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TAXES: SALES AND USE TAX

| NTRODUCT| ON

The University, like other state agencies and | ocal
governnmental agencies, is subject to state-adm nistered
sales and use tax laws to the sane extent as private

i ndi vi dual s or businesses (6005)". This chapter provides a
summary of these |laws and an interpretation of how t hey
affect the University.

In California, sales and use tax has both a statew de
conmponent and a | ocal conponent, as described in sections
1l and IV below. In addition to state, local, and county
taxes, transaction taxes may be inposed at the district

| evel, as described in section V.

The California State Board of Equalization (Board) is
charged with adm nistering the sales and use tax | aw,
including the collection of all amounts of tax required to
be paid to the state.

The University may al so be subject to sales and use taxes in
other states. The canpus Controller may need to consult the
| aws and regul ations of other states if a canpus has out-of-
state transactions, since these |laws are not covered in this
chapter.

The University of California Sales and Use Tax Mnual
provi des additional information about the application of
sal es and use tax law to transactions made by the
University. The Sales and Use Tax Manual may be accessed
via the internet at

http://ww. ucop. edu/ ucophone/ policies/sutm wel cone. htni .

Sal es and use tax policies for the Laboratories are governed
by the Laboratory Procurenent Standard Practices Mnual,
whi ch may be found at http://|abs. ucop. edu/sp-1abs/.

'Parent hetical nunbers in the series 6XXX and 7XXX refer to
sections of the California Revenue and Taxati on Code (Sal es
and Use Tax Law). Nunbers in the series 1XXX refer to
sections of the California Adm nistrative Code, Title 18,
Chapter 2 (unless otherw se annotated).
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DEFI NI TI ONS

The follow ng definitions apply throughout this chapter:

California retailer - a seller of tangi ble personal
property who has a business location in California and
who is required to have a Seller's Permt (6015, 6019).

Retail er engaged in business in California - a seller who
has busi ness dealings in California but naintains no
business location in the state and who is required to
have a Certificate of Registration--Use Tax (6203).

Qut-of-state retailer - a seller who has no business
deal i ngs or business location in California and who is
therefore not required to have either a Seller's Permt
or a Certificate of Registration--Use Tax. This
definition includes sellers whose sole contact in
California is by mail or common carrier.

Sale - a transfer of title or possession of tangible
personal property for a consideration, as further defined
in section 6006.

Lease - includes rental, hire, and license, as defined in
secti on 6006. 3.

Sales Tax - a tax inposed upon a retailer for the
privilege of selling tangible personal property in
California at retail (6051). The retailer nmay pass
liability for the sales tax on to the consunmer pursuant
to an agreenment of sale between the retailer and the
consuner.

Use Tax - a tax inposed upon a consuner for the storage,
use, or other consunption of tangible personal property
in California (6201). Use tax may be accrued by the
consuner or inposed on a retailer engaged in business in
California, who generally collects the tax fromthe
consuner.

STATE SALES AND USE TAX LAW

A

| NTRODUCTI ON

Sales tax is inposed upon a retailer for the privilege
of selling tangi ble personal property in California at
retail (6051). The retailer is allowed to pass the tax
on to the consuner as provided for in an agreenent

3/ 31/ 03
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STATE SALES AND USE TAX LAW (Cont.)

A

I NTRODUCTI ON ( Cont . )

between the retail er and purchaser (section 1656.1 of
the California Gvil Code). The parties can agree that
the tax will not be passed on or that it will be passed
on at a tinme other than that of the sale. Use tax,
which is a conplenent to the sales tax, is inposed upon
any person who stores, uses, or otherw se consunes in
California tangi bl e personal property that was not

subj ect to sales tax (6201, 6401). The types of
transactions that are subject to sales or use tax are
descri bed bel ow.

Except when the sale is by | ease, the sale and purchase
of vehicles, nobile hones, comercial coaches, and
aircraft are not covered in this chapter, since special
rul es govern the taxability of these itens (6275). The
basic rule, however, is that if a vehicle, nobile hone,
commer ci al coach, vessel, or aircraft is acquired

wi t hout paynent of California sales or use tax, use tax
is paid when the registration of title or application
for transfer of title registration for the purchase is
made (6292). In sone cases, the tax is paid to the
Department of Mdtor Vehicles and in others to the
Depart ment of Housing and Conmunity Devel opnment, as

t hese agencies are acting for, and on behalf of, the
Board. Additional information may be found on the Board
web site at http://ww. boe. ca. gov/.

SALES TAX

1. | nci dence of Tax Liability

All California retailers are liable for sales tax
for the privilege of making retail sales (6051).
A retail sale, or sale at retail, is the sale of
any tangi bl e personal property, as defined by |aw,
for any purpose other than resale (6007). Sales
are deenmed to occur at the place where the
property is physically |ocated at the time the
sal e or purchase takes place (6010.5). The

i ntended pl ace of use of the property has no
effect on the inposition of the sales tax when the
sal e and delivery occur in California.

2. Pur chase for Resal e

A declaration by the purchaser that the purchase
is for resale (see section I11.D.1.b.) wll stop
the inposition of the tax (6091, 6092). A

3/ 31/ 03
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purchaser who has a California Seller's Permt is
qualified to make purchases for resale (6066). A
pur chaser who sells only nontaxable property, such
as food products for human consunption, or who
makes no sales in California, is also qualified to
make purchases for resale (6066, 6014).

Passi ng of Tax to the Purchaser

The obligation for the paynent of sales tax lies
with the California retailer, not with the
purchaser. The California retailer is, however,
allowed to pass the tax on to the purchaser in
nost cases, in accordance with the ternms of the
agreenent and the sal es tax rei nmbursenent
schedul es prepared by the Board (6051, 6012, and
Section 1656.1 of the California Gvil Code). A
retailer who cannot pass the tax on to the

pur chaser nust pay the tax, unless a specific
exenption has been granted for the particular type
of sale (e.g., sales to the federal governnent--
see section I11.D. 1.a).

As a matter of contract |law, the retailer nust
pass on the sales tax to the purchaser at the tine
of sale, unless the retailer contracts with the
purchaser to collect it at another tine. A
retail er who does not does not do so has no right
to collect the tax fromthe purchaser and nust pay
it fromthe retailer’s owmn funds. |If the retailer
fails to pay the tax, the Board can assess tax
only against the retailer, and not against the

pur chaser.

If the retailer fails to pass on the sal es tax,
the University is not legally obligated to pay any
tax on the purchase. |If this situation occurs,
canpus Controllers should do the foll ow ng:

a. Property bought by purchase order

The sales tax should be remtted to the
retailer if omtted fromthe purchase order
inerror or if the retailer failed to place
it on the invoice when the tax was included
in the price shown on the purchase order

Thi s procedure should be foll owed because

Uni versity purchase orders state that "prices
specified include all taxes...." Therefore,
if the purchasing office inadvertently omts
sales tax fromthe purchase order when the

3/ 31/ 03
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B

C.

SALES TAX (Cont.)

University is in fact liable for the tax; the
error should be resolved in favor of the
seller. The seller could otherw se
reasonably claimthat the University had
msled the seller into thinking that it was
not subject to sal es tax.

b. Property bought under other purchasing
pr ocedur es

As stated above, the University is not
legally liable for sales tax if the seller
fails to pass on the tax by adding it on the
invoice. |If the tax is not included, the
University has some justification for
assum ng that the seller neans to absorb it.
However, if the canpus Controller believes
that the seller has left off the sales tax in
error, perhaps because the seller believes
that sales to the University are not subject
to tax, the Controller may remt the sales
tax to the seller. It is not proper to
report omtted sales tax on the University's
gquarterly return as use tax and to pay the
tax to the Board.

USE TAX

1

| nci dence of Tax Liability

Any person who stores, uses, or otherw se consunes
t angi bl e personal property in California may be
required to pay use tax. The facts of each case
determ ne whether or not the tax will be inposed,
but, in general, any purchase that was not subject
to California sales tax and that is used or
presunmed to be used in California generates a use
tax obligation (6201, 6401).

The purchaser pays use tax to the retailer if the
latter is a "retailer engaged in business in
California" (6203); otherw se, the purchaser pays
the use tax to the Board. (Retailers engaged in
business in California my show "sal es tax" on
their invoices, but, in fact, they are collecting
use tax.)

3/ 31/ 03
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Ret ai | Purchase

If California sales tax was or could have
been collected at the tinme of the retai
purchase (i.e., if the seller was a
California retailer), no use tax obligation
arises (6401). Equally, if a retail purchase
was not made froma retailer, no use tax
obligation arises (6201).

Pur chase for Resal e

As long as an item purchased for resale is
used for resale (which includes retention,
denonstration, and display of the property),
no use tax obligation arises (6201, 6008,
6009). (See section Il11.D.1.b.)

| f a purchaser of property for resal e uses
the property in California for purposes other
than resale, a use tax obligation arises at
the tine of the use change. |If the property
was originally delivered outside California,
the nere bringing of the property into
California is not sufficient to invoke the
tax; the change of use within the state
determ nes taxability.

In-state Delivery

A use tax obligation arises when a retai
purchase is delivered in California to a

Cal i fornia purchaser by an out-of-state
retailer or a retailer engaged in business in
California (but not by a California retailer,
where sales tax would apply). Delivery into
California is sufficient to i nvoke the
presunption that the property will be used in
Cal i fornia.

2. Tax Not | nmposed®
a.
b.
3. Tax | nposed
a.
? "Ret ai

TL 89

purchase" in this section and in sections 3 and
4 bel ow does not include | eases. Leases and applicable
taxes are covered in section Il.E
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STATE SALES AND USE TAX LAW (Cont.)

USE TAX (Cont.)

A use tax obligation also arises when a
retail purchase is delivered in California to
a California purchaser by a California
retail er whose sales are exenpt fromthe

i nposition of sales tax (such as a bank or an
i nsurance conpany--see section I11.D.1.a),

unl ess a specific exenption for the purchase
is granted. The intended place of use by the
pur chaser does not determ ne taxability.
Delivery in California is sufficient to

i nvoke the tax.

Qut-of -state Delivery (6247)

When a purchaser known to be a California
resident takes delivery of a retail purchase
outside of California, the seller, if a
California retailer or a retailer engaged in
business in California, mnmust ordinarily
presune that the property will be used in
California and collect use tax fromthe
purchaser. However, the purchaser can
controvert the presunption by declaring to
the seller that the use will be outside of
California. The best formof declaration is
a witten statenent signed by the purchaser
however, the seller can rely in good faith on
ot her evidence as to the place of use.

Shi pnent to an out-of-state | ocation does not
qualify as other evidence, however.

Use in California

Retai|l purchases that are not initially
subject to California use tax but that are
subsequently used in California nmay generate
a use tax obligation at the tine of such use.
Exanpl es of retail purchases not initially
subject to California use tax are 1) a retai
purchase delivered out of state to a

Cal i fornia purchaser by an out-of-state
retailer; and 2) a retail purchase delivered
out of state to an out-of-state purchaser by
a California retailer. |If the purchaser
intended to use the property in California at
the time of purchase and if said purchaser
subsequently brings the property into
California and uses it for any purpose other

3/ 31/ 03
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than resale or retains it for any purpose
ot her than resale or use solely outside the
state, a use tax obligation arises at the
poi nt of use in the state.

Paynent of the Tax

The liability for the paynment of the use tax lies
with the purchaser. The purchaser's liability is
not fulfilled until the purchaser has either 1)
paid the tax to the Board, or 2) paid the tax to
an authorized retailer and obtained a receipt
(6202). An "authorized retailer” can be either a
California retailer or a retailer engaged in
business in California. The receipt is not
required to be in any particular form but nust

i nclude the follow ng:

e The nane and place of business of the retailer;

e The serial nunber of the retailer's permt to
engage in business as a seller or the serial
nunber of the retailer's Certificate of
Regi stration--Use Tax;

e The nane and address of the purchaser or
| essee;

e A description identifying the property sold to
the purchaser or |eased to the |essee;

e The date on which the property was sold or
| eased;

e The sale price of the property, or, in the case
of rentals, the amount of the rental for the
peri od covered by the invoice; and

e The ambunt of tax collected fromthe purchaser
or | essee.

For sales transactions, and rental transactions
with respect to which use tax applies, an invoice
showi ng the data required above, together with
evi dence of paynment of such invoice, wll
constitute a receipt (1686).

Wien the tax is paid to an authorized retailer,

the retailer nmust remt the tax to the Board. The
Board, however, may assess the purchaser directly

3/ 31/ 03
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USE TAX (Cont.)

for paynment of the tax, and, if the purchaser
cannot prove paynent, the Board can consider the
tax as unpaid and collect it fromthe purchaser.
As a conplenent to the Board's power to assess the
purchaser for the paynent of the tax, the
purchaser can file for a refund fromthe Board if
t he purchaser has proof of erroneous paynents of
tax to a retailer.

If a retailer makes a retail sale of tangible
personal property on which it has previously paid
taxes to the state of California and has nmade no
ot her use of the property, it is entitled to a
refund for tax paid. The retailer gains this
refund by deducting the original cost of the
property sold fromthe gross retail sales reported
on the quarterly tax return.

a. Paynment to the Board

In the follow ng situations, the purchaser
pays the use tax directly to the Board:

e Retail purchase that is nmade from an out-
of -state retailer or froma California
retail er whose sales are exenpt from sal es
tax, such as the federal governnent or
banks and insurance conpanies (I11.D.1.a),
bel ow) ;

e Retail purchase that is not initially
subject to California use tax and that a)
is subsequently used in California for
other than resale or b) is retained for
any purpose other than resale or use
solely outside the state; and

e Resal e purchase that is subsequently used
for purposes other than retention,
denonstration, and displ ay.

b. Paynment to an Authorized Retailer

Whenever a purchase is subject to use tax and
is made froman authorized retailer, the use
tax should be paid to the authorized
retailer. The purchaser should obtain a
receipt fromthe retailer reflecting:

3/ 31/ 03
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e The nane and place of business of the
retailer;

e The serial nunber of the retailer’s permt
to engage in business as a seller or the
retailer’s Certificate of Registration —
Use Tax;

e The nane and address of the purchaser or
| essee;

e A description identifying the property
sold to the purchaser or |eased to the
| essee;

e The date on which the property was sold or
| eased;

e The sale price of the property, or, in the
case of rentals, the anmount of the rental
for the period covered by the invoice; and

e The anmount of tax collected fromthe
pur chaser or |essee.’

EXEMPT SALES AND PURCHASES

Certain sales and purchases of tangible personal
property have been decl ared exenpt from sal es and use
tax; others are exenpt fromsales tax only or use tax
only. For additional information, see the Sales and Use
Tax Manual and State Board of Equalization Publication
61, Sales and Use Taxes: Exenptions and Excl usions.

1. Exanpl es of Sales and Use Tax Exenptions

a. Uni ted States Gover nnent

The Sal es and Use Tax Law specifically
declares that tax will not be inposed on the
sal e and use of property that the state is
prohi bited fromtaxi ng under the Constitution
or laws of the United States or under the
California Constitution (6352). This
exenption relieves the federal governnent,

° Regul ation 1686

TL 89
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including its agencies and instrunmentalities,
fromany sales and use tax obligation on
property that it sells or purchases. In

addi tion, section 6381' exenpts sal es nade to
the United States or its instrunentalities
from sal es tax.

A California retailer cannot pass his sales
tax liability to the federal governnment on
its purchases, and the federal governnent
does not have a sales tax obligation on sales
that it nmakes. In addition, it is not
required to pay use tax on its purchases nor
is it required to collect use tax on its

sal es.

When the University purchases an item under a
federal contract or grant, and when at the
time of purchase title to the itemvests, or
is to vest, in the federal government, as in
the case of equipnent to be fabricated, then
no state sales or use tax is due on the
purchase. Wen title to the itemvests in
the University at the tinme of purchase, then
t he purchase becones subject to state sal es
or use tax.

As the types of itens that vest in the
federal governnent vary from one contract or
grant to another, the canmpus Controller
shoul d carefully exam ne each contract or
grant and the regul ations of the specific
agency to determ ne which purchases are
subject to sales or use tax. To avoid

probl ems or questions on sales or use tax
paynents involving federal contracts or
grants, the liability for paynment of or
exenption fromsales or use tax should be
determned at the tine a contract or a grant
is proposed. This determ nation should be
shared anong t he cogni zant academ c
departnment or investigator, the canpus
contract and grant office, the canpus

pur chasi ng departnment, and the canpus

* Arended effective 1/1/87
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accounting office so that purchase orders and
i nvoi ces associated with the given contract
or grant can be processed expeditiously and
correctly.

By agreement with the Board, the University
may desi gnate purchases of tangible personal
property as purchases for resale if title to
the property vests in the federal governnent;
however, this provision does not apply to

| eases (see section III.E., below).

This exenption also relieves California

i nsurance conpani es and certain banks from
payi ng use tax on itens they purchase or from
coll ecting sales tax on sal es they nake.
However, a California retailer is allowed to
pass the retailer’s sales tax obligation to
themon itenms purchased fromthe retailer

I n nost cases, they are required to coll ect
use tax on sales they nake. |Insurance
conpani es and banks are granted the exenption
because they pay an "in lieu" tax.’

Exenption for Resale
1) Purchases for Resale

Sales or use tax will not be inposed on
t he purchase of tangi bl e personal
property for resale if the University
submts a resale certificate to the

sell er stating, anong other things, the
University's Seller's permt nunber. The
certificate nust be presented to any
seller who is required to collect sales
or use tax. (The University's
qualification for a resale purchase when
the seller is an out-of-state seller and
delivery of the goods occurs out of
state depends upon the laws of the state
of delivery.)

The burden of proving to the Board that
a sale of tangible personal property is
a sale for resale is upon the seller
(6091, 6241). The seller is not relieved

° Regul ation 1567

TL 89
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of sales tax liability nor the duty of
collecting use tax on the sale until the
sel l er has obtained evidence that the
purchase is for resale. The evidence
that nust be obtained is a resale
certificate, to be taken in good faith,
issued to the seller by the purchaser
(6092, 6242). The certificate nust
contain specific information and be in
substantially the form prescribed by the
Board. An exhibit of the certificate may
be found in the Sal es and Use Tax
Manual .

Sel l ers have varying practices in
obtaining or retaining resale
certificates. For custoners who make
recurring purchases, the seller may
choose to keep a permanent file of
resale certificates indicating a general
description of the kind of property to
be purchased for resale; each
certificate is then considered to apply
to all sales to these custoners. For
custonmers who meke infrequent or one-
time purchases, the seller may require a
certificate each tinme the seller nmakes a
sal e.

If the University purchases an itemfor
resal e and subsequently uses the itemin
California for another purpose, the

Uni versity becones |iable for use tax.
The tax becones due at the tine of
change in use and nust be paid directly
to the Board.

2) Sal es for Resale

Uni versity departnments selling taxable
items nust assune that their sales are
retail sales until the purchaser
establishes the contrary. The University
is not relieved of its sales tax
l[iability or duty to collect use tax on
a sale until the purchaser submts

evi dence that the purchaser is making a
purchase for resale. Departnents should

3/ 31/ 03 TL 89
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therefore require all purchasers,

regardl ess of their place of residence,
taking delivery of goods in California
to submt a resale certificate stating,
anong ot her things, the purchaser's
Seller's Permt nunber, if applicable.
The requirenent al so applies to any

pur chaser known to be a California

resi dent who takes delivery of goods out
of state. Since each canpus has its own
seller’s permt nunber, it is inportant
that appropriate controls be placed on

t he i ssuance of resale certificates. For
audit purposes, a copy of the resale
certificates issued should be retained
in a central |ocation. The canpus
controller’s office should establish
appropriate control guidelines.

Food Service

Sales of nmeals to students by the University
are exenpt from sales tax; neals served to
patients by University hospitals are also
exenpt. Sales of neals to faculty and staff
are taxabl e, however, since no exenption is
provi ded by the law. Canpuses nust
periodically estimate the rati o of student
meal s to nonstudent neals served and pay

sal es tax on the estimted nonstudent neals.
Each canpus should design its own procedures
for the proper paynent of tax.

Sal es of nmeals to students by food service
firms under contract by the University are
taxable if the sales transaction is between
the student and the firm However, under
sonme food service contracts, neals are sold
to the University for resale to contract
boardi ng students; these are exenpt from
sales tax as sales for resale. The resale of
the neals by the University is then exenpt as
a sale by a school. To determ ne whether the
sales of neals are taxable or not, each
contract must be exam ned to determ ne
exactly who is selling neals to whom

**Addi tion 6/30/06
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d. Medi ci nes

Prescri bed nedi cines issued by University
phar maci es under the conditions given in
section 6369 of the Sales and Use Tax |aw are
exenpt. Each canpus having a hospital or
student health service shoul d design
procedures to insure the proper collection
and paynent of tax.

e. Peri odi cal s

Peri odi cal s published quarterly or nore often
than quarterly by University departnents or
other units are exenpt fromtax. The

Uni versity nust collect tax on sales of other
periodi cal s, however.

f. Mbt or Vehi cl e Fuel

The application of sales and use tax to fuel
varies, depending on the type of fuel and the
use (highway or off-highway). For details
see chapter T-182-76, Taxes: State Fuel
Taxes.

g. O her CGeneral Exenptions

O her exenpted sal es and purchases i ncl ude
gas, electricity, and water; certain aircraft
fuels; animals and other itens for food; food
products; original works of art; and printing
materials. These general exenptions are
specified in the Sales and Use Tax Law and
may be found in the Sales and Use Tax Mnual .

E. LEASES

Leases of tangi ble personal property are included in
the definition of "sale" and "purchase" and are
therefore subject to tax. Leases of the followng are
specifically exenpt, however, by exclusion fromthe
definition of sale and purchase (6009, 6010, 6010. 8,
6010.9, 6010.10):

e Mbdtion pictures or animated notion pictures,
including television, video discs, and video
cassettes;

3/ 31/ 03 TL 89
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e Linen supplies and simlar articles under a
continuing laundry or service contract;

e Househol d furnishings included in a | ease of |iving
quarters;

e Mbile transportation equi pnent for use in
transportation of persons or property defined in
section 6023;

e Tangi bl e personal property leased in substantially
the sane formas acquired by the lessor if the
| essor has paid the sales or use tax on the purchase
price of the property [This exception does not apply
to chemcal toilets (6010).]; and

e Certain nobile hones.

A lease is a continuing sale and a continui ng purchase
for the duration of the |ease as long as the | eased
property is located in the state; tax is not inposed
when the | eased property is out of state (6006. 1,
6010. 1) .

The manner in which sales tax and use tax are inposed
on | eases differs fromthe manner in which these taxes
are inposed on regul ar sales and purchases. Section
6201 of the | aw inposes use tax "...on the storage,
use, or other consunption ... of tangi ble personal
property," including | eased property. Section 6401,
under exenptions fromuse tax, then provides that
transactions are exenpt fromuse tax if sales tax
applies, except that this exenption does not apply to
| eases. Since | eases would otherw se be subject to
sal es tax (under section 6051) as well as use tax, a
sal es tax exenption (6390) prevents inposition of both
taxes by exenpting | eases fromsales tax if they are
subject to use tax (or if the | eased property is

| ocated outside California). As aresult, the tax on
| eases is normally a use tax, whose incidence is on the
| essee; the lessor collects this use tax fromthe

| essee and remts it to the Board (6203). However, if
the | essee cannot be held liable for use tax, as with
t he federal governnment, the lessor is liable for sales
tax (6051).

Sales to the federal governnent are exenpt from sal es
tax under 6381. Leases to the federal governnment are
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al so exenpt, except for |eases of tangi bl e personal
property under federal governnment contracts nade
pursuant to General Services Adm nistration (GSA)
supply schedules.® If tax has to be paid and the terns
of the contract between the University and the federal
governnment do not allow the tax paynment, the University
shoul d ask the | essor to assune the tax obligation or
it should find a source of funds other than the federal
contract funds for paynment of the tax.

A lessor who is required to collect use tax nust give
the | essee a receipt for any tax collected and rem t
the tax to the Board (6203). Such lessor should hold a
Seller's Permit or a Certificate of Registration--Use
Tax. The lessee is not relieved of use tax liability
until the |lessee has a receipt fromthe | essor or has
paid the tax to the Board. For the format of the

recei pt, see section I11.C 4., above.

When tax on | eases nust be paid, the tax is due when
rentals are paid or beconme payable. The tax is paid to
the |l essor, regardl ess of place of residence, unless
the lessor is not required to collect use tax; in that
case, the tax is paid to the Board.

Leases of tangi ble personal property |ocated outside
California are not subject to California tax. If the
Uni versity noves property |eased in California outside
the state, the tax obligation to California ceases at
the tine the property is noved.

F. BAD DEBTS
When i ssuing invoices or sundry debtor bills, the

Uni versity accrues any sales or use tax in a liability
account and remts the tax pronptly to the Board,

® This exenption results fromthe decision of the U S. Ninth Court of Appeals
in May 1976 (California State Board of Equalization vs. United States of
Anerica, 536 F.2d 294). Then in 1978 the California State Legi sl ature added
section 1656.1 to the California Cvil Code renpving the exenption. However,
the U.S. Ninth Court of Appeals held in 1981 that this |egislation manifests a
strong econom c incentive (6012) to collect tax fromfederal |eases, and the
| egal incidence of the tax is placed on the U S., thus violating the U S.
Constitutional imunity from State taxation. The U S. Suprenme Court upheld
all portions of the decision, except the portions on | eases of tangible
personal property under federal government cost reinbursenent contracts made
pursuant to GSA supply schedul es.
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purchaser. |If the bill eventually proves
uncol l ectible, the aw all ows a deduction for tax
previously paid (6055, 6203.5). Therefore, when
witing off uncollectible bills, the canpus Controller
shoul d charge any sales or use tax paid on the original
bill back to the tax liability account.

I f an amount witten off is subsequently recovered, the
tax becones payable to the Board.

CREDI T FOR TAX PAID TO ANOTHER JURI SDI CTI ON

Paynments of sales and use taxes inposed on property by
anot her state, political subdivision thereof, or the
District of Colunbia prior to the storage, use, or

ot her consunption in this state are allowed as credits
agai nst California use tax (6406).

PERM TS AND TAX RETURNS
1. Pernits

Al'l persons who have a business |location in
California and sell tangible personal property
subject to sales tax nust obtain a Seller's Permt
fromthe Board (6066). A permt is required for
each place of business where sal es occur.

A Seller's permt entitles the holder to purchase
t angi bl e personal property for resale wthout
paynent of sales tax (when delivery of the
purchase occurs in California) or use tax (when
delivery occurs out of state).

The resale permt nunbers that individual canmpuses
guote to vendors are as foll ows:

Ber kel ey SR- CH- 21- 135302
Davi s SR- YJHF- 29- 047481
I rvine SR- EA- 24- 141560
Los Angel es SR- AS- 18- 083492
Ri versi de SEH- 23- 125433
San Di ego SX- FH 25- 610105

San Franci sco

Sant a Bar bar a

Santa Cruz:

Mai n canpus

Li ck Observatory

Cont i nui ng Educati on
of the Bar

SX- BH 19- 154365
SR- AR- 15- 036188

SR- GHD- 26- 117705
SR- GH 26- 092773
SR- CH- 97- 723649
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PERM TS AND TAX RETURNS ( Cont.)

Santa Cruz holds a separate permt for Lick
bservatory so that | ocal sales and use tax
applicable to Lick will be credited to the
appropriate county.

Local sales and use tax is normally credited by
the Board to the city and county in which the
seller is located. |If a campus collects a
significant anount of sales tax on sal es nade
outside its county of location, or if it pays a
signi ficant amount of use tax on goods purchased
and used outside its county of |ocation, the
canpus Controller should contact the |ocal Board
office for instructions on allocating tax anong
counties. The Board will supply the canpus with
suppl enentary schedul es on which to indicate the
all ocation on the quarterly return.

Tax Returns

Sal es and use tax returns, acconpanied by a
remttance for tax due, nust be filed with the
Board on or before the last day of the nonth
foll owi ng each quarter (6451, 6452). Sellers show
gross receipts on the return; gross receipts

i nclude taxable rents received. Purchasers who
have incurred a use tax liability show the tota
purchase price of property subject to tax; total
purchase price includes taxable rents on which tax
was not paid to the | essor (6453).

Sal es and use taxes are reported on the sane tax
return. The return requires the taxpayer to
report figures on taxable sales and use tax
transactions, fromwhich the tax liability is
calculated. |In practice, many taxpayers,
including the University, record actual tax

col l ections and accruals and then cal cul ate

t axabl e transactions fromthese figures. Fromthe
gross tax liability, any sales or use tax paid to
other states that qualifies as a credit is
subtracted to arrive at the net tax payable.

| f the Board determ nes that a taxpayer's

estimated taxabl e transacti ons average $17, 000 or
nore per nonth, it requires prepaynent of at | east
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90 percent’ of the tax liability for each of the
first two nonths of each quarter, regardl ess of
the actual liability in any one nonth (6471). The
taxpayer is notified in witing by the Board of

t he prepaynent requirenment, which remains in
effect until the taxpayer is notified to the
contrary by the Board. Prepaynents constitute a
credit against the tax payable for each quarter,
but they do not relieve the taxpayer fromfiling
quarterly returns. Failure to prepay the tax or
file a quarterly return results in a penalty, the
imposition and the rate of which depends upon the
facts of each case.

Canpuses accunul ate sal es and use tax payable in
various liability accounts. On the tax return, the
gross figures for itenms sold or purchased are
derived fromthe accunmul ations in these accounts.
Because the University canpuses’ estinmated taxable
transactions average $17,000 or nore per nonth, as
expl ai ned above, canpuses remt tax nonthly;

nont hly paynents are credited by the Board agai nst
the tax payable for the quarter.

UNI FORM LOCAL SALES AND USE TAX LAW

Under the California Uniform Local Sales and Use Tax Law,
counties may i npose a |local sales and use tax. Such tax is
i nposed on the sanme transactions that state sales and use
tax i s inposed upon, except that certain specified purchases
by operators of aircraft that are used or consuned by the
operators directly and exclusively in the use of the
aircraft as common carriers® are wholly or partially exenpt
(7202 - 7203.5).

Al California counties have passed sal es and use tax

ordi nances. Taxpayers are entitled to a credit against the
county tax for the anmpbunt of tax due any city within that
county. In total, however, the anount of tax inposed by the
county and cities therein cannot exceed the county rate. A
city sales and use tax ordinance may provide credit for
simlar taxes due to the redevel opnent agency of such city.
In general, the Board adm nisters | ocal tax ordi nances; any
tax payable is, therefore, remtted to the Board and is
reported on the regular quarterly return.

" This 90 percent mininum may be raised as a contingency

requi renment by mandate of |aw or by Executive Order of the
Governor for purposes of neeting the State's contingent reserve
requi renments for econom c uncertainties.

® Section 7202(h)(8)

TL 94
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The transactions and use taxes are special taxes, simlar to
the state and | ocal sales and use taxes that have been

i nposed fromtinme to tinme for special purposes, such as the
funding of urban rapid transit. Tax is inposed upon the sane
transactions that state sales and use tax is inposed upon,
with the foll ow ng exceptions set forth in section 7261:

The amount of any state or uniformlocal sales or use
t ax;

G oss receipts fromthe sale of tangi ble persona
property, other than fuel and petrol eum products, to
operators of aircraft to be used or consuned principally
outside the county in which the sale is nmade and directly
and exclusively in the use of the aircraft as comon
carriers of persons or property under the authority of
the laws of this state, the United States, or any foreign
gover nnent ;

Sal es of property to be used outside the district which
are shipped to a point outside the district, pursuant to
the contract of sale, by delivery to that point by the
retailer or his or her agent, or by delivery by the
retailer to a carrier for shipnment to a consignee at such
poi nt; and

A sal e of tangi ble personal property if the seller is
obligated to furnish the property for a fixed price
pursuant to a contract entered into prior to January 1,
1984.

The transactions tax is anal ogous to the state sales tax and

is

i nposed on retailers within the district for sales of

tangi bl e personal property delivered with the district.
Sal es of property delivered outside the district for use
outside the district are exenpt (726la,f).

The district use tax is anal ogous to the state use tax and

is

i nposed on the purchaser for the storage, use, or other

consunption of tangi bl e personal property within the
district. Purchases subject to any state-adm ni stered
transactions tax are exenpt fromthe correspondi ng use tax.

A retailer engaged in business in the district is required

to

collect district use tax froma purchaser only if the

retailer delivers the property in the district or makes the
sale in the district.

3/ 31/ 03
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The Board adm nisters transacti ons and use tax ordinances;
any tax payable is, therefore, remtted to the Board and is
reported on the regular state quarterly return.

ELECTRONI C WASTE RECYCLI NG FEE

A. | nt roducti on

Ef fective January 1, 2005, retailers in California are
required to collect the Electronic Waste Recycling Fee
on sales of covered electronic devices ("CED s").

CED s include tel evisions, conputer nonitors, and

| aptop conputers. There is no exenption fromthis fee
for the University of California. The fee ranges from
$6 to $10, depending on the size of the video display
device. Only sales of new or refurbished video

di spl ays are subject to the tax; used and non-

refurbi shed video displays are not taxable.

B. | nci dence

The collection of the fee is inposed on the retailer
maki ng the sale, whether over the Internet, by mai
order, or at a physical store location. The fee nust
be separately stated on the invoice, but the fee itself
is not subject to the California sales and use tax.

The retailer remts the fee to the BOE with its
quarterly El ectronic Waste Recycling Fee Return.

C. Sal es for Resal e and Shipnents Qut of State

Sal es for resale are exenpt fromthis fee. As with

ot her purchases nade on a resale basis, the University
will be required to collect the fee if it sells these
CEDs to customers. Simlarly, any CEDs purchased for
resale that are later used by the University will be
subject to the fee. Only sales shipped to a
destination in California are subject to this fee.

CONTROLLER' S RESPONSI BI LI TI ES

The Controller on each canpus is responsible for assuring
conpliance with all aspects of the sales and use tax | aws of
California and of other states. The Controller is
responsi bl e for determ ning whether sales and use tax is to
be paid on University purchases and for coordination with

t he canpus purchasing office and the accounting office so
that the tax is properly paid. Responsibilities also

i ncl ude determ ni ng when sal es and use taxes are to be

coll ected on University sales and coordinating the
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CONTROLLER S RESPONSI BI LI TI ES (Cont.)

procedures of the accounting office and the canpus
departnents that sell tangible personal property to the
public, ensuring that the University's tax obligations and
duties are fulfilled.

In carrying out these responsibilities, the Controller may
need to consult the references given below for further
information. All questions should be referred to the office
of the Vice President--Financial Managenent, which should be
notified of any sal es and use tax problens that have

Uni versity-w de inplications.

REFERENCES

Busi ness Taxes Law Quide, California State Board of
Equal i zat i on.

Uni versity of California Sales and Use Tax Manual , rev.
Mar ch, 2003.

El ectronic Waste Recycling Fee Section, California State
Board of Equalization website,
wwwv. boe. ca. gov/ spt axpr og/ ewast e. ht m
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