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Backgreind

A\ harisa Managed Compliance/Agreement
(MICASH 2.

— Fermal Written agreement betweena
taxpayertand the state

—Sales/usetexdianility Isdetermined based on
a proj ectionusing texpayerdsihistorical data

—Taxes are pad'directiy to,the state taxing
authority




Backgreind

> MICASane aso referedito as.

—Sdles and'Use llax Compliance/Agreements
(SUNIEA)

= Vianaged A udit @empliance Agreements
— EffectivVellUsesl ax RaleA greements

— Formulaniy/Salesiand Useiiiax Agreements
— SimplifiedProcedure,A greaments

= MCASs shouldfieeidistinguished from
Managed Auditi/Agreements




IHISIGLRY,

=lniialyAVICASwere driven oy iaxpayers

= Stales; newever, anerecogni zingtieieenelits,of
M CASiand many have mplemented managed
complianGepregrams

= A number offstaiesinave entened into MCAS
with taxpayers




Statutory eir@ine; Basis
fior MI@AS

= axinglautnorities generallyinaveisome
stetttery/authority te enter iInto'VIGASs

= Somestalesiiiave stattites specifically,
authorizingsuichragreements

— Examplesiiexas; Nebraska

= Other states havelmpliGit statutery authority to
enter such agreements




Managed Compliance/Agreement —
Ovenview orftiePrecess

Determine whether the taxpayer ISian appropriate
candidaie

Determine hew. to calculate the applicaiblie tax
and wheisiinvelved Inithe calculation

Decide what accounts willthe ncluded 1nithe tax
Nase

Decide how longithe agreementwill be in place
and set up terminatien preyvIsion

Decide how to addressiunusuall tkansactions or
changes in business operatiens




Managed Compliance/Agreement —
Ovenview orftiePrecess

[Decide how teraddress changesiiinlaw;, both
prespectively and retroactively

Set forth cleanrecord keeping requirements
Decide how! termenitorthe.agreement

Decide whether therewill9ea true-up at'the end
Decide what pretest rights are@available to the
taxpayer

Decide how to handlewaiver ofi penalties and interest




Eligibility

=l argeitexpayer
~HIghVoelume of taxable transactions

= [ rackarecord eiicomplying with sales'liseiand other;
tax laws

/A cceptable recora-Kkeeping pelicies and procedures
as not filed fordankauptey
as not been the stigjectieiaicri minalmvestigation

olds adirect pay permitermayobtain adirect pay
permit




Vlanaged Complignce’Agreement —
Base Pefiea

= Selectialvase periead and review Purchases
madeduringitnis peried to determinetie
taxabiliyratieier. the'efifiective use taxiraie

=Current alidit¥peried,or areiund period 1siGfiten
used

=Must be representativeiofithe taxpayer’ s
normal purchasing actvity




Vlanaged Complignce’Agreement —
Jrax Base

Determinewnich acecounts shouldfeirnciuded
IN the taxihase

=MCA mayinRcltde:
—All of ataxpayersiaccounts; er
—Only a small pertienieithe acCoeUNtS




Vlanaged Complignce’Agreement —
Jrax Base

ZANPES G purcnases the taxpayeffana/or: taxiing autnority.
may Wantiteexclude:

— Fixed assets

— Singlentemipurchasesiexceeding athresield
amount

— Purchasesforresae

— TelecommuniCaliGnRs erwtility senvices
— Certain exempt purchases

—Major construction ProjeGts

— Procurement card purchases




Vianaged Complignce’Agreement —
Sampling

Aypicaly usedivwhen the popllation offitems te be
examined.Is solarge it Is impracticalito review each
itemundividually

= ypedi@uasior non:statistical sampling

— Judgmentased samplejselection proecess
= ype 2: Statisticali'sampling
— Random sampleisa ection pPrecess
— Allows confidencelevelland precision to be
specified
—Typicaly 90-95% confidence level and 5-10%
precision is desired




Vlanaged Complignce’Agreement —
Samplinig

= Stalesyary, Initne types of sampling methoeds they.
allew

= Pistrictief, Coltimbia— block sampling
— Callferniaiand NewrYsork — statistical'sampling

—NewJasey—alowstiseiof statisticaljigliasi -
statisticalf andinon:statisical, sampling

=Benefits of Sampling
—More efficientandiessexpensive
— Provides greater aGGUIAGY




What 1s TitieStetistical
Samplinge

= Every 1temjnithe pepllation hasapositiveichance
of selection

= Sampled Items;selected usingrandomiZaiioen
techniques

= Sample Is representalivVe;olithe pepulation
= Block sampling Is not Statisticalysampling




What 1s TitieStetistical
Samplinge

= Provides theismallest saiple size foragiventisk
reguirement

= Controls confidenceandiprecisien
= Backed by statistical'sampling theerny.




Managed Compliance/Agreement —
Sampiing

0-50

50 - 200

200 - 700

Total Actual
Amount

$ 1,193,057.14
4,019,874.64

10,437,490.26

Stratum Analysis

Total

Absolute Amount

$ 1,203,892.64
4,056,982.06

10,552,133.02

Percentage
of Total
Amount

0.89%
3.00%

7.79%

Percentage
of Total
Items

Number
of ltems

40.15%
24.95%

17.43%

Average
Dollar
Amount

19.17
103.96

387.05

Tota
Tax
Accrued

$ 2475141
85,367.72

241,203.02

Standard
Deviation

(Absolute Value)

14.43

41.73

138.02

700 - 2,000

17,668,833.22

17,909,903.04

13.22%

9.76%

1,17311

368,716.24

359.74

2,000 - 5,000

5,000 - 13,300

13,300 - 37,500

37,500 - 9,999,999

22,075,287.82
25,466,824.19
22,653,725.87

23,781,904.78

22,307,749.06
26,017,390.29
24,059,464.81

29,356,962.14

16.47%

19.21%

17.76%

21.67%

4.70%

2.12%

0.71%

0.18%

3,033.00
7,860.24
21,714.32

105,600.58

441,584.09
609,616.21
373,830.84

170,014.17

856.58
2,321.37
6,677.88

38,977.54

Totals

$127,296,997.92

$135,464,477.06

100%

100%

$2,315,083.70




Vlanaged Complignce’Agreement —
=il ective TaxallelPercentage

= E=fliective taxahl e percentagelsitne percentage
applied to a predetermined poepLIal on'ef
PUrChases|(tax base),to arrive alitaxanle
PUIrGHases

=Step 1. NIDeterimine thetaxability ratiG:=the ratio
of taxablepurehiases,to tetahpurchases in the
population

=Step 2. Calculaieithietaxaby multiplying
purchases in the taxdeaseiieria given month by
the percentage and applying the tax rate to it




Vlanaged Complignce’Agreement —
=il ective TaxallelPercentage

= EXample:

—Jjetal tax baseyplrchases for thiepepul atioen:
$1,000)000

— Traxableplirchases  $600,000

— Taxabil Iy raliomo60%

— Tax basefortheimoenth $160)000

— Use tax rate’*a%o

—Then,

— Taxpayer’s use taxiaality is $3,000




Vlanaged Complignce’Agreement —
Efective UseliexsRaie

~EffectivVellise taxaiels the rate appliediio,a
predetermined populatien of purchasesitoiamiveatuse
tax [raenlity

= Step 1: “beieminethe taxéddiie.on the purchasesin the
populationtaxdease

= Step 2. Calculaieitneeliective Usetax rate - Tax due on
the purchases diVidedibyitie populalitn of purchases

= Step 3: Multiply thejpurchasesin thetax base for each
month by the effectivetseiaxiaie.to calculate tax due
for each month.




Vlanaged Complignce’Agreement —
Efective UseliexsRaie

ZEXample:

—Netal iaxiase purchases In the pPepuIat on:
$15000;000

‘ax dugs $30,000

"hen,

Taxpayer’ s effectiveise taxYatels 3%

Total purchasesifithismoenth’ s base $100,000
"axpayer’ s use taxViabilityirs $3,000

—Use tax rate: 5%




Vlanaged Complignce’Agreement —
Jrermor the Agreement

Aliexpayerfand taxing authority mustagreeenithe
term efitheagreement

= Statutelefilimitations 1sitie optimum timeififamne

=Can be structuredffor a sherter term initialyavith the
option to extend

=MCA term variesjystaie
—Cdlifornia 3 years
—Horida: 2 years
—Michigan: 4 years




Vlanaged Complignce’Agreement —
[becall Taxalissues

| ssligiiEountiesior municipa itigsiimposeiand
collectithareyn sales/use tax ratherthantheisiate
colleclin@ suchitaxes

—May reguiire’separate negetiations withithgicounty
or municipality,
=1ssue 2. TransaclipnsithainvolVelmore than one
county or municipalityAe:gspurchasa isin County
A and the sdller is In‘@auntyB)in a state with
origination taxes




Vlanaged Complignce’Agreement —
Record-Keeping

=RECONE-keepiNgreguirementsisiouldee
outlirediinithe agreement

—Are reduced recordkeeping regquiements
an optiong.

—Manual or electronic,records
—Types of recordsitiiatneed to be retained




Vlanaged Complignce’Agreement —
Amendments

= ©Nangesin busiiess operations
— Shutdewnrer startupof manufactiriing|or SUpRert
facilities
— Transtefing|eraesorbingactivities of aicentractor
— Cost contarmentipregrams
—Mergers and acquISitions
—Hnancial or accounting|chianges
=Changesin law




Vlanaged Complignce’Agreement —
Jlerfmination Preyisiens

lenminatien preyisons shouldeieutiinediinthe
agreement

= Reasonaplenetice requirement

—For t
may

—For t

nettexinglauthority; el atively shortinetice
ne sufficient

ne taxpayels, alenger notification period may

be necessary as terination,of the'agreement may
reguire the taxpayerdi@ichiange,reporting methods,
retrain personnel, etc.




Vlanaged Complignce’Agreement —
Vionitenrng the Agreement

salue-tpi, Auditiconducted at'tiieiend, of'thieiterm of
thelVIGAT e determiie i f the actualiiaxireported
undéartneiagreementisidifferent fromithetax. that

would othevisele due

& [ rue-ups mayecenductedidy,the taxing autnority,
the taxpayer, Grraitnird party

=Underpayments and Gyerpaymentsiof,tax are
resolved

=New effective use tax ratels;calculated and used for
the next period




Vlanaged Complignce’Agreement —
[DISpute Rese!iiion

~Agreement:shouldiaddress how disputes areto, be
handled

=Contractaw siieuld govermdisputes regarding
the terms and cenditiens oftiie.agreement

=General protestYigntsitnaer statedaw should still
be available to the'taxpayer:




BeEnefits tothesStaie

Reducesaudit costs
Eliminates:tne.needforfull-sca e tax audits

Allowsithestatieito foctsion,auditing thoseitaxpayers
who mignt GtRevise avordireview

Lessens thellkelineedief expersive and time-Gensuming
litigation
= Creates greater confidenceimithe reported sales/use tax
= Increases the level oftaxpayercempliance
= Results In receiving tax fundsatinmely basis

= Creates opportunity to buildjaesitive relationships with
the members of the business community




Benefits to the:State

Generaly, IM CAS have tendedito Increase tax
l1ability because:
— Theyreguire agvance agreement on disputed
transactiens

— They may éliminaieataxpayer s ability te
benefit from retreactivexsefund epportunities




BEngits to thedaxpayer

= Ellmipatesitax overpayments anadfeesiassociaied
WITIItNETECOYEery Ol BYerpayments

~Reducesiimeispent determining tax tovepad,
alowing'theitaxddepartmentito focus on Sirategic
matters

=Use tax becomesialpudgetabl e'expense for planning
and allocation of theitexpayer’ s resolirces

«Limitsrisk of errorsandasseciaied interest and
penalties




BEngits to thedaxpayer

= Reducesiime spention,audit and audit=fel ated
actiVILIES

= Eliminatesiincertantiesiassoci ated withiaking a
particular pPEStieRIon,an Issiigiand the possibility of
the state disagreangiwith a particular position on
audit

= Creates opportunityiteieuidapostive relationship
with the taxing authorty




States,that DentCurently: Allow
IDifect Pay Baimits

~1Legisiation canoeenacted to alleywieoth direct pay
permitsiandivViCAS

= SUCCESS; SO Connecticut

— Departmentiolf Revenueiservices set upd
Managed'@ompliance TaskikEorce

— Task force fIrstmetiniSeptenioer, 1998

— Connecticut passediegisiation alewing MCAs on
June 22, 1999

— Pilot program began Mmj@gcteber 1999




Conciusion

Effectivetool that streamlinesthe process

Should be utilized by mere states andtor
morelndustries

Win-Win'selttion
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