Industry Classification System (NAICS) code. It is the taxpayer’s primary business activity,
not what the taxpayer sells, that predominantly determines the taxpayer’s NAICS code. The
primary business activity is the main activity from which the business generates the majority
of its revenue and incurs most of its costs. The primary business activity may not be directly
related to a taxable activity.

The auditor must verify that the taxpayer’s NAICS code accurately identifies the taxpayer’s
primary business activity by looking up the code in the BOE NAICS Code Generator
(Generator). The first two digits of the BOE NAICS code represent the Industry Sector (Sector
Code). The Generator provides the Class Description for the Sector Code. The Sector Code
and the Class Description must accurately identify the taxpayer’s primary business activity.

Special comments are required for the following types of business:

* Grocery Store — Beer, wine, liquor, meat, or produce departments (see AM Chapter
9, Grocers).

* Restaurant — Beer, wine, liquor, drive-in, and extent and type of take-outs (see AM
Chapter 8, Bars and Restaurants).

* Construction Contractor — Lump-sum/time and material/cost plus contracts,
subcontracts, and over-the-counter sales (see AM Chapter 12, Construction
Contractors).

When a significant change in the business activity of an active account has occurred before
or during the audit period or, if the NAICS Code is incorrect, the auditor must notify District
Compliance as discussed in AM section 0219.03.

May 2011



AupiT MANUAL
BOOKS AND RECORDS 0206.36

Comments regarding books and records should be limited to the records or lack of records
which have a bearing on the audit procedure or the reliability of the taxpayer’s figures.
Comments should describe (Exhibit 1, page 4):

1. The bookkeeping system in specific terms. Less detail is required if the records are
complete double entry or single entry rather than if the records are disorganized
or incomplete. A comment should include any notations regarding the type of
computerized systems used by the taxpayer and whether the records are maintained
in-house.

2. The supporting records, unless all necessary documentation is available in which case
the comment should reflect this fact.

3. The adequacy of the records for tax purposes. This information is important for
application of a negligence penalty. Adequate records are the type of records maintained
by a reasonable and prudent businessperson, engaged in a similar kind and size of
business, used for accurate tax preparation. The records only need to be adequate
for tax purposes (not other purposes, such as balance sheet preparation, profit and
loss statements).

4. Whether sales tax reimbursement is included or added to the selling price of items sold.

S. If anyone other than the taxpayer prepares the records. If so, note that person’s name
or firm name (e.g., CPA firm, bookkeeper, etc.).

6. If the taxpayer is uncooperative in providing requested records. All actions taken should
be documented, including any actions taken or not taken towards a subpoena.

FTB — FRANCHISE TAX BOARD 0206.40

Sales and Use Tax audit information is provided to FTB when the audit includes $100,000
or more of additional gross receipts (total sales). The auditor will add an FTB comment to
the audit report indicating which tax change items represent additional gross receipts. For
the purpose of this section, additional gross receipts are defined as sales included in the
audit assessment but not reported on line 1 (total sales) of the Sales and Use Tax Return,
except exempt sales that are netted from reported total sales.

The auditor must include the following information in the FTB comment, for audits that
meet the $100,000 threshold:

1. Taxpayer identification number. For sole proprietors, provide the taxpayer’s Social
Security Number (SSN). For corporations, provide the CA Corporation number or the
Federal Employer Identification Number (FEIN) or the State Employer Identification
Number (SEIN)