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With some exceptions, merchandise
delivered from an out of state location
is subject to Use Tax with the local
portion distributed via county or state-
wide allocation pools. The revenues
are divided among each jurisdiction in
the pool based on their pro rata share
of taxable sales.

The Board of Equalization’s current
Regulation 1802 provides an exception
. by allocating the use tax on purchases
exceeding $500,000 to the jurisdicton
of delivery if the order 1s placed to an
out-of-state location and the merchan-
dise is shipped from out of state di-
rectly to the buyer.

If the order or sale is negotated in
state, the use tax on the out-of-state
merchandise continues to be appor-
doned via the pools.

Effective January 1, 2008, the Board
has agreed to eliminate the in-state
participation requirement so that the
use tax on transactions delivered from
out of state that exceed $500,000 in
value goes to the jurisdiction of use.
The pumary benefit for local agen-
cies will be an increase n occasional
receipts of use tax from out of state
capital purchases made by local busi-

nesses and taxpayers.

Each year the state collects over $44
billion dollars in state and local tax
revenues. They estimate that an addi-
tional $2 bilion (the tax gap) goes un-
collected.

The largest portion of the tax gap is
comprised of unpaid use tax. Out-of-
state retailers are not required to col-
lect and remit sales tax if they do not
have a physical nexus in California. In
these cases, the buyer is responsible
for reporting and remitting the corre-
sponding use tax and often fails to do
so either purposely or because they are
unaware of the requirement

The second largest component of

the tax gap lies with the underground
economy where transactions are paid
by cash and businesses operate with-
out registering in order to avoid taxa-
tion. The final component consists
of upaid taxes on sales and purchases
that are purposely or inadvertenty un-
der reported.

The Board of Equalization has pro-
posed a three year plan to reduce
the gap. Elements include additional
shaning and utlization of data bases
to identify unregistered businesses
and/or potential use tax purchases by
companies not required to register,
additional staffing and technology to
improve audit and collection effective-
ness, and more field inspections and
involvement in special events such as
swap meets and auctions.

The plan also calls for increased tax
preparer education and more effec-
tve registration requirements includ-
ing consolidation of state and local
agencies INto a ofe stop registration
system.

Copies of the plan can be reviewed a.
wwiw.boe.ca.gov.
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