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Summary of the Proposed Amendments to Regulation

Effective October 1, 1999, the Department of Taxation (Department) allingade of
an alternative method of computing the use tax compliance ratio in audit situdhans
alternative method is an administrative change for the Department andedlexied in statute.
The Department proposes to amend these regulations to delineate the altereidtdcefor
computing use tax compliance, and to specify that taxpayers may use theiadtenedtod if

desired.

Result of Analysis

The benefits likely exceed the costs for all proposed changes.

Estimated Economic Impact

During sales and use tax audits, the Department calculates the use taamoengli
businesses. Use tax compliance measures business’ compliance in acatugmgiting the
Virginia use tax on purchases where the vendor does not collect sales tax. Asateiméne
current regulations the use tax compliance ratio does not include taxes paid t@.véinidor

calculated as follows:
Compliance Ratio = (Measure Reported) / (Measure Reported + Measure,Found)

where Measure Reported means the dollar amounts of taxable sales or thentimliats
of purchases reported on a return for the entire audit period, and Measure Found means
the dollar amounts of additional sales deficiency or dollar amounts of additional use

deficiency disclosed by the audit.
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The compliance ratio determines the application of audit penalty to usebiitdmresulting

from audit.

As stated earlier, the Department has allowed the use of an alternathadnof
computing the use tax compliance ratio since October 1, 1999. Under the alteredtiod the

compliance ratio is calculated as follows:
Compliance Ratio = (Measure Reported + Measure Paid to Vendors) /
(Measure Reported + Measure Paid to Vendors + Measure Found),

where Measure Paid to Vendors means the dollar amounts of purchases on which the

purchaser paid the Virginia sales or use tax to the vendor.

The alternate method increases the compliance ratio where salelsaesdmeen paid to vendors.
Consequently since October 1, 1999 some firms have avoided audit penalties who would have
been subject to penalties under the original compliance ratio formula. Tnatalemethod

also reduces costs for the Department since it reduces the number of auditappe#isrs in

compromises as they relate to the audit penalty.

Since the proposal under consideration is to place in regulations policy that has been
applied since 1999, no businesses other than those who may have been unaware of the
opportunity to use the alternative method of calculating the use tax complianasilidie
significantly affected. Delineating the alternative method for compuisegtax compliance, and
specifying that taxpayers may use the alternative method if desivede$icial in that some
firms that would not otherwise been aware of the opportunity to potentially avoid the audi

penalty may became aware of the opportunity and thus save costs.

Businesses and Entities Affected

These regulations on computing the use tax compliance ratio in audit situations can
potentially affect any in business in the Commonwealth since all businesgesentially
subject to such audits. Since the proposal under consideration is to place in regulatigns polic
that has been applied since 1999, no businesses other than those who may have been unaware of
the opportunity to use the alternative method of calculating the use tax complizmeelirae

significantly affected.
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Localities Particularly Affected

The proposed amendments do not disproportionately affect particular localities

Projected Impact on Employment

The proposal amendments do not significantly affect employment.

Effects on the Use and Value of Private Property

The proposal to amend these regulations to delineate the alternative method for
computing use tax compliance, and to specify that taxpayers may use théeiadteneshod if
desired may moderately increase the value of a small number of firms ity have
otherwise been unaware of the opportunity to use the alternative method and arevabie the

audit penalty by doing so.

Small Businesses: Costs and Other Effects

The proposal to amend these regulations to delineate the alternative method for
computing use tax compliance, and to specify that taxpayers may use theiadtenedhod if
desired may moderately reduce costs for a small number of small busihédssgsviould have
otherwise been unaware of the opportunity to use the alternative method and arevabie the

audit penalty by doing so.

Small Businesses: Alternative Method that Minimizes Adverse Impact

The proposed amendments do not adversely affect small business.

Real Estate Development Costs

The proposed amendments do not significantly affect real estate devel@ostsnt

Legal Mandate

The Department of Planning and Budget (DPB) has analyzed the economit ofripac
proposed regulation in accordance with Section 2.2-4007.04 of the Administrative Protcess A
and Executive Order Number 36 (06). Section 2.2-4007.04 requires that such economic impact
analyses include, but need not be limited to, the projected number of businesses or adser entit
to whom the regulation would apply, the identity of any localities and types of besrass
other entities particularly affected, the projected number of persons and eraptgyositions to

be affected, the projected costs to affected businesses or entities toempdermomply with the
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regulation, and the impact on the use and value of private property. Further, if the proposed
regulation has adverse effect on small businesses, Section 2.2-4007.04 requsteshthat
economic impact analyses include (i) an identification and estimate of the moihsioeall
businesses subject to the regulation; (ii) the projected reporting, recorttkesmui other
administrative costs required for small businesses to comply with thetreguiacluding the

type of professional skills necessary for preparing required reports and otbereths; (iii) a
statement of the probable effect of the regulation on affected small busjraesbés) a
description of any less intrusive or less costly alternative methods o¥iachibe purpose of the
regulation. The analysis presented above represents DPB’s besteesfithase economic

impacts.
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